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ECONOMY AND DEMOCRACY* 
By A. B. WOLFE 


It is fitting especially at this juncture, for the American Economic 
Association, the American Political Science Association, and the Amer- 
ican Society for Public Administration to meet together. The time has 
long since passed when problems of economics and government could 
be treated in splendid isolation. Every phase of our economy is affected 
by legislation and administration, and practically every governmental 
function has its economic implications. Economists and political scien- 
tists have in common highly important scientific interests and public 
responsibilities. 

We have chosen liberty, security, and democracy as fundamental 
values in our way of life. Ever since the Great Charter was wrung 
from the reluctant King John, we have been endeavoring, bit by bit, 
often with failures and retrogressions, and not always with clear under- 
standing of what we were trying to do, to realize these ideals. During 
most of the time from Runnymede to the twentieth century, they were 
regarded as applicable only to some privileged part of the population. 
One is tempted to say that more has been done to realize them—for the 
forgotten man and all—in the past thirty years than in all the preceding 
seven centuries. Be that as it may, however, we still have far to go. 

Perfection we should neither counsel nor expect. Americans and 
' Britishers are no further removed, in time, from Cro-Magnon man, or 
from the Teutonic barbarians who beat down Roman civilization, than 
are the modern nazis. There are still some among us who have no use 
for democracy; some who want liberty, but only for themselves; some 
who are bent on preserving their own privileged security by denying 
security to others; some, even in America, who think that race and sex 
are valid grounds for inequality in civil status and economic oppor- 
tunity. In a word, there are many who do lip service to democracy who 
are far from democracy i in spirit. 

Moreover, in the further implementation of these basic ideals, we 
shall encounter serious conflicts of values. We shall experience con- 
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flict between liberty and economic efficiency, and between liberty and 
security. We shall be able to deal with such conflicts only through the 
patience, the forbearance, and the pragmatic compromises which are 
democracy at its best; but the stream of history, the direction of moral 
evolution, will not reverse its flow. Liberty, security, democracy, and 
equality of opportunity are established ideals in the ethos of our civili- 
zation, and there is no reason to suppose that they will not remain so. 

The culture in which these values are dominant constitutes the 
atmosphere in which we do our work. The atmosphere will sometimes 
be murky—as on the eve of a presidential election—and the visibility 
low. There will be, as there is today, much verbal camouflage, and 
divergent interests will attach incompatible meanings to liberty, to 
security, and to democracy. Under such conditions, economists and 
political scientists must accept the responsibility, not only to be fair, 
unbiased, and objective in their collection and analysis of factual data, 
but also to distinguish between verbalisms and substantive reality, and 
to judge between the conflicting interests which economic and political 
institutions can be made to serve. 

It may seem that I am bent on breaking down the line-fence between 
economics and political science, and between these two disciplines on 
one side and social or moral philosophy on the other. That, indeed, is 
precisely my intent. In all handling of factual data, and in all logical 
analysis, I am as much convinced of the necessity for scientific ob- 
jectivity as the most lily-white, “pure,” economist can be. But I am 
unwilling to regard any social science as merely an indoor sport. Eco- 
nomics and political science are purposive sciences. Being purposive, 
they must be concerned with ends as well as instrumentalities. ‘This 
means that they cannot escape value-judgments. 


Values 


The only final value is human life, or rather human living, with all its 
richness and fullness of experience. This, I take it, is what Ruskin 
meant when he exclaimed, “There is no wealth but life!” The intrinsic 
values comprise the things which constitute the positive content of 
living, the things we desire for their own sake—work and play, love 
and friendship, hearth and home, and so on, together with such general 
conditions as peace, security, liberty, and opportunity. The huge class 
of instrumental values includes all our material wealth of whatever 
kind, all our technological knowledge, all government, and all the eco- 
nomic processes of production and exchange. In fact al? social institu- 
tions belong in this category of instrumental values——means to some- 

e thing nearer the heart of man. 
Contrary to totalitarian philosophy, no social institution, not even 
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the state, is an end-in itself. The only end is the human individual— 
you, and I, and everyone else. Individuals are the only living things. 
Nations “live” only because they are a succession of individuals molded 
in, and to, a common ethos. Social welfare means nothing if it is not 
the welfare of persons. There should be nothing startling in such a 
philosophy of individualism. It is to be emphasized, however, that it 
has nothing in common with what is commonly known as “rugged in- 
dividualism,” since the latter is a philosophy of means, not ends. The 
view that the individual is the only end is at least as old as Christianity; 
it is the only doctrine consistent with fundamental democracy. 

_ To put all institutions in the category of instrumental values is not 
to deny or diminish their importance. No study or policy designed to 
make them more effective in the service of human values is wasted. 
But when, as so frequently happens, the political party, the church, the 
trade union, or private enterprise is made an end in itself, men set up 
false gods, we fall into futile idolatry, and the logic of economy is com- 
pletely inverted. There would be less reason for such a statement in 
this presence, if economists and political scientists, themselves, did not 
frequently seem to hypostatize into ends the economic and political 
instrumentalities with which, perforce, they are professionally con- 
cerned. | 

The function of political science and economics is to see how these 
instrumentalities work, and to make plans for their better working, 
Our general task, therefore, is in the nature of job analysis. But we can- 
not make an intelligent, or a valid, job analysis unless we decide what 
the job is to do. And we ought to remember that whatever its imme- 
diate objectives, the job always has to do, directly or indirectly, with 
the intrinsic values of life in a civilized, democratic society. Without, 
then, feeling that we are departing from the objectivity appropriate to 
the social sciences, we do well to bring ourselves up short, and ask of 
ourselves, “What are we here for, anyhow? What valid excuse for 
existence has an economist or a political scientist? What human values 
are we trying to realize? And for whom?” 

The job we have to do will be better done if we do not permit the 
trees to blind us to the forest. We must avoid giving our whole atten- 
tion to short-run implemental tasks. The program of the three profes- 
sional associations meeting together this year is devoted mainly to 
long-run problems, not in the belief that immediate pos{-war problems 
will not be pressing and critical, but in the conviction that these,imme- 
diate problems themselves will be better met, and with likelihood of 
fewer headaches in afteryears, if we approach them in the light of basic 
principles, and of the human values to the furtherance of which. our 
democratic way of life commits us. The policies we adopt now will 


4 THE AMERICAN ECONOMIC REVIEW [ MARCH 


determine whether later we have to retrace our steps. They will be the 
acid test of our economic and political intelligence, and of the reality 
of our democratic protentions. 


Democracy 


Since it is my purpose to try to show the close relation between 
economy and democracy, I ask you to consider with me the nature of 
democracy. Democracy has four fairly distinct aspects: political, civil, 
ethical, and economic. 

Political democracy is an instrumental, not an intrinsic, value. It is 
the only form of government we dare trust. It is essentially an insur- 
ance policy. It is the right to vote, to hold office, to form political par- 
ties, and to criticize the government, often unintelligently, sometimes 
mendaciously. 

It is commonly said that a people get the kind of government they 
deserve. This is only a half truth. There are distinct limitations on the 
ability of a people to get the kind of government they ought to have. 
We no longer live in a simple agrarian society, in which an occasional 
town meeting sufficed for all governmental purposes. We live in an 
economy of complex technology, extreme specialization, and close inter- 
dependence of functions. All these far transcend state boundaries and 
local interests. This fact is one cause of the decline of local govern- 
ment. It is also the main reason why opposition to expansion of the 
functions of the federal government will in the long run prove ill- 
conceived and futile. 

The limits to effective political democracy are fairly well defined. 
The people can vote their preferences in regard to general policies and 
values, but much further they cannot safely go. Even with a much 
higher level of general education than we now have, they cannot be 
competent to pass judgment on complex, economic technicalities, on 
which even experts disagree, such as the machinery of international 
finance, social*security reserves, and dozens of other technical matters. 
The moment they, or their lay representatives, interfere with the tech- 
nical implementation of general policies, they are likely to do as much 
harm as good, even if their interference is not under the adroit leader- 
ship of selfish pressure groups. 

Although civil democracy is as vital an aspect of democracy as the 
other three, I ghall dismiss it in a few words. Its basic values are indi- 
vidualeliberty and equality before the law. It is epitomized in the Bill 
of Rights, which we did not rediscover until after Pearl Harbor. But 
the Bill of Rights needs to be extended and interpreted in the light of 
the principles of economic and ethical democracy. Equality before the 
law cannot be limited by sex or racé. Yet we know that it is. Women 
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are not persons in the light of the United States Constitution. The 
civil rights they have can be taken away by legislative act. In many 
respects, in many states, they are still under the common law, in which 
husband and wife are one person and that person the husband. If 
women really are persons, these cultural lags should be removed, the 
sooner the better. © 

Ethical democracy is practically synonymous with Christian ethics, 
the essential contribution Christianity has made to modern civilization. 
More to the point for the present discussion, ethical democracy is a 
broad application of the fundamental principle of economy. The es- 
sence of ethical democracy, of course, is that respect for the individual 
—that individualism-of-ends—of which I have spoken. No demo- 
cratically minded person will countenance denial of civil or constitu- 
tional rights, even to keep alleged radicals out of government jobs, or 
deny equal economic opportunity to persons who happen to have been 
born women, Negroes, Jews, or Protestants. This is hard, idealistic 
doctrine. Merely to state it is to suggest how far from it we are in 
practice, despite churches, Congressional committees, universities, and 
Atlantic Charters. 

Economic democracy can be summed up as equality of opportunity. 
It cannot, however, reasonably mean the dead level of literally equal 
opportunity. That would be the reverse of true economy. People are 
born with unequal potential capacities. Equality of opportunity there- 
fore means opportunity in proportion to capacity to use it. Perhaps it 
would be better to call it equity of opportunity.. To distribute wealth 
and income, and the opportunity they represent, in any other way is 
patently a violation of the principle of economy, which is to put things 
where they will do the most good. Democracy is perhaps epitomized in 
the whole modern trend away from rigidity of status to freedom of op- 
portunity. Democracy is a movement toward greater economy in the 
utilization of our human resources. Here, economics and ethics walk 
hand in hand. 5 

I have said that economics is a purposive science, Its purpose is the 
efficient management of our resources, material and human, in the 
processes of production and consumption. Its proper aim is not only 
to promote the distribution of opportunity which conforms most nearly 
to the principle of economy, but to secure the organization and co- 
ördination necessary to the full utilization of resoureęs. This means 
that effective planning, and a well-organized setup of administyation, 
are essential, not inimical, to the democratic way of life. If we take 
production, and not predation, exploitation, or bargaining capacity, as 
the foundation of the wealth of the nation, economic democracy is the 
only guide to rational economic management. I wish to emphasize this, 
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because it is so easy to think that democracy of any kind is purely a 
matter of sentiment, whereas it has a solid rational foundation. I shall 
now try to show what, in my opinion, that rational foundation is. 


Ideal Economy 


Economists hold in their hands the formula for the ideal economy. 
Tf it were not for a few obstacles like human selfishness, ignorance, and 
stupidity, they could abolish poverty in two generations. This, of 
course, is not saying much, for the real task is to clear away these 
obstacles, or at least to render them comparatively innocuous, and such 
a task is obviously not going to be accomplished in two generations. | 
Nevertheless, the general outline of the ideal economy gives the ob- 
jective for the economist’s over-all job analysis. 

The ideal economy, it scarcely need be said, is the perfectly balisi 
economic system or the general equilibrium of economic theory. Its 
essential features are quickly stated. All productive resources are 
“fully” utilized, according to some interpretation of that slippery term. 
All productive plants are operated at the point of least unit-cost. Every 
productive factor is used where it is most needed. There is thus strict 
economy in the distribution and utilization of resources. The ideal re- 
sult is the maximization of per capita real income. 

In the ideal economy, there would be no overbuilding of plant, no 
surplus productive capacity in any industry, and consequently no re- 
striction of output. There would be no general overproduction, because 
aggregate consumer income would equal aggregate production costs. 
Demand for labor and consumption goods would be stable and con- 
tinuous. General equilibrium is both the production and the consump- 
tion ideal. The only distributive ideal essential to it is that money in- 
come must go to people who will promptly spend it. 

I am aware, of course, that Lord Keynes has analyzed another kind 
of equilibrium, which falls short of full employment, but what Keynes 
is doing is to &nalyze certain obstacles to full-employment equilibrium. 

It goes without saying that the ideal equilibrium cannot be fully 
realized. If it could be reached tomorrow, it would be upset the next day 
by some chemist with a new compound. But the fact that it cannot be 
fully attained is nothing against it, any more than the impossibility of a 
frictionless machine should deter engineers from improving lubricants, 
or than the imperfectibility of man is valid ground for rejecting Chris- 
tian ethics and democracy. Though we can reach neither perfect democ- 
racy nor perfect equilibrium, both should stand as the North Star of 
our economic navigation through the shoals of institutional lags, the 
disturbing currents of technological changes, and the storms of acquisi- 
tive conflict. In the long run, we shall approach it, asymptotically, more 
closely than we now dream. 
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Ideal equilibrium should not be construed in terms of the physically 
possible maximization of per capita material income. Man does not live 
to produce, he produces to live. Values other than those associated with 
material goods will always limit the amount of endeavor men are willing 
to devote to physical production. Equilibrium is a mathematical con- 
cept, but it is also institutional. Leisure and material goods are con- 
flicting values, and the relative valuations society places on them are 
reflected in laws, customs, and contractual stipulations limiting hours 
of labor and the like. Other institutional restrictions, some of them de- 
creed by selfish group interest, dictate who shall and who shall not 
work. Such discriminations, rooted mainly in race and sex prejudice, 
are incompatible with full-employment economy. Other limitations re- 
sult from decision to reserve some part of our irreplaceable natural 
resources to future generations. None of these limitations, other than 
those restricting opportunity to work, in any way invalidates the 
equilibrium ideal. Once the people decide how hard and how long they 
want to work, and how rapidly they wish to exhaust their natural re- 
sources, there is, for any given state of the arts and any given avail- 
able supply of resources, an ideal distribution of resources between the 
various industries. This is the balanced economy which, and only which, 
achieves the highest per capita output and the highest per capita real 
income. 


Obstacles to Balanced Economy and Full Production 


Economics is a trouble-shooting art. Despite all the dithyrambic ad- 
vertising about the brave new world industry is going to give us after 
the war, we are still a long way from permanent full employment and 
continuous full production. It is our function, as economists, to find 
out why. It is monumental irony that we come so much nearer full 
production in wartime than at any other time. Why is this? Since 
human wants are indefinitely expansible, why should there ever be 
overproduction or underemployment? Why do economisfs and business 
leaders lie awake nights worrying about the ability of private enter- 
prise to furnish full employment after the war? And why the pessimistic 
undertone of feeling that with the utmost codperation between business 
and government, or, conversely, with complete freedom of business 
from government regulation, full employment, if attained, can be main- 
tained for only a few years? These are not mere rhetarical questions. 
We cannot bypass them. What, then, are the basic obstacles so con- 
tinuous maximum production? 

I shall not try to catalogue them. One I shall only mention, and not 
comment upon. That is the dynamic, disturbing effect of rapid techno- 
logical change. The other main obstacles, as I see them, fall into three 
categories: (1) moral and religious traditionalism; (2) ignorance and 
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narrow selfishness; and (3) certain operational characteristics of private 
enterprise itself, as we have thus far known it. 

Moral and religious sentiments not always, but in many cases are 
stubborn impediments to economic progress, specifically because a 
high material standard of living is not an item high on their scale of 
values. We find religious sentiments a serious obstacle to attempts to 
raise the standard of living internationally. In some countries, our own 
included, religion has adapted itself to the growing appeal of material 
values, and to the spread of rationalism and humanism associated with 
the whole democratic movement. In no democratic country is it neces- 
sary to argue that the abolition of poverty is desirable. But there are 
countries where, on moral and religious grounds, the steps necessary | 
for the permanent mitigation (let alone abolition) of poverty would be 
resisted by the people themselves. 

One of these necessary steps is certainly the attainment of a reason- 
able relation between population and resources. In all thinking about 
raising the standard of living “throughout the world,” the population 
` problem should be basic. Everywhere, sooner or later, cessation of pop- 
ulation growth is a prime prerequisite to the abolition of poverty. It is. 
the fashion nowadays to say that Malthus is outmoded. But for the 
long run, Malthus was everlastingly right. With the near-certainty that 
we are approaching a stationary population in this country, we do not 
need to worry about domestic overpopulation. But in the global field 
of international economics and politics, we do. 

It is being said that this country cannot be prosperous unless others 
are also. This is one of those generalizations which may be something 
more than half truth, or vicious untruth, according to the context. We 
cannot safely concede too much to those idealists, sincere as they are, 
who hold that we must sacrifice our own standard of living in order to 
raise that of less fortunate—or less rational—peoples. Certainly, as an 
emergency demand, no sane person will question that we must make 
heavy sacrifices for the rehabilitation of the devastated countries. But 
anything more is debatable. We are responsible for unemployment and. 
poverty among our own hundred thirty million people, but are we re- 
sponsible for the economic lot of the teeming millions of Asia and other 
grossly overpopulated regions? Does the standard of living to which 
any given country may reasonably aspire have any relation to that 
country’s own matural resources, or does it not? The Atlantic Charter 
called for freedo n of trade—fortunately with reservations. Does this 
mean, also, freedom of migration, with or without reservations? There 
are people in other countries who think it does. Has any country which 
does not exercise birth control the right to export its human surplus, 
and thus glut the labor market of ether countries? 
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According to the jealousy theory of international relations, pressure 
of population in the so-called have-not nations is a danger to inter- 
national peace. If this be true, permanent remedy does not lie wholly, 
or even primarily, in free trade, or industralization, or any purely eco- 
nomic policy. Definite and permanent remedy must rest on moral and 
religious changes which will enable the overpopulated countries, through 
birth control, to bring their populations into reasonable relation to 
their resources. How such changes can be brought about, I do not know. 
Industrialization may help, but the example of Japan is not reassuring. 
The situation suggests a conflict between two of the Four Freedoms— 
Freedom from Want and Freedom of Worship. Every people will hold 
that their religion is their own business. Nevertheless, there is great 
need for educational missionaries of the right sort, properly grounded 
in economic fundamentals, in countries besides Germany. 

Freedom from Want is a global ideal, entirely in conformity with 
the principle of economic democracy; but the abolition of want de- 
pends on economic progress, abroad as at home. Global economic 
progress depends on the global progress of rationalism and humanism. 
Until these become general, only to limited extent can the principles of 
economic democracy be globally realized. Meanwhile, one of the best 
services we can give the world is to set other countries a good example 
by maintaining our own standard of living. 

Population growth in other countries is a problem which should be 
receiving our serious attention, for it is bound to have profound bear- 
ing on future international relations. Perhaps Washington is giving this 
matter the study it deserves, but if so I am not aware of it. 

The acquisitive motives. Coming back now to the confines of our 
own country, we turn to the second category of impediments—narrow 
selfishness and the acquisitive motives. Here we have to do with in- 
centives in economic life. Here, too, we encounter a distressing para- 
dox: for the acquisitive motive—the desire to have and to hold—is both 
the prime mover of enterprise and the main drag which slows down 
the whole works. In conjunction with the instincts of curiosity and 
workmanship, it gives us notably efficient engineering management, but 
by itself it inflicts on us the business policies of restriction of output, 
imperfect competition, and monopoly. It has applied science to the 
development of a marvelously productive economy, but it has also been 
the cause of most of the thievery and robbery, the bruta] conquests, and 
_ the bloody wars which blacken the pages of history. Even if we succeed 
in ending international aggression, we shall still have to cope, within 
our own boundaries, with many uneconomical manifestations of re- 
gional and class selfishness—interstate trade barriers, rigid l prices, - 
suppression of inventions, closed shops, closed unions, jurisdictional 
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disputes, and, in general, the behavior of powerful pressure groups, 
whose heedless aggressiveness in advancing their own interests evi- 
` dences either ignorance or indifference to the general welfare. 

These are some of the overt expressions of the go-getter spirit, which 
the pressure groups have taken over from the old-time rugged indi- 
vidualism. There are, however, other manifestations of it which impede 
progress toward full efficiency and productivity, even when there is no 
thought of restricting output, dividing the market, or of the ruthless use 
of economic and political power. These manifestations, indigenous in 
planless private business, include overbuilding of plants, increase of 
unnecessary risks, and the various devices by which inefficient firms are 
kept in business. | 

Adam Smith and the classicists had no worry about the obstructive 
effect of selfishness and consolidated greed. They were convinced that 
out of the conflict of acquisitive interests would come maximum social 
efficiency and the maximum wealth of nations. No coördinated plan- 
ning, either by government or business, was necessary. The invisible 
hand, working through free competition, would, they thought, with 
Mandeville’s Fable of the Bees, turn private vices into public benefits, 
and establish a beautiful harmony between private acquisitiveness and 
social productivity. But the economic harmonies failed to appear. The 
economic man was no fool. He knew that he could feather his own nest, 
better by monopoly, if he could get it. By all possible devices, he 
avoided competition. Even the workers gradually learned that they 
must take a leaf out of the textbook of monopoly, and through organi- 
zation and combination pit their collective power against that of the 
employers. 

The outcome of all this is that the country is segmented into consoli- 
dated and powerful interest groups. Atomistic competition has given 
way to amply financed and skillfully marshalled group conflict. The 
policy of every man for himself and the devil take the hindmost has 
been displaced* by group loyalties and group planning—not over-all 
planning to maximize the national income, but planning for advantage 
in the unending battle of distribution. This is an irrepressible conflict, 
which economics is unable to deal with, even in theory. 

Many economists have thought that marginal productivity gives us 
the basis for a scientific theory of distribution, and even an objective 
criterion of distsibutive justice. This theory is one of our pet illusions. 
Beautiful in form, it lacks substance. It is a disguised residual theory, 
and every residual theory begs the question, because the only deter- 
minant it can find for the priority share is custom, or the so-called 

e “soing-rate.” The sooner we admit that there is no objective criterion 
of distributive justice, the better we. shall understand the close connec- 
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tion between economics and ethics, and the sooner we shall see that 
acquisitive conflict is inherent in human affairs, at least in any system 
based on division of labor. Such conflict can be kept from destructive 
effect only by a spirit of reasonableness and forbearance, a sense of 
public responsibility which transcends party, and class, and pressure 
groups, and an organization of strictly nonpartisan public agencies, 
quasi-administrative, quasi-judicial, for the effective, peaceful, and 
prompt adjustment of industrial disputes. Substitution of socialism for 
capitalism would change the configuration of distributive conflicts, but 
it would not abolish them. Nothing can. . 

It is erroneous to think of the acquisitive urge only in terms of 
money. It is also desire for power; and the methods of power range 
all the way from the flicker of a girl’s eyelashes to the manipulations 
of high finance. In the past, men have desired great wealth not only 
for the power it gave them, but for the prestige of the showy manner 
in which it enabled them to live. It was an effective way of inflating 
infantile egos. I am not under the illusion that infantilism has entirely 
disappeared from the mentality of all men of prominence, but there 
are distinct indications that conspicuous show in living is going out of 
mode. The change has been accelerated by depression and high taxes, 
but it promises a profound alteration in social and esthetic attitudes. 
Conspicuous waste and vain show will more and more be regarded for 
what they are-—-the exhibitionism of the barbarian and the immature 
personality. The proposal to limit incomes to $25,000 was a bit extreme, 
but the fact that reaction to it was not more violent is evidence of a 
changing ethos and growing public insight into the principle of economy 
as applied to the consumption as well as to the production of wealth. 

If attitudes toward showy living are changing, so are those toward 
power for its own sake, though here the evidence is less clear. It seems 
obvious, however, that those former gods of big business, the so-called 
malefactors-of-great-wealth, have long since entered their Götter- 
dammerung. Only in dim memory can we now hear tlfeir cynical cry, 
“The public be damned!” The power motive is now more frequently 
coupled to what David Hume called “public utility,” and we call the 
social point of view. It may be that this salutary change is due to 
business men’s tardy recognition of the hard economic necessities— 
since, after all, the public furnishes the demand for what business has 
to sell—but in any case it is one more evidence of the ggowth of democ- 
racy. Only in a democracy are power and responsibility reliahly con- 
joined. 

I have been speaking primarily of the attitudes of the so-called 
capitalist class. Now what of labor? Here, too, we are witnessing an 
evolution, but for the moment it seems to be in the direction of intensi- 
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fying the acquisitive urge and the drive for power. The workers have 
a new sense of their own strength, they are determined to have a 
higher standard of living, and the indications are that they are going 
to get it. It is not to be expected that organized labor will invariably 
use its power with any more forbearance, fairness, and public spirit 
than big business formerly used its power, or than certain agricultural 
organizations have of late been using theirs. 

I see no reason to suppose that the workers are less selfish than 
anybody else. But organized labor will gradually come to maturity. 
Parallel to the change in the temper and the public spirit of business 
leaders, there is in process a significant improvement in the leadership 
of labor. The great drawback is that labor leaders will not always 
be able to prevent precipitate action on the part of rank-and-file mem- ` 
bership, any more than clear-sighted and constructively thinking busi- 
ness leaders can control the operations of their fellow business men. 

We cannot abolish selfishness. But selfishness can be socialized. 
Human nature can change for the better in the future, as it has in the 
past. Men will continue to progress in social responsibility, as they 
certainly have progressed since the days of rugged individualism. Both 
labor and capital will increasingly understand that in a democratic 

- world, group interests can be moulded only in the matrix of the tran- 
scendent interests of the whole people. More powerful, however, 
than any purely “moral” forces will be the inner logic of private 
enterprise itself. Whether private enterprise can survive permanently 
depends on how well its leaders understand the logic of its own 
processes, and how willing they are to heed the fact that that logic 
requires, for the continuity and the over-all efficiency of the system, 
certain far-reaching internal structural and functional changes. 


Basic Changes Needed in the System of Private Enterprise 


Three basic changes will in the long run prove inescapable: first, 
some method of providing the inter-industry control and codrdination 
now lacking; second, a wider distribution of consumer income and 
purchasing power; third, and corollary to the second, progressive de- 
cline in cumulative saving and investment. 

Inter-industry coérdination. That child of the business men’s brain, 
the N.R.A., on which the Supreme Court practiced a merciful eutha- 
nasia, would haye failed in any case. Not only was it based on a phi- 
losophy. of imperfect competition, price maintenance, and restriction 
of output, but it aimed only at imfra-industry order and control. Of 
inter-industry coordination there was no hint, and the N.R.A. was 

> powerless to secure it. With all its trade and manufacturers’ associa- 
tions, chambers of commerce, and committees for economic develop- 
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ment, business is still powerless to secure it. If there is, perchance, here 
and there a business leader who sees its need, he nevertheless is power- 
less. Private enterprise lacks within its own organization the central 
authority which alone can secure inter-industry balance. Here, if 
anywhere, is necessary that central government control to which busi- 
ness so vociferously objects, and which many competent economists 
view with misgivings. But without such central control, especially the 
rational control of investment, it is difficult to see how we are to attain 
the continuity and stability of an efficient and dependable social econ- 
omy. The common reply to all this is that competition and a free -. 
market obtain this balance. But the answer is not convincing. For one 
thing, the cobweb theorem applies to industry as well as to agriculture. 

Call it what you please, view it with caution as you will, I see no 
escape from centralized regulation of conditions which affect the whole 
nation. For this reason, I have little sympathy with attempts to revive 
the states’ rights issue, and for the same reason I hope that business 
men will exercise caution in accepting the term “free enterprise” in 
too literal a sense. 

There remain for very brief comment the other two great problems: 
the distribution of money income, and the savings-investment problem. 
What little I can take the time to say about these problems will be 
elementary, and will seem not only superficial but dogmatic, since we 
here touch on fundamental questions, both of theory and of policy, 
on which economists almost violently disagree. 

The market problem. The problem of private enterprise is funda- 
mentally that of market for its product, for it is the market which ties 
together production, distribution, and consumption in one great, in- 
tegrated, going-concern process. 

Certain, seemingly self-evident truths should be kept in mind. All 
the demand for goods comes from final consumers. The consumer pays 
the freight—all of it—all the costs of production, including profits. 
This may not be clear in the short run in an expanding economy, but 
it must always hold true for the long run. Second, consumers cannot 
buy unless they have money to buy with. And third, failure of income 
recipients to spend their income currently on consumption goods will 
cause a glut in the market. This, in fact, has been the normal condition 
leith us. The market is nearly always a buyers’, not a sellers’ market. 
versupply is the usual state of the market under private enterprise. 
as we have known it. In other words, the economy is continually out of 
balance because it lacks that equality between aggregate Business 
costs (including profits) and aggregate consumer expenditure essential 
to the continuous clearing of the market. For this continuity, there 
must be an uninterrupted circuit flow of money from consumers to 
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producers and back from producers to consumers, against an equally 
constant flow of goods and services in the opposite direction. Any 
obstruction to the flow of business income, business outgo, consumer 
income, or consumer expenditure—all of which are phases of the same 
circuit flow of money—is like a stoppage on the assembly line. It 
` causes a slow-down or a breakdown in thé whole works. 

Saving, investment, and expansion. In general, the obstruction which 
causes periodic breakdown lies in`the process of cumulative saving 
and investment, in their effect on the flow of consumer purchasing 
power. (Note that I say “cumulative.” Repairs and replacements are 
costs, paid out of gross business income, and not out of savings from 
net income.) Here we have the most critical, and still unsolved, prob- 
lem of dynamic economy. The bottleneck which throws the whole sys- 
tem out of gear is in the flow of money, either from producers to con- 
sumers or the reverse. In either case it results from saving out of net 
money income. In a word, the trouble is caused by that classic virtue, 
thrift, although we usually reserve that word for the little man with 
a small income. 

The present is a poor time to argue against thrift—against cumu- 
lative saving, Investment, and expansion. We are in the anomalous 
position, unique in our history, of a dangerous excess of consumer 
monetary income over the supply of consumption goods. Our only 
salvation from inflation is either more saving, voluntary or compulsory, 
or more drastic taxation and price control than Congress, bedeviled 
by pressure groups, sees fit to impose. But I am thinking not of-the 
next two years, or the next ten, but of a longer run of time, in the 
belief, as I said at the beginning, that long-range forethought now may 
save us many headaches later. 

The commonly accepted theory is that saving (in the absence of 
hoarding) cannot impair consumer demand, because saved money is 
invested, and invested money is paid out for wages, whereupon it is 
immediately spent for consumption goods. This theory is untenable. 
Only about 60 per cent of invested money is paid out as wages. The 
rest goes elsewhere. A very significant part of income derived from 
invested savings is in its turn saved, cumulatively. Not all of it gets 
back promptly to the flow of consumer purchasing power. It can be 
shown that in a continuous series of cumulative re-savings and, $ 
investments, some of the money never gets back. a z 

Since the only use of cumulative saving and investment is to é 
production, the process of expansion in part defeats its own pr 
which is to expand the market for consumption goods. At first t 
this does not make sense, since it is incontrovertible that, in th _ 
of its long history, capitalism has tremendously expanded séving, ` 
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investment, production, avd the market. The answer is that the expan- 
sion process, based on saving and curtailment of consumer buying, 
involves periodic overinvestment, overproduction, and underconsump- 
tion, and hence the business depressions which it is certainly one 
imperative task of private enterprise to eliminate. 

Rejecting this line of theory, or oblivious to its long-run implica- 
tions, nearly all business men and many economists hold that full 
employment can be maintained only through continuous cumulative 
saving and continual building of more capital plant. This is the phi- 
losophy of expansion, faith in which we come by quite naturally. 
Capitalism, the only system we have lived under, has had no experience 
(save for depressions) with anything but expansion—increasing popu- 
lation, new natural resources, and geographically expanding markets. 
We take these conditions as matter-of-course, almost inherent in the 
permanent order of things. But in the long view, they decidedly are 
not permanent conditions. Those who hold that we are becoming a 
“mature economy” have some pertinent facts on their side, although 
I do not agree with them that the only way private enterprise can 
operate in a mature economy is with the help of government spending 
and deficit financing. 

Highlighted by Mill’s four fundamental propositions, the philosophy 
of thrift and expansion was developed when British industry, on the 
make, had unprecedented, and seemingly unending, opportunity for 
expansion, and when, in consequence, there seemed no limit, ever, to 
the need for additional investment funds. Orthodox economists held 
that saving could not possibly impair consumer purchasing power. 
Ignoring the rôle of money they were convinced that neither over- 
saving nor overproduction was possible. Taking their particular era 
of economic history as universal, they did just what we are doing 
today: they assumed that expansion can go on forever. 

Now, unquestionably, we can build more steel mills, to construct 
more factories, to build more locomotives, to haul moye trains—but, 
somewhere along the line this house-that-Jack-built process has to 
terminate, for all these capital instruments are merely accessories to 
an increase in the final output of consumption goods. The philosophy 
of expansion is a dangerous philosophy, for the simple reason that 
expansion can not go on forever. Business policy based on such a 
philosophy will work when expansion, as now, is essential. It will work 
as long as expansion enough to absorb savings is possible; but viewed 
in time perspective, it is in the nature of short-run temporizing, and 
it is bound to lay up trouble sooner or later. 

Parenthetically, I must note, too, that economists for whom I have 
the greatest respect are, like many industrialists, enthusiastic about 
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technological progress, new commodities, and new industries. Their 
economic theory has the dynamic quality, but it lacks the sense of 
repose that we associate with true art. But let us pass that by. The 
practical consideration is that they fail to remember that many new 
gadgets, and even whole new industries, are in the main substitutes 
for old ones, and do not add, quantitatively, either to employment or 
to the supply of goods. A good deal that looks like expansion is merely 
ripping out one machine to put in another, with all the tremendous 
premature obsolescence costs in the aggregate involved. It is an error 
to assume. that technological research and technological change are 
the only assured bases for expanding employment. As long as there 
are 20 million (is it?) houses without bathtubs, it is not essential that 
we scrap our facilities for making white tubs and go over to pink or 
yellow ‘ones. 

To come back for a moment from these long-run considerations to 
the situation we shall face in the immediate post-war years: We shall 
‘unquestionably need billions of dollars’ worth of plant expansion. But 
there is grave danger that business, in its enthusiasm and ‘its desire to 
cash in on the huge backlog of consumer demand, will unpremeditatedly 
plunge the country into a runaway boom, bound to be followed by 
depression. There is danger that within ten years we may build the 
new capital we would normally build in thirty years, and that then 
we shall find ourselves vainly hunting for investment opportunity for 
an unmanageable volume of savings—if, in the meantime, the habit 
of saving has not been effectively discouraged. For a time, we can 
rely on the export of capital for the industrialization of the backward 
countries, provided we wish to take the risks and are willing to face 
the political problems involved. But sooner or later, this outlet, too, 
will close. Considering the accelerated tempo of modern enterprise, 
we may reach such an impasse within a generation. 

Today, business men fear a scarcity of investment funds. On the 
other hand, some economists think the problem will be to find invest- 
ment outlet for the huge annual volume of savings which they assume 
will continue to be made. Business men want savings for expansion; 
these economists want expansion to absorb savings. In the long run, 
both are wrong. The error of business is failure to understand the rela- 
tion between cumulative saving and the consumer market. The error 
in theory is the assumption that the propensity to save is constant 
through time, regardless of institutional changes. 

The distribution of income. The relation of the volume of saving to 
the distribution of income is well known. Most of our billions of dollars 
of annual savings normally come from the upper income brackets, and 
from corporate surpluses. The way to prevent excess investment funds © 
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is to remove their source. One source, corporation saving, can be 
taken care of by less conservative dividend policies. It will be easier 
for corporations to pay out their net earnings in dividends as they 
are earned, if other measures, necessary for the stability of private 
enterprise, diminish the likelihood of serious depressions. The other 
source, saving out of personal incomes, can be rendered less of a drain 
on consumer purchasing power by modification of the distribution of 
money income. The propensity to save, which is a parameter of the- 
size of individual incomes, can be reduced all along the line by cutting 
down the very large incomes from which the bulk of savings comes. 
There is not much doubt, indeed, that we shall retain, indefinitely, 
very high taxation of these incomes. We need not be overly impressed 
by the cry that high taxes impair economic incentive. The trend of 
wage rates will continue upward. This will be all to the good, in raising 
the standard of living and providing industry with adequate markets. 
With less inequality in incomes, we may hope for wider dispersion in 
in the ownership of corporate securities, provided blind reactionism 
does not hamstring the S.E.C. Finally, I think we can rely to some 
extent on the growing aversion to conspicuous consumption, and the 
change in esthetic standards which I have mentioned. 

However it comes about, there is no one thing which in the long run 
will do private enterprise more good than a very material change in 
the distribution of the national dividend. Earlier, I advocated greater 
equality as essential to the development and efficient utilization of our 
human resources. I am here advocating it in the interest of private 
enterprise itself. It is the only condition under which business can be 
assured a full and continuous market. 

Business men want private enterprise because, they say, it is the 
most productive system possible. They do not know that to be actual 
fact. It is an article of faith with them. The truth is that business men 
want private enterprise because it is their way of life. They are not 
to be blamed for such an attitude; we all have it. But we should not 
overlook the lack of disinterested objectivity in the encomiums which 
private business heaps upon itself. Such unstinted praise does not 
reflect a wise modesty. But underneath the seeming cocksureness of 
business propaganda, one discerns the evidences of a new sense of 
responsibility, based partly on the fear—which I think excessive— 
that private enterprise is on trial and that its survival is doubtful. 
Whether there is also the breadth of vision, the farsightedness, and the 
humility and docility necessary to learning what the requisites for 
survival are, time will tell. 

The American people want private enterprise, not on any arbitrary, 
take-it-or-leave-it terms, but on the understanding that it will have 
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the flexibility necessary for adaptation to changing social conditions 
and values. It is safe to say that they will not give it that carte blanche 
which reactionaries, yearning for the days of laissez faire, demand, 
under the undefined term freedom of enterprise. The American people 
want private enterprise, under necessary controls, because it is their 
way of life also. As Mr. Wallace recently intimated, private enterprise, 
like any other institution, is an economic instrument, not an end-value.* 
Nevertheless, we shall not easily be divorced from it. Just how far it 
can fall short of “full production and jobs enough to go around,” and 
still survive, no one knows. ’All are agreed, I think, that it could not 
survive many more deep and prolonged depressions. It is apparently 
in the back of the minds of some busineess leaders that even one more 
serious depression would put a strain on it which it might stand and 
might not. Private business can avoid this trial, not by blaming every- 
thing on “bureaucracy” and “regimentation,” nor by shouting freedom 
from the housetops, but by understanding the conditions permanently 
necessary for full production and full employment. 

To judge private enterprise, however, or any other system, merely 
on its power of survival is to put the whole matter on too low a plane. 
Private enterprise should be evaluated on its ability to approach the 
specifications of the ideal economy, to conform to the fundamental 
principles of economy, and to maximize per capita real income. The 
American people are going to make far more exacting demands on their 
economy in the future than they have in the past. Private enterprise 
has done so well that it will have to do much better. Business men will 
have to raise their sights and extend their range. 


To what extent are we reducing, or can we reduce, the great obstacles 
to approach to ideal economy—namely the disturbing effects of tech- 
nological change, the pressure of religious and moral traditionalism, 
the disruptive influences of acquisitive and power motives, and the 
characteristic$ of our present economy, especially the great extremes 
in the distribution of money income, which stand in the way of a 
balanced and continuous market for goods? 

As to the abolition of want the world over, I am frankly pessimistic, 
until a real solution of the population problem, a solution now blocked 
by religious prejudice, is possible. For our domestic economy, I am 
optimistic, but with reservations. I believe that my impression of 
growing breadth of perspective and increasing sense of social responsi- 
bility on the part of business leaders is not wrong. If it has been 
difficult, in the past few months, to maintain equal faith in the public 
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spirit of some labor and agricultural leaders, we ought to remember 
that Rome was not built in a day, and that faith may be justified by 
patience. If I am optimistic about the potential ability of private enter- 
prise to abolish poverty in America, to maintain full employment, and 
to maintain the full and continuous market for consumption goods, 
without which economic stability is impossible, my optimism is dis- 
tinctly conditional. Business must be willing to give up some of its 
freedom to obtain the essential economic codrdination which mere 
freedom itself can never secure. It must realize that with full and 
continuous market, aggregate profits will be satisfactory even with 
very low profit margins and low marginal productivity of capital. It 
must give up its cartels and its restriction of output. In a word, it must 
cast its bread upon the waters, in the faith that the prosperity. of a 
hundred million consumers means the prosperity of industry. 

There is much to be said, after all, for the ivory tower. You can see 
farther and more clearly from it than you can from the ground. It is 
probable there are other—it is barely possible there are better—qualifi- 
cations for the policy-maker than having had at some time to meet a 
payroll. Small men will always sneer at the “theorist.” It is the readiest 
way to conceal ignorance. But every policy is based on theory of some 
sort; and every theory back of social policy will be found in the final 
analysis to be based on a scale of values, some sort of ethics, whether 
democratic or otherwise. 

This is why I think we need more depth and breadth in the education 
of prospective economists and political scientists. I do not think that 
we can assume that all the men and women who go through the infor- 
mational and analytical courses of our graduate and professional 
schools come out with an understanding either of the broad foundations 
of democratic ethics, or of the elementary meaning of economy, looked 
at from the over-all social point of view. A multitude of technical 
tasks require the services of a host of technically trained experts. We 
have answered this demand, but we have not sufficient?y emphasized 
the solid liberal education necessary to anything more. We tend to 
leave broad questions of policy to others, or to the unanalyzed preju- 
dices of our own subconscious social philosophy, which we have not 
had the time, or the courage, to take out and examine. Economists, and 
political scientists, have not demanded enough of themselves. 

The difference between the statesman and the politician is that the 
politician is mainly concerned with the compromises, log-rolling, and 
organization necessary to getting immediate jobs done, while the states- 
man looks broadly to the future. Politicians are as necessary to demo- 
cratic government as experts are to technology and industry. But they 
are not sufficient to our needs. As Madam Chiang Kai-shek reminded 
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us in her magnificent address to the Congress last- year, we should not 
be visionary, but we should have vision. Without vision the people 
perish: Vision means imagination, ideals, and values. The true states- 
man has vision. If, in the past decade, we have had some adroit and 
"successful politics, we have also had magnificent and far-sighted states- 
manship. And now? Now, and in the post-war years, there is as great 
need as we have ever had for statesmanship broad in perspective, deep 
. in insight, forward-looking not only to- tomorrow but to future genera- 
_ tions, and with the ability, not only to make the pragmatic compro- 

-mises necessary in the exigencies and conflicts af the moment, but to 


hold a steady and undaunted course toward the fuller and fairer realiza- 


tion of the values that civilized men and women live by. 

The country, the world, needs men—informed men and women— 
who, with their feet on the hard ground of facts, give thought to basic, 
¿permanent values, and to the broad and long-run policies required for 
their realization. The call is not to men and women of superficial insight 
or narrow sympathies. It is .a clarion call to young economists and 
political scientists—young in spirit if not in years—to hear and to heed, 
each according to his faith in his own developed capacities. So I say to 
_ them, as I say to the business men: Lift up your sights; extend your 


range. | l a 
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THE UNDERWRITING OF AGGREGATE CONSUMER SPEND- 
ING AS A PILLAR OF FULL-EMPLOYMENT POLICY’ 


By Joun H. G. Puzrson* 


f 


The solid establishment of full employment after the war is a mat- 
ter of profound importance. Full employment creates its own problems 
for society.” However, if serious unemployment is allowed to develop, 
the following results may be confidently expected: widespread indi- 
vidual misery and frustration; a tendency fot wage rates and working 
conditions to deteriorate because of excessively keen competition for 
the scarce existing jobs; bitter conflicts and animosities between Ne- 
groes and whites, women and men, ex-servicemen and civilians, older 
and younger workers, farmers and industrial workers, skilled and un- 
skilled, native and foreign born—tensions from which will come pres- 
sure groups endangering democracy itself; a weakening of the pro- 
duction base which constitutes the foundation for the structure of 
social security and all similar institutions; and the ascendency of ag- 
gressive economic foreign policies that violate the spirit of coöperation 
and undermine the hope of lasting peace. 

1, It is frequently asserted (1) that no one knows what full employ- 
ment means, and (2) that full employment is a “counsel of perfection” 
and cannot be wholly achieved. The second of these allegations requires 
some analysis.” But the suggestion that full employment cannot be de- 
fined or identified carries little weight and may be disposed of in pre- 
liminary fashion by answering that full employment means a real job at 
all times for every able-bodied person who wants to work. That is to 
say, it means as many real jobs as there are employables wanting to 
work, less a number corresponding to normal frictional ttnemployment. 

* The author is Chief of the Post-War Labor Problems Division of the Bureau of Labor 
Statistics in the Department of Labor. The views he expresses are personal views only. 


1I am indebted to Dr. Theodore F. Marburg for assistance in exploring portions of this 
field, and to Marvin Hoffenberg for statistical assistance; also to Dr. Emile Benoit-Smullyan, 
M. Elizabeth Fite, Dr. Emory Q. Hawk, Leonora L. Jensen, Edgar E. Poulton, and Betty 
E. Stern for valuable suggestions made during the preparation of this article. 


7It tends at first, for example, to create or strengthen inflationary fressures. This will 
be considered in section 13. a 


? In this article, discussion will be limited to an economy operating on the general 
philosophy of free enterprise or individualistic production for market, since this condition 
is usually assumed in these allegations, and since in any case there is little need to debate 
the possibility of maintaining full employment in a system of planned production: such 
as that of the U.S.S.R. á 
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A job is “real” if it serves a useful purpose and meets currently pre- 
vailing standards as to wage rates, hours,* and working conditions. 
Anyone is “employable” who is capable of meeting certain minimum 
physical and mental requirements. Anyone who “wants” to work can so 
signify to the Employment Service. “Normal frictional unemployment” 
—required because the system needs some slack for reasons of turn- 
over, et cetera—is a statistical magnitude representing the amount by 
which it is agreed that labor force (employables wanting to work) can 
exceed employment without impairing full employment in the tech- 
nical sense. The problems of concept and measurement concealed by 
this explanation are real, but they are not such that practical men can- 
not know what full employment means and when it exists. 

It is, of course, very important to know what full employment means, 
in the operating sense. Uncertainty on this score would paralyze action 
with respect to the public work projects that constitute the secondary 
or final line of defense against unemployment. 


The Public Investiment Approach 


2. The best-known proposal for securing full employment in our 
peacetime economy encounters such serious difficulties as to raise 
grave doubt whether it could ever provide a fundamental solution 
for the problem in hand. This is the proposal, advanced by Hansen’ 
and other distinguished economists, that public investment be used 
to compensate for deficiencies in the private sector of the economy. 

This idea-has made an indelible impression on the thinking of the 
past decade. It has an imposing theoretical base—the most famous ex- 
position of which was given by Keynes*—in the consideration that, in 
a modern high-income economy operating at capacity or near-capacity 
levels, voluntary saving tends to exceed the available (profitable) pri- 
vate investment outlets, so that resources threaten to go unused alto- 
gether. Empirically it derives support from the fact that the capital 
goods industries, whose activity corresponds to real investment, con- 
tract and expand more violently in the course of the business cycle than 
do the consumer goods industries. 

But there are serious objections when it comes to drawing from these 
‘premises the conclusion that public investment should be used to 
offset secular as well as temporary deficits in private investment. In 

* Prevailing hourly standards may be unsatisfactory, as a result of spread-the-work pro- 
grams, in the absence of policies that maintain full employment by maintaining effective 


demand. In discussing policies of this positive type, however, it can be assumed that the 
prevailing workweek will be about as long as most people want it to be. 

"A. H. Hansen, Fiscal Policy and Business Cycles (New York, Norton, 1941), and other 
writings. l 


°J. M. Keynes, The General Theory of Employment, Interest, and Money (London, 
Macmillan, 1936). 
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the first place, such a policy ultimately risks offending against the 
canon of efficiency or economy, since it may involve public investment 
projects yielding smaller benefits than might have been derived from 
a different allocation of labor and other resources. The inference is by 
no means to be drawn that this is characteristically the case with public 
investment. Indeed, there are certain kinds of public investment hitherto 
not developed to any significant extent that are probably at least as 
badly needed as anything else we could produce. Nevertheless there 
is clearly no reason to believe that any public investment project under- 
taken to fill an employment gap must automatically be desirable from 
the standpoint of relative usefulness, unless we are justified in assum- 
ing that alternative employment opportunities and products simply 
could not be created in other ways. This assumption seems of doubtful 
validity. There may well be ways of getting just as much employment 
along alternative lines yielding products that are wanted more than the 
end results of the public investment projects.” 

In the second place, public investment applied as a compensatory 
technique—fill-in investment—does not squarely meet the over-saving 
problem. It palliates the difficulty by absorbing the excess savings. But 
it fails to assure a level of consumption adequate to maintain full em- 
ployment with public investment limited to items regarded by the gen- 
eral public as worth while for their own sake. (Hence, this is really a 
special aspect of the previously stated objection on grounds of effi- 
ciency.) On this point there is little help to be got from the argument 
that public investment puts out purchasing power and thus indirectly 
takes care of the consumption level. Public investment does indeed in- 
crease consumer income. If pushed to the point of full employment, it 
will enable us to achieve what may be referred to as a full-employment 
caused level of national income and of consumer income.*® But it cannot 
be counted on to give us a full-employment-causing level of consumer 


TIn the hope of avoiding misunderstanding, the writer wishes to state his preference 
for public investment projects of almost any kind, as against involuntary unemployment, 
whenever the choice actually narrows down to that; also his belief that housing, health, 
education, and conservation of natural resources are so important that the regular program 
of public investment should be expanded to any extent necessary to secure universally high 
standards in these fields. He would probably vote to include certain national development 
programs suggested by Hansen (e.g., rural electrification) on the regular public investment 
list, and to hold certain others (e.g., some of those related to reorganization and ration- 
alization of transportation) in reserve for slack periods, although this is a tentative judg- 
ment, admittedly based on insufficient study of the fields in question. ® 

It is sometimes suggested that expansion of public investment is required because of 
functional and geographic labor immobility—i.e., so that jobs may be provided in those 
places and on those types of work to which labor has been drawn in the past. This par- 
ticular argument may be of some importance temporarily and in certain sections of the 
country. 


ê Strictly speaking, consumer income will also depend on the level of business savings, 
i.e., undistributed profits. 
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spending—meaning by this a total adequate to induce full employment 
without public investment fill-in programs. For the independent de- 
cisions to save out of income, or to dis-save, have still to be reckoned 
with. In the immediate demobilization period, particularly if public 
investment can be used to secure full employment, the cashing of war 
savings may well lift consumer spending above the cost value of the 
maximum output of consumer goods deliverable at that time. There- 
after, if or when the over-saving tendency reasserts itself, the volume of 
income payments flowing from full-employment operations will not in 
itself suffice to assure an adequate return flow of consumer spending in 
the sense indicated above. 

The third objection relates directly to the question of feasibility 
rather than to economic principle, and must be weighed accordingly. 
Practically speaking the fundamental consideration, so far as concerns 
the possibility of maintaining full employment, is that a public invest- 
ment program, used as the main weapon against unemployment and 
expanded to whatever extent might be necessary to prevent unemploy- 
ment, would probably seriously discourage private enterprise. Our ex- 
perience with a limited volume of public works in the thirties, which 
did not bring about full employment, provides no conclusive test of 
this statement one way or the other. Many types of public investment 
are noncompetitive at least in the sense that they do not compete with 
private enterprise in the market for products. Furthermore, public 
projects often provide an obvious stimulus to business—notably to con- 
tractors and to suppliers of building materials and equipment. Even 
“noncompetitive” public investment does, however, compete in the 
labor and capital (and land) markets and, ultimately, in the market 
where philosophies or systems of production are selected. This is espe- 
cially obvious if public ownership and operation are involved, but it re- 
mains true even if the government merely assumes responsibility and 
the workers are on private payrolls. Systematically applied on a grand 
and, in principle, indefinitely expansible scale, public investment would 
probably discourage private enterprise by throwing private enterprise 
into partial eclipse. Naturally, this is a situation in which business will 
not readily allow itself to be placed. i 

The above difficulties with the public investment approach as a 
solution for the unemployment problem may be reformulated, from the 
standpoint of its political prospects, along the following lines: (1) The 
cry of “boondoggling” will be raised to discredit this program; worse 
than that, examples of relatively useless public investment projects will 
be cited to support the allegation that full employment itself necessarily 
means an inefficient or uneconomical allocation of resources. (2) Inci- 
dentally, although this touches on the theoretical premises for the pro- 
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gram rather than on the program itself, members of the public invest- 
ment school will be accused of “selling America short” when they argue 
that public investment is necessitated by a widening secular gap be- 
tween saving and private investment opportunity. (3) In the end, these 
arguments plus straightforward opposition to government competition 
will to a considerable extent prevail, especially since the concept of in- 
vestment (as contrasted with the concept of consumption) is somewhat 
lacking in broad popular appeal. The opposition will not prevent large- 
scale public investment projects from being undertaken, but almost 
certainly will prevent full employment from being maintained by this 
method—which is the question that concerns us here. 

At this point it may also be well to emphasize that some of the the- 
oretical apparatus most commonly associated with the case for a public 
investment solution does not prove that public investment is the answer 
to the problem. The multiplier principle indicates that an increment 
of aggregate investment will produce a more than equivalent increase 
in national income, since it will also raise consumption. It does not tell 
us that an expansion of public investment will yield a corresponding in- 
crement (or, for that matter, any increment) of aggregate investment; 
this prior question cannot be resolved unless we know the reactions 
of private enterprise to the public investment program, and these re- 
actions may well depend on the point to which the latter is pushed, as 
suggested above. 

Similarly, the principle of relative constancy of the consumption-in- 
come ratio, or consumption function, or propensity to consume does 
not tell us that a tendency for saving to exceed investment at full-em- 
ployment levels must be corrected by expanding investment. For it 
does not settle the question whether public policy might not equally 
well or better expand consumers’ incomes or their disposable cash 
directly, and in this way increase consumption instead.° 


Elements of an Alternative Program 


3. While the “mature economy” or “secular stagnation” thesis— 
the suggestion that the passing of the frontier and the slowing of popula- 
tion growth are narrowing private investment opportunities—is under 


°In real terms, total consumption would be greater and saving less than if the gap were 
closed by expanding investment; ż.e., the whole schedule or curve representing the “pro- 
pensity” to consume would lie at a higher level, and the whole schedyle or curve repre- 
senting the “propensity” to save would lie at a lower level. But this need not interfere 
with anyone’s personal thriftiness or right to save. Individuals would have more cash and 
their dollar savings would actually increase somewhat at the same time as their spending 
increased. This would not necessarily involve anything more than a shift along a given 
hypothetical schedule or curve relating dollars of consumer saving to dollars of consumer 
disposable income, (See below, especially section 7 and Table I.) ` 
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fairly heavy fire,” the familiar conclusion from this premise seems to be 
taken at face value. It appears to be pretty generally believed that 
if there is a deficiency of private investment, relative to the tendency to 
save at full-employment levels of income, the gap must be closed by 
expanding aggregate investment. The other alternative would be an 
increase in consumption, which would involve a reduction of aggre- 
gate real saving. Before this alternative is examined directly, considera- 
tion will be given to the elements that a program would have to contain 
to meet the objections raised above against the public investment ap- 
proach. 

The objection on the ground that public investment invites an uneco- 
nomical allocation of resources would be met if it were possible 
to have a full-employment program in which public investment was 
limited to permanent priority items and fill-in items according to the 
following criteria: (1) The permanent priority items would be only 
those which the majority of persons would prefer as against the alterna- 
tive of individual consumption out of individual incomes, supposing 
that existing incomes could be adjusted to the necessary level under a 
politically feasible program of direct support to individual consumption. 
(2) The fill-in projects, which would be drawn from a well-planned 
shelf of public works or work projects, would be operated only when 
needed to offset short-term deficiencies in employment opportunity that 
might develop in spite of maintenance of consumption at levels regarded 
a priori as adequate to secure full employment.** These residual deficien- 
cies would still occur from time to time, particularly as a result of 
changes in the rate of introduction of new inventions, fluctuations in the 
rate of replacement of fixed equipment, and, perhaps, fluctuations in 

1 The “mature economy” thesis is Hable to overstatement, as pointed out by Kuznets. 
(Simon Kuznets, review of Alvin H. Hansen’s Fiscal Policy and Business Cycles, in Rev. 
of Econ. Stat., Vol. XXIV, No. 1 [Feb., 19421, pp. 34-35.) Moreover, if the conditions of 
the problem can be changed by making effective demand correspond more closely to needs, 
intensive investment will obviously have greater scope than hitherto; this seems to be the 
one element of walue in Moulton’s comments on the subject. (See Harold G. Moulton, 
The New Philosophy of Public Debt, Washington, Brookings Inst., 1943, pp. 21-29, and 
other writings.) Generally speaking, however, after making all due allowances for the 
probable discovery of important new natural resources within existing frontiers, for a 
possible rise in the rate of invention, etc., one would hardly expect one factor (technological 
progress) to be able to provide as much opportunity for private investment in the future 
. as was formerly provided by three factors combined (technological progress, rapid popu- 
lation growth, and territorial expansion). This is particularly the case in view of the 
power of monopolistic concerns to hold back the introduction of new processes, and the 
further fact that many new processes are likely to be capital-saving rather than capital- 


expanding. Private investment may flourish again as in the past, but no disparagement 
of American initiative need be involved in the suggestion that the chances are against it. 
“In the immediate demobilization period, a program to maintain consumption would 


aim at levels calculated to buy all the consumer goods that it will be possible for industry, 
under stress of reconversion, to produce; see section 12. 
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inventories. The items on the regular list would be in place of alternative 
output, but would represent a better allocation of resources so far as it 
is humanly possible to judge such matters. The only alternative to the 
fill-in projects, when these were required, would be no output at all. To 
put it differently, the development of an employment gap in spite of 
measures taken to provide business with sufficient customers would raise 
the marginal value of public investment as a whole and require the 
inauguration of the projects highest on the waiting list. To be sure, there 
are bound to be sharp differences of opinion about some of the items 
that might be included on the regular program. But the democratic 
process resolves these differences into some kind of answer at any given 
moment and should be able to express the state of public opinion with 
fair accuracy as time goes by. 

The element required to meet the second objection against the public 
investment approach—that it does not squarely meet the over-saving 
problem-—-would be direct control over total consumer spending. If it 
were possible to exercise such control, consumption could be held 
at a level adequate to maintain full employment—~.e., full employment 
with private investment taking its natural course and public investment 
operating according to the principles enunciated above. ‘Thus, any over- 
saving or under-spending tendency would be corrected instead of cov- 
ered up, as under a policy of equating investment to saving. 

If it were possible to control total consumer spending, then it should 
also be possible to underwrite this total. To do so would seem desirable 
from the standpoint of giving solid encouragement to private enter- 
prise while restraining speculative excesses. In short, consumer spend- 
ing might be (1) controlled, (2) held at levels permitting public invest- 
ment to represent on the whole a deliberate social choice of products 
for their own sake rather than in large part a bowing to the supposed 
necessity of filling an investment gap, and (3) underwritten to allow 
the prospective demand io exert its full stimulating force upon all 
enterprises producing goods or services for market. If all this could 
be done, it would appear that the third objection, the discouragement 
to private enterprise inherent in an all-out compensatory public invest- 
ment program, might also be avoided. 


4. What has been suggested may be summed up as the principle of 
burden of proof for investment, the principle of underwriting or insur- 
ing the economy as a whole, and a combination of these principles 
through application of the underwriting to aggregate individual«con- 
sumption. 

The principle of burden of proof for investment implies that the cri- 
terion for the appropriate volume of private investment should be its 
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natural response (in terms of expansion and replacement) to changes 
in tastes and techniques, and to levels of and changes in rates of in- 
terest; that the volume of public investment should be decided by judg- 
ing the end products on their merits as against alternatives that might 
result from higher levels of individual consumer spending; and that the 
balance of our resources should be employed producing goods and serv- 
ices to be bought by individual consumers in the proportions they 
think best. In other words, this principle rests on the premise that 
“over-saving” really means over-saving (under-spending) and not un- 
der-investment. 

Public investment may from this standpoint be considered as in- 
cluding all public spending for goods and services, and hence extends 
not only to the purchase of munitions by the army but also to all col- 
lective consumption in the sense of community expenditure for general 
public use (as opposed to consumption represented by individual con- 
sumer spending). Thus, it covers public expenditure for free medical 
service as well as for ccnstruction of hospitals and clinics; for teaching 
and free school lunches and library service as well as for construction 
of schools and libraries; for the maintenance as well as the laying out 
of parks and playgrounds. The principle of burden of proof for in- 
vestment therefore implies that community consumption, like public 
investment in producer goods, should stand on its own merits—which 
are often quite sufficient—and should yield to individual consumption 
wherever the superiority of the former over the latter has not been 
established. Expansion of community consumption merely to com- 
pensate for absence of other demand would fail to satisfy require- 
ments, since the principle in question rests on the assumed desirability 
of individual consumer sovereignty as well as on the supposition that 
production should be carried on for the sake of consumption. 

The principle of underwriting the economy rests on the inference 
that underwriting the effort of private enterprise is better than con- 
tinually meddling with it here and there, so long as private enter- 
prise is supposed to be held in esteem. Of course, it does not preclude 
government ownership and operation or government regulation where 
necessary or desirable. Nor does it imply that new rigidities should be 
introduced through a guaranteeing of markets to individual producers 
or individual industries. But it does postulate the desirability of assur- 
ing an adequate effective demand in the over-all sense—the desirability 
of seeing that the “game of hazard,” as Keynes calls it, played by busi- 
ness men should not be one in which, to continue his phrase, “the 
players as a whole will lose if they have the energy and hope to deal 
all the cards,”™ 


= Keynes, of. cit., p. 381; italics in original. 


+” 
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The application of the underwriting to aggregate individual con- 
sumption (as well as to employment as a whole) appears desirable if 
the two underlying principles are valid. A guarantee to fill all em- 
ployment gaps with public investment, without a simultaneous guar- 
antee of an adequate over-all consumer market, would prevent. (if it 
could be made good) a decline in consumer income but would still ex- 
pose the economy to over-saving—concealed by a corresponding degree 
of over-investment.* A nonspecific guarantee to offset saving one way 
or the other—either by expanding public investment or by supplement- 
ing consumers’ spending by way of their incomes—might or might not 
eliminate over-saving, depending on which of the two courses the 
government elected to follow. But in any case it would create needless 
uncertainties and broaden the opportunities for arbitrary government 
action. 

5. We may now formulate a preliminary outline of how a policy of 
underwriting aggregate consumer spending would operate—always as- 
suming that practical means could be found for executing the steps 
required. After that the question of ways and means will be explored. 

It is clear that the steps to be taken by the government would be 
three in number. (1) The government would first have to calculate the 
“right” dollar amount of aggregate individual consumer spending (say 
for the next year)—this being the amount the confident anticipation 
of which would be expected to stimulate full employment, with public 
investment limited to items wanted for their own sake. The government 
would announce this amount and would guarantee that consumers’ in- 
comes would be adjusted if necessary so that the designated amount 
of spending would actually be forthcoming. (2) It would next have to 
fill the employment gap, if one occurred in spite of the inducement to 
private enterprise afforded by the guarantee of consumer spending, by 
starting or expanding appropriate projects from the public work shelf. 
(3) Finally, it would have to expand or reduce total consumer spend- 
ing via consumer cash incomes,“ if and as this proved,necessary, in 

* J.e., over-saving in relation to genuine investment opportunity; over-investment by the 
same criterion, or, in other words, in relation to the amount really needed. 


“ This article will not discuss the ways in which public work projects and direct pay- 
ments to consumers might be financed, but it will suggest that on the whole a full-employ- 
ment program based on the underwriting of aggregate consumer spending might cost the 
government less than a full-employment program based on public investment. (See sec- 
tions 7 and 15.) Presumably taxes that increase business costs or reduce consumer buying 
power would be ruled out as sources of revenue for such government €xpenditures, since 
they would operate to defeat the central purpose. On the other hand, savings that @re not 
invested would provide a source from which funds might be secured by borrowing or 
taxation without detriment to production and with the positive advantage that policies 
along this line would tend to obviate the need for monetary expansion except as required 
by increased productivity of the economy. Apar hetical word may be added here about 
the public debt. The most important gensidezation ` ith regard to the post-war public 
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spite of the existence of full employment and a full-employment-caused 
volume of income payments, in order to prevent under- or over-fulfill- 
ment of the guarantee.” 

As shown in the figure below, numerous combinations or sequences of 
events would be possible—six altogether. (The squares represent the 
amount of employment necessary for full employment, while the circles 
represent the dollar amount of consumer spending underwritten—on the 
left — and then realized — on the right.) The underwriting of con- 
sumer spending might or might not altogether obviate the need for a 
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fill-in program of public work projects. Full employment, whether 
achieved with (A) or without (B) fill-in employment, might result in 
aggregate consumer spending equal to the amount guaranteed (X), 
might require an addition to consumer incomes to increase their spend- 
ing in order to realize the guarantee (Y), or might require a deduc- 
tion from consumer spending to prevent over-fulfillment (Z). 


debt appears to þe that it should not be allowed to occupy the center of the stage in 
discussions of general economic policy. This can hardly be emphasized too strongly. Pro- 
ponents of measures to maintain the level of production and employment sometimes permit 
themselves to be sidetracked on this issue and then placed in a position where they seem 
to be advocating public deficits and a rising public debt as ends in themselves. It would 
be more convincing if they would show (1) that full employment, even if it involves 
expansionist public spending, is cheaper for society than unemployment, (2) that the 
measures they advocate for support of full employment involve less public spending than 
alternative measures capable of realizing the same objective, (3) that public borrowing is 
necessary to finance the necessary spending in so far as taxation and the issuing of paper 
monef are not deemed suitable, and—then only—(4) that the resulting rise in the public 
debt will not have the injurious effects that many believe to be indicated. (1) and (2) 
are the crucial arguments, not (4). 


“The question of the margin to be allowed between minimum and maximum limits of 
aggregate consumer spending is considered in section 8. 
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The Underwriting and Control of Aggregate Consumer Spending 


6. As a practical matter, how could aggregate consumer spending be 
guaranteed? How could any guarantee be made good? First and fore- 
most, how could consumer spending be raised when it threatened to 
fall short? 

The general answer to this half of the problem,” as already sug- | 
gested, is that consumer spending would be raised by giving consum- 
ers additional spending power. This could be handled in a variety of 
ways. Congress would, however, presumably want to consider the fol- 
lowing principles in ruling how this should be done. (1) Adequacy of 
amount: the formula selected would have to permit payments to be 
made to consumers up to a total sufficient to take care of any under- 
spending likely to arise in a full-employment situation. (2) Broad and 
fair distribution: (a) payments should in general go to the broad 
ranks of Americans throughout the country, which means in effect that 
a large part of the total would go to low-income groups. This is neces- 
sary for reasons of equity, and it is necessary also in order to keep down 
the cost to the government, since the low-income groups would spend a 
larger fraction of these payments and save less. (b) The purpose of 
maintaining the over-all market should not, however, be subordinated, 
or normal competitive incentives undermined, by treating the under- 
writing program as essentially a vehicle for redistribution of income. 
(c) The distribution should not favor special interest groups. In gen- 
eral, wherever particular groups have a legitimate claim to preferential 
treatment, such treatment should be accorded by special legislative 
enactment and not by introducing biases into the program for main- 
taining the over-all spending level. Any balancing payments required 
under the latter program should be made available to the general public 
with a minimum of distinctions between persons. (3) Flexibility: the 
formula would have to contain within itself, as part of the policy laid 
down by Congress, features enabling the payments to be started, 
stopped, expanded, or contracted on short notice (say, each quarter) 
so as to adapt to changes in the ratio of consumers’ spending out of 
their regular incomes. (4) Operating simplicity: the program should not 
be unduly complicated in administration, and as far as possible it 
should use agencies and mechanisms already in operation. 

It is not the purpose of this paper to suggest what formula would 
best meet these and any other necessary specifications. That is the 
kind of general policy decision that can only be made by the American 
people acting through their elected representatives. Some typical alter- 
natives, which by no means exhaust the possibilities, may, however, be 
mentioned to show that the problem is soluble. 


* Prevention of excessive consumer spending will be discussed in section 8. 
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- One possibility of considerable interest is that of timing the re- 
payment of war bonds according to the need of the post-war economy 
for restricted or expanded consumer expenditure. The practical im- 
portance of this alternative is no doubt related to the question whether 
or not the United States shortly adopts a program of forced saving to 
raise revenue and combat wartime inflation. By the end of 1944 some 
50 billion dollars’ worth of war savings bonds might be outstanding, 
of which 20 billion, possibly, might have been subscribed under a forced 
savings plan involving rebatable income or Victory taxes and rebatable 
sales taxes. In enacting such legislation, Congress might retain for the 
government the right to pay back these savings by redeeming the bonds 
any time within, say, five years after the end of the war. A similar stip- 
ulation might be attached, in conjunction with tax exemption privi- 
leges, high interest rates, or some other special inducement, to future 
issues of war bonds subscribed voluntarily or exchanged for present 
holdings of demand bonds. At the right time after the war the govern- 
ment might, furthermore, encourage redemption of bonds not callable 
at government option by offering full value on accrual bonds if turned 
in promptly and correspondingly favorable terms on other issues. 
Conceivably the government might also, by appropriate concessions in 
the form of higher interest rates, acquire substantial control over the 
timing of interest payments. 

It appears unlikely, however, that any combination of such devices 
could secure to the government the disposition or timing of payments in 
excess of, say, 30 billion dollars altogether, on the basis of war bonds 
subscribed by the end of 1944, Moreover, a large fraction of such 
payments would undoubtedly be reinvested or held in bank accounts 
rather than spent; even assuming a large forced savings program 
heavily weighted to build up the bond holdings of the low-income 
groups, the increment of consumer spending would hardly exceed 50 
per cent. of interest and principal payments on the bonds. It therefore 
appears that the total expansive effect to be gained in this manner is 
limited—although less limited the longer the war. and the period of 
bond accumulation. It also seems self-evident that bond redemption 
does not in itself provide an instrument of fine precision for adjusting 
aggregate consumer spending to guaranteed levels. On the other hand 
this mechanism, if skillfully handled, could be useful for securing rough 
first approximations, or at any rate movements in the desired direc- 
tions, in the early post-war years. 

Another possible formula for raising consumer spending in order 
to achieve guaranteed levels involves the rebating of taxes paid by in- 
dividuals—+.e., the payment of rebates over and above those which 
may have been provided for in advance in connection with wartime 
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forced savings programs. Such payments might be made on the prin- 
ciple that it is sound policy to give individuals back their own money to 
spend when enterprise requires larger markets in order to prosper. The 
rebates might be applied to the previous year’s income taxes and pay- 
roll taxes, with provision in the latter case that the government would 
reimburse the social security accounts for any sums drawn out for 
this purpose, to prevent impairment of the funds available for bene- 
fits. Any spendings taxes or sales taxes enacted could likewise be re- 
bated; as a simpler though cruder alternative to requiring the presen- 
tation of sales tax receipts, payments might be made based on standard 
assumptions regarding the sum of all indirect taxes borne by the average 
family or individual. The total of the taxes levied on individuals in any 
one year—which, including payroll taxes, would perhaps have a gen- 
eral order of magnitude around 10 billion dollars—provides a measure 
of the maximum amount that could be rebated. 

Of course, if suspension or forgiveness of current taxes were added 
to the rebating of taxes for the previous year, the effect would be 
doubled temporarily, but with the result that in the following year the 
principle could not be applied except on the pretext that the taxes paid 
several years before were now being returned. The tax rebate device, 
therefore, like the timing of bond redemptions, has definite quantita- 
tive limits. Nevertheless it might have merit as a control mechanism 
within a limited range of operation, particularly if applied to taxes 
levied on low-income groups, such as payroll taxes," the refunding of 
which would increase consumers’ spending considerably more in pro- 
portion than would the refunding of even a broadly based income tax 
with low exemptions. 

A third possibility would be a system of “national income security 
payments” on the basis of residual equity claims assigned to the gen- 
eral public. All families and single persons throughout the country 
might be treated as though they were the holders of stock in a business 
enterprise. Assuming 30 million families and 10 million Single persons, 
the payment of $100 (tax free) to each family and $50 to each single 
person, for example, would increase total disposable income by 3.5 
billion dollars. Making the conservative assumption that 80 cents 
out of every dollar thus distributed would be spent by the recipient for 
consumers’ goods or services (which probably underestimates the mar- 
ginal ratio of spending to saving in this case), consumer Spending would 
thereby rise to the extent of 2.8 billion dollars. A doubling of tht div- 
idends would almost double the effect upon spending. The rates actually 
applied would depend on how much expansion was required, so that 
this kind of formula, coupled with quarterly distribution, and used 


"Or to a spendings tax; cf. discussion in section 8. 


a permit of complete flexibility over an unlimited range. 
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: -either alone or with the other devices when they: were insufficient; yous 


7. Because of the relative unfamiliarity of some of the available 
-= devices for expanding consumption directly, a discussion of them may ` 
~ have a tendency to obscure two points that it is essential to bear in 
mind. The first is that the subsidization of consumption here contem- 
plated is merely such subsidization as may be needed (but at other 
times will not be needed) to prevent under- spending’® from occurring 
in conditions of full employment—the full employment having been 
secured either with or without fill-in programs of public works. The 
second is that the costs and difficulties of this procedure for maintain- 
ing full employment must be weighed against the costs and difficulties . 


__ inherent in other methods. 


- To make this clear and specific, two parallel columns of figures have 
been set up in Table I showing a hypothetical post-war total and . 
breakdown of the national product and the uses made of distributed 
, income. The first column depicts a condition of full employment secured 
_ by underwriting aggregate consumer spending and subsidizing it to 
_ Offset over-saving; the second column depicts a condition of full em- 
` ployment secured in the same over-saving situation through compen- 
satory public investment. Interpreted in prices that prevailed in the 
- first half of 1943, the gross national product of 170 billion and the 
‘other magnitudes involved might be those of 1946, assuming the war _ 
had closed at the end of 1944. The quantities shown are, however, only 
illustrative and do not represent forecasts. 
- In the first column it has been assumed that government expenditures 
for goods and services, including construction, defense, salaries, interest 
on the public debt, and other expenditures (not forgetting essential 
- public expenditures along these lines in connection with expanded pro- 
grams of education, health, slum clearance, and conservation), amount 
to 24-billion altogether.*® This means, if full employment requires or 
will yield a gross national product of 170 billion, that the private sector 
of the economy must utilize 146 billion dollars’ worth to achieve full . 
, employment. Assuming that private gross capital expenditures, includ- 
ing a large housing program, amount to 22 billion,” the full-employ- 
ment level of consumption output is 124 billion. 
A gross national product of 170 billion might involve a national 


4 income of 140 billion, with business taxes, depreciation, and other 


s ie under-spending in relation to the underwritten amount, which in turn was orig- 
inally judged sufficient to be likely to secure full employment without resort to fill-in public 
investment ; see previous discussion. 

® So-called transfer payments, such as payments from social security funds, are excluded. 

Nao change is_assumed in inventories of consumption commodities. 


~~ 
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charges making up the difference. If corporate savings amount to 4 
billion, this leaves 136 billion to be distributed by business enterprises. 
If employer and employee contributions to social security funds, 


` TABLE I—-Hyrorueticat NATIONAL OUTPUT, Income, SAVINGS, CONSUMPTION, 
ETC., FOR FULL EMPLOYMENT IN 1946, ASSUMING ) 
END OF WAR IN DECEMBER, 1944 


(in prices of January-June 1943) 





Full 
Employment 
via Under- Full 
writing Emp loym ont 
Item A h via Public 
pproach, 
eth Cones Investment 
sumption Approach 
Subsidy `- 
(in billions) 
1. Gross national product (2-4-3) $170 . $170 
2. Government expenditures for goods and services: 
a. unadjusted 24 r | 
b. adjusted for $8 billion public investment fill-in 32 
3. Goods and services available for private use (4-++5) 146 138 
4, Private, gross capital expenditures 22 22 
5. Value of consumption output 124 ‘116 
6. National income 140 140 
7. Business savings (corporate business) 4 4 
8. Distributed income (total shares transferred by buia 
enterprises) (6-7) 136 136 < - 


9. Income payments (8, adjusted for social security and 
other transfers): 


a. unadjusted for subsidy 134 <] 134 
b. adjusted for $10 bilion subsidy to consumers? 144 
10. Direct personal taxes 8 : 8 
11. Disposable income (9-10): 
a. unadjusted 126 126 
b. adjusted for $10 billion subsidy to consumers* 136% 
12. Net individual savings: ° 
a. tendency to save from current income 15 
b. tendency to spend war savings 5 
c. unadjusted savings (a-b) 10 10 
d. savings adjusted for 20% of $10 billion subsidy 12- 
13. Consumer spending: 
a. unadjusted (1la~12c) 116 116 
b. adjusted for 80% of $10 billion subsidy 124 


a 
* Subsidization of consumption may or may not increase income payments and disposable 
income (as these terms are ordinarily used), depending on the method of subsidization followed. 
For example, repayment of war bonds may be conceived of as raising consumer spending with- 
out affecting disposable i income or income payments; tax reductions and tax rebates may be re- 
garded as increasing disposable i income as well as consumer spending, but not income pay- 
ments; and special “national income security payments” will evidently expand income pay- 
ments as well as disposable income and consumer spending. 


r 
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et cetera, exceed the transfer payments from government consisting ` 
largely of the benefits paid out from such funds-—as may occur on a 
fairly large scale under programs at present contemplated—income 
payments coming into the hands of consumers at full-employment levels 
of production may amount to only, say, 134 billion. If the government 
. takes 8 billion in direct personal taxes, that leaves a disposable income 
or purchasing power of 126 billion. At this level of current disposable 
income, consumers may have a “normal” tendency to save 15 billion. 
But, quite independent of current income, they will also still have large 
accumulations of war savings, which they may decide to cash and 
spend to the extent of 5 billion, thereby lowering net individual savings 
for consumers in the aggregate to 10 billion, and leaving 116 billion 
to be spent for goods and services. 

Consumer expenditures of 116 billion cannot buy consumption out- 
put worth 124 billion without serious losses to the producers of that 
output. (Of course, this larger output may conceivably be produced 
and the unsold portion added to inventories—a form of capital forma- 
tion—but that will discourage production in the ensuing year.) Under 
a program of underwriting aggregate consumer spending, private enter- 
prise, given a guarantee of a consumer market of 124 billion, would 
have a reasonable incentive to produce that amount. If it does so, this 
will secure full employment, z.¢e., the 170-billion gross national product 
shown in the table, without the need for fill-in public works,” since 46 
billion dollars’ worth of output is being produced for other buyers—24 
billion for government agencies and 22 billion for private purchasers of 
capital goods. To make good on this guarantee, however, government will 
have to subsidize consumer spending power, by one of the methods dis- 
cussed above or some other method, sufficiently to raise actual consumer 
spending from 116 billion to 124 billion. Assuming a marginal propensity 
to consume—speaking in terms of dollars available for consumer spend- 
ing—of 0.8, the subsidy required to expand consumer spending by 8 
billion is 10 pillion. This balances the picture, enabling business as a 
whole to sell its product without loss. Incidentally, it also somewhat 
increases consumers’ dollar savings. 

At this point, comparison should be made with the figures in column 
two. According to the public investment approach, the picture is bal- 
anced in another way. Instead of lifting consumer spending from 116 
to 124 billion§ a consumption output of 116 billion is assumed to be 

Pr Under certain circumstances, a fill-in (which in the illustration will raise government 
expenditures for goods and services above 24 billion) will still be needed, as is fully 
explained elsewhere. The case under discussion here, however, is case B—Y according to 
the notation in Figure 1. This simplification does not affect the main contrasts between 


the underwriting approach and the public investment approach which it is important to 
establish at this point. 
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the most obtainable, and 8 billion dollars’ worth of additional public 
investment is undertaken to close the gap between 162 billion of 
private plus normal public production, on the one hand, and the 170 
billion required for full employment, on the other. 

It will be observed that, with the figures used in this illustration, the 
compensatory spending required by the public investment approach 
amounts to only 8 billion dollars, whereas it comes to 10 billion (or 
at any rate some figure higher than 8 billion, the exact amount depend- 


ing on the marginal propensity to consume) according to the under- 


writing approach. There are, however, certain dynamic considerations, 
to be noted later, which seem likely to make the underwriting approach 
an instrument of budget economy if applied over a period of years.” 
Moreover, even in the immediate situation it should be recognized that 
the 8-billion figure rests on certain assumptions, extremely favorable 
to the public investment approach, which are by no means certain to 
be realized in practice. 

In the first place, consumption goods are perhaps rather unlikely 
to be produced in the amount indicated unless the government definitely 
pledges itself to support income payments (if not consumer spending) 
by closing all employment gaps with public investment. That is, while 
they might as a result of speculative activity be produced even in 
excess of the volume indicated, the real basis for a consumption output . 
of 116 billion is less solid in this case than is the basis for a consump- ` 
tion output of 124 billion under the alternative program, unless the 
government specifically guarantees full employment—without which 
consumer spending will not reach 116 billion. In the second place, the 
production of capital goods as well as the production of consumption 
goods requires a reasonable amount of encouragement. If 22 billion 
of private capital formation is the quantity to be expected with con- 
sumer spending underwritten at high levels for the current year and 
for succeeding years as well, a question may be raised whether the 
same quantity is likely to be forthcoming in the absence of such assur- 
ances. Finally, it is not certain that private production—in particular, 
_ private capital formation—may not be rendered somewhat cautious 
and pessimistic as a result of the additional government participation 
in or responsibility for production represented by the public investment 
' fill-in. If it so happens, for example, that as the result of these various 
considerations private consumption output amounts to, only 114 bil- 
lion, and private gross capital expenditures to 18 billion, the necegsary 
investment fill-in will cost the government 14 billion instead of only 8. 


8. A program of underwriting aggregate consumer spending involves 


2 See section 15. 
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the idea that spending will be held down to the guaranteed level as well 
as that it will be kept from falling below this level. This two-way 
operation is one of the advantages of such a program, since it makes 
it possible to link anti-inflationary measures, when they are needed, 
with the promise that anti-deflationary steps will be taken later on. 

The criteria by which any formula for contracting consumer spend- 
ing should be judged are essentially the same as the criteria applicable 
to programs for expanding this spending—namely, adequacy of amount, 
- broad and fair distribution (in this case, distribution of the deductions 
from spending power), flexibility, and operating simplicity. With re- 
gard to broad and fair distribution, the plan definitely must restrict 
the spending of the average man, but, on the other hand, it should be 
so framed as to avoid regressive features such as are found in the 
ordinary nongraduated sales tax. 

The spendings tax, which in one form-or another seems capable of 
satisfying these requirements remarkably well, provides an example 
here. It can restrict spending to any desired extent, both by reducing 
disposable income and also by causing some people to save more of 
their disposable income and spend less. It can permit exemptions ac-. 
cording to family status, and employ the principle of progression in 
accordance with ability to pay. It can be collected along with the 
income tax, thus simplifying the administrative problem. Like the in- 
come tax, it can in large part be withheld at the source on a current 
or short-interval basis, thus allowing the brakes to be applied to con- 
sumer spending, and again released, without any loss of time. 

A point requiring further analysis, and perhaps some experimenta- 
tion, is the width of the margin that should be allowed between mini- 
mum and maximum levels of aggregate consumer spending. The 
guarantee should not be so inflexible as to create administrative prob- 
lems out of all proportion to the gain to be hoped for from elimination 
of a fractionally small upward pressure on prices. On the other hand, 
the controlling agency could probably operate quite comfortably with 
the top limit standing only a very slight percentage above the guar- 
anteed minimum. For example, experience might show that a 2 per 
cent margin was sufficient. In that case, under the conditions illustrated 
in Table I, an underwriting of consumer spending at a level of 124 
billion dollars would mean that the government would not allow the 
total to fall helow 124 billion or rise above 126.5 billion. 


Problems of Administration Connected with an Underwriting Program 


9. There would be two main problems of administration involved 
in carrying out a program of underwriting aggregate consumer spend- 
ing. First, there would be a problem of adjusting aggregate employment 
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to prevent the development of unemployment, which might well 
necessitate public work projects in spite of the inducement to private 
production afforded by the guaranteed support of consumer markets, 
although hardly on anything like the scale required in the absence of 
this guarantee. Second, there would be a problem of adjusting aggregate 
consumer spending to guaranteed levels, which might well be necessary 
in spite of full employment, although usually not to the extent that 
would be required in the absence of full-employment-caused levels of 
consumer income. Both problems call for flexible administrative con- 
trol, applied in accordance with policies established by Congress. The 
administrative agencies in question should presumably be required to 
submit reports to Congress at regular intervals. 

To maintain full employment, the U. S. Employment Service would 
require current information on the size of the labor force and the 
number of persons employed, together with an official definition of the 
number of persons constituting “normal frictional unemployment.” 
This might be a fixed number (such as 2.25 million) or it might be a 
number fluctuating seasonally (between 2 and 2.5 million, for ex- 
ample), depending on the rule worked out by experts and‘ approved 
by Congress. The absolute size of this normal slack in the system 
would necessarily depend, in part, on the amount of technological de- 
velopment and other change, requiring disemployment and re-employ- 
ment, going on throughout the country. In part it would depend on 
decisions previously made as to the amount of effort and money that 
should be devoted to improving the nation’s training and placement 
services. And, finally, it would depend on how “tight” a labor market 
was considered workable and desirable. On the last two points the 
major parties at interest, employers and organized labor, would pre- 
sumably want to have a voice before action was taken leading to official 
designation of the number of persons, on record as wanting to work, 
who could be jobless without creating excess unemployment—z.e., an 
unemployment situation in the technical or operational Sense. 

Whenever the Employment Service anticipated the development of 
unemployment in excess of normal frictional unemployment, it would 
notify the Federal Works Agency to be ready to start public work 
projects of some appropriate type in the regions where the unemploy- 
ment problem was expected to center. This presupposes that an ample 
shelf of useful public work projects would be in readiress. The shelf 
should place at least as much emphasis on small as on large profects, 
to facilitate termination when private employment opportunities again 
expanded. It should include nonconstruction projects (in the fields of 
public health, education, research, recreation, conservation, and gen- 
eral public welfare) as well as heavy and light construction items, so 
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as to provide fair opportunities for women and others who cannot 
or should not be asked to enter the construction industry. It should 
exclude all such projects as do the community no good and offend the 
worker’s self-respect. 

When employment in private production and regular public activities 
fell short of the total labor force by more than normal frictional un- 
employment, appropriate public work projects should be started— 
preferably by state and local units if they were ready to start them. 
Employment on such projects should be on a par with other local 
employment so far as concerns wage rates for similar types of work 
and working conditions. It should also be on a par with other employ- 
ment in the matter of the number of hours worked per week and per 
month. An incentive to return to private employment as soon as pos- 
sible would remain, for many persons, because of the manifest impos- ` 
sibility of using individual skills and meeting individual job preferences 
on public works even as well as this is ordinarily accomplished else- 
where, and, more generally, because of the uncertainty of job tenure 
on the fill-in program. 

This particular uncertainty should be deliberately fostered, through 
establishment of the principle of priority for private construction and 
private work in general. When private employers were ready again to 
expand employment at locally prevailing rates of pay, et cetera, they 
should be assisted to do so by being assigned prior claims to locally 
available labor (and equipment and materials), as well as to labor 
available on a voluntary basis through interregional clearance. In other 
words, the Employment Service should be kept informed by private 
employers of their prospective needs for labor, and at the proper time 
this agency should give notice to the Federal Works Agency to reduce 
or terminate its fill-in operations as rapidly as possible consistent with 
preserving the value of the work already done. 


10. The other major administrative problem connected with an un- 
derwriting program would involve the Treasury Department, Office 
of Economic Stabilization, or some other agency set up to administer 
fiscal policy in the interests of full-employment stability. The agency 
in question would be charged by Congress with the continuing duty 
of expanding or contracting aggregate consumer spending power, in 
accordance with the law, to the extent that might prove necessary 
to make actual consumer spending correspond to the guarantees previ- 
ously given. In short, power would have to be delegated to this agency 
to make distributions of money, and to suspend, increase, or even 
impose certain taxes under conditions prescribed by Congress.” Con- 


a Congress might levy the taxes in question, but suspend their application subject to 
the finding by this agency that it was necessary to carry them into effect (at some rate 
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gress would determine what formulas should be used for expansion and 
for contraction. The agency in the executive branch would exercise 
discretion as to the rates of subsidy or tax required to effectuate the 
policy. 

As the basis for action, the executive agency would compare the 
current rate of consumer spending, as shown by the series prepared 
by the Department of Commerce on “consumer expenditures for goods 
and services” (if that were designated the official series) with the 
“right” rate, derived by applying appropriate seasonal factors to the 
guaranteed total for the year. The quarter might be the most con- 
venient unit of time for administrative purposes. A guarantee of 124 
billion dollars of consumer spending for the year might mean a norm 
of 29 billion for the comparatively slack first quarter. If, in fact, con- 
sumers were spending at a rate of only 27 billion, the agency would 
proceed to increase consumer spending power, as prescribed by law, 
by an amount believed to be at least large enough to make up the 
2-billion deficit in spending (i.e., by at least 2.5 billion, if the form 
of subsidization prescribed appeared to involve an 0.8 marginal pro- 
pensity to consume). If, on the other hand, consumers were spending 
at a rate of 31 billion, the agency would order the application of a 
spendings tax formula, or other formula prescribed for contraction, 
at rates which in its opinion would effect about a 2-billion reduction. 
Proceeding thus on a quarterly basis and making due allowance for 
time-lags, the agency should be able to bring the year’s total of con- 
sumer spending, as indicated by the best statistics available, up to the 
minimum required to satisfy the guarantee and yet not above the 
maximum allowed. 

The points just discussed emphasize the kinds of delegation of au- 
thority by Congress without which it is difficult to conceive of main- 
taining stabilized conditions of full employment. In some respects these 
delegations of authority to the executive branch seem large, as com- 
pared with present practice. They appear to be necessary.and legitimate 
means, however, for effectuating policy as laid down by Congress, and 
the actions of the agencies administering these laws would be circum- 
scribed in kind and limited in extent to the mandatory fulfillment of 
requirements clearly stated in the laws themselves. 


11. Determination of the proper amount of consumer spending in 
connection with an underwriting program would be a téethnical matter, 
presumably left to the executive branch but under policy dire€tions 
from Congress, involving a number of considerations into some of 





not in excess of the rate designated by a ed in order to prevent an excess of con- 
sumer spending. 
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which this paper will briefly digress but cannot enter in any detail. 
These considerations have to do with choices between alternative price- 
level policies, with prospective cost levels, with prospective levels of 
private capital formation, and with prospective levels of demand on the 
part of foreigners and the government itself. 

A large part of the statistical information suitable for preliminary 
estimates is provided in the various national income series and related 
series prepared in the Department of Commerce. In general it may be 
said that the various statistical estimates that would be required in 
connection with an underwriting program will have to be made in any 
case, whatever policies are adopted. It also may be said that the sta- 
tistical tools available to the government are constantly being improved, 
but that some over-all framework (such as would be provided by the 
program under discussion) is indispensable to clarify what statistics 
are really needed and to bring these series into harmony with each 
other. 

As the over-all productivity of the economy rises with the passage 
of time, output available for individual consumption also is likely to 
rise, and thus an increase in aggregate consumer spending is required 
if the consumer-goods price level is to be free from downward pressure. 
If consumer spending rises more rapidly than consumption output, 
prices will tend to go up. If consumer spending falls, remains constant, 
or rises less rapidly than consumption output, prices will tend to fall. 
Thus, selection of the right trend in the guaranteed rate or amount of 
consumer spending—the particular trend that would be calculated 
to effectuate the preferred price-level policy—would require appraisal 
of trends in man-hour productivity, hours of work, size of the labor 
force as determined by population changes and other factors, and 
ratio of individual consumption output to gross product. Selection of 
the best price-level policy is a matter of some importance although 
probably not, inside reasonable limits, a major consideration. Inasmuch 
as the gains associated with price competition do not require a falling 
price level (since they depend on the relationships among prices and 
not on the way the average trend is moving), and inasmuch as a stable 
price level makes for justice between debtors and creditors, tends to 
discourage speculation, obviates the need to change publicly admin- 
istered or regulated prices repeatedly to keep them in line with other 
prices, and simplifies reckoning generally, price-level stability is likely 
to appear on the whole the best policy, at least in principle. It might, 
however, be decided on grounds of expediency (which will be examined 
below) to allow a gradual rise in the price level, notwithstanding the 
fact.that this might tend to require some form of compensatory action 
to preserve normal relations in foreign trade. But in any event, so far 
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as the underwriting of consumer spending is concerned, the relations 
may be indicated by saying that, if the volume of consumption output 
purchased by individual consumers were expected to rise, say, 2 per 
cent each year, and if it were desired to hold the price level steady, the 
guaranteed aggregate of consumer spending should also rise 2 per cent 
annually. 

Naturally, the costs of doing business affect the amount of employ- 
ment that can be induced by any given dollar demand for end-products. 
Hence spontaneous rises in costs (as opposed to rises “imputed” back 
to the factors of production after a prior advance in business revenues) 
would, if they could not be prevented, create the practical necessity 
for a year-by-year increase in the guaranteed amount of consumer 
spending sufficient to permit prices to rise without restriction of the 
volume of production and employment. The question of increases in 
money rates of wages, which would be of particularly obvious and 
direct importance in this connection, will be taken up shortly. Similar 
considerations apply to levels of business taxes; also, perhaps in lesser 
degree, to interest charges and rent payments; also to financial prac- 
tices with respect to the allowances for depreciation, obsolescence, and 
insurance of various kinds which are treated as costs before profit is 
calculated. Finally, great significance attaches to the degree of unregu- 
lated monopoly power exercised by producers, since this affects the 
amount of production and employment that can be expected in associa- 
tion with a given total amount of net profit—or, stated differently, 
in association with a given combination of aggregate consumer demand 
and aggregate business cost. For example, if 124 billion dollars of con- 
sumer demand were sufficient to induce full employment with the given 
degree of monopolistic restrictionism in the economy as a whole, this 
same total of consumer demand would be insufficient for full employ- 
ment in a situation containing a greater amount of monopolistic restric- 
tionism, and more than sufficient for one characterized by a larger 
element of free competition. . 

Turning to the demand side of the picture, it is clear that the size 
of the aggregate individual consumer spending guarantee requisite to 
induce full employment at a given price level would be fundamentally 
affected by the volume of output not sold to individual consumers— 
t.e., by the volume of output marketed domestically but paid for by 
business or the government,” and by the volume of output paid for by 
foreigners. In addition, if spending were defined as including only érans- 
fers of cash, allowance would have to be made for expansions and con- 
tractions of consumer credit, which equally affect the marketing of, and 
hence the inducement to produce, consumption output, notably in the 


** Also any self-subsistence production not-otherwise allowed for. 
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important industries producing consumer durables. As a practical mat- 
ter, this last question is taken care of by the technical characteristics of 
the series on consumer expenditures for goods and services issued by the 
Department of Commerce, which measures the full value of output 
purchased on open credit and installment accounts rather than the cur- 
rent payments of cash on account of such items.” > 

Like private domestic capital expenditures, the government’s ex- 
penditures for goods and services, whether for war or for peace, obviate 
the need for a corresponding volume of individual consumer expendi- 
ture. Payments by foreigners for American goods have a similar effect, 
this effect presumably corresponding rather closely to the magnitude 
of the item, net export of goods and services (or net change in foreign 
claims), as included in statistics of private gross capital formation. If 
experience should show that these quantities were peculiarly hard to es- 
timate in advance, it would be possible to ease the difficulty, without 
sacrifice of the essential principle involved in the guarantee, by making 
the amount of the guarantee contingent upon the realization of specified 
magnitudes of government purchases or net exports or both, the final 
total of individual consumer spending, however, to be subject to changes 
that would offset unexpected changes in these specified magnitudes. 
This safeguard would probably be unnecessary, although in the case 
of government expenditures for goods and services there might be an 
ulterior advantage in such an arrangement, since it would provide a 
technical loophole in case the agency charged with adjusting aggregate 
consumer spending miscalculated the propensity to consume to such 
an extent that it failed to bring aggregate consumer spending within 
the prescribed limits by the end of the year.” 


12. In the immediate demobilization period we face the twin dangers 
of unemployment on the one hand and price inflation on the other. 
In this situation the government should do everything possible to ex- 
pand civilian production, which will raise income payments, and at the 
same time do everything possible to hold consumer spending down to 
the level of the available consumption output. An underwriting program 
would help solve both parts of this problem. 

At the production end, the ultimate limits to what can be done all at 


** Hence, net increases in consumer credit outstanding are treated as consumer dis-saving. 
(Money paid by gonsumers to buy residences is regarded as an element of saving, the 
houses themselves being treated as capital goods.) It should be noted that within a certain 
range “the government could adjust total consumer spending (as defined in practice) 
toward guaranteed levels by restricting or encouraging the extension of new consumer 
credit, A progressive expansion of consumer indebtedness on a large scale would, however, 
hardly be desirable. 


** Cf, discussion of a closely related point in section 13. 
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once will be the limits imposed by stubborn physical facts—the time 
required to re-tool plants, re-assemble materials and skilled labor, re- 
schedule production, re-build distributive organizations, and so forth. 
In spite of voluntary withdrawals from tae labor force, the chances 
are certainly all against our escaping unemployment in the early months 
after the war, except on the basis of a sizeable program of public work 
projects. In this particular period, in the face of rapid military and 
industrial demobilization, fill-in public employment will be needed 
because of the sheer impossibility of bringing private industry into 
full-scale operation immediately, even if the effective demand for 
products appears to be virtually limitless. At the same time, if sound 
plans are made in advance, this necessity can be converted into a real 
opportunity to start clearing away our slums and filling accumulated 
deficits in construction items and services of various kinds. 

As a matter of fact, however, what is likely to happen, in the ab- 
sence of definite assurance that a slump in national income and buy- 
ing power is not going to follow a year or two later, is that private 
enterprise will look to the storm beyond the horizon and refrain from 
placing orders with the capital goods department of the economy. Even 
the current production of consumers’ goods may suffer some jolts, if 
the general public, with its current income reduced” and further trouble 
apparently looming ahead, spends more cautiously than had been ex- 
pected. If these situations should be permitted to develop, then ob- 
viously the attainment of full employment would require a far larger 
volume of public works than would be called for by the irreducible 
strains, lags, and frictions connected with transferring the economy 
from a war to a peace basis. What might be hoped for from an under- 
writing program would be a limitation of public works to the necessary 
minimum, as a result of the assurance given to private enterprise and 
consumers alike that buying power would remain ample and firm 
indefinitely. 

For purposes of illustration, we might assume that the rate of out- 
put possible under full employment six months after the war, measured 
in average prices for the first half of 1943, would be 160 billion (see 
Table II). Under an underwriting program, this gross national prod- 
uct might be built up as follows: normal government expenditures for 
goods and services, 31 billion, including armaments not yet fully tapered 
off and programs of housing, health, education, and conservation not 

"For example, factory workers who keep their jobs will take home 23 per eat less 


money when hours of work are cut from 48 (with time-and-a-half for overtime) down to 
40, assuming that hourly rates remain unchanged. 


* Cf. Table I. Experience following the last war suggests that a decline in efficiency may 
be expected at this time, irrespective of the level of employment. 
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yet fully expanded to their peacetime levels, and including a sizeable 
lend-lease program of exports for relief and rehabilitation; supplemen- 
tary public program, 10 billion; private gross capital expenditures, in- 
cluding some replenishing of inventories, 19 billion; and consumption 
output, 100 billion. If income payments, including any special termina- 
tion allowances to servicemen and war workers, were running at this 
time at a rate of 128 billion figured on an annual basis, and ordinary 


TABLE IJ.--HypotHeticaL Post-War OUTPUT AND CONSUMER INCOME, SAVING, AND SPEND- 
ING TOTALS UNDER CONDITIONS OF FULL EMPLOYMENT VIA UNDERWRITING APPROACH, 
ASSUMING END OF WAR In DECEMBER, 1944 


(in prices of January—June, 1943) 


Mid-1945 
Item (annual rate) 1950 
(in billions) 
Gross national product $160 $184 
public investment fill-in 10 — a 
Value of consumption output 100 137 
Income payments 128 150 
Disposable income 118 144 
Net individual savings: unadjusted 4 12 
adjusted 4b 13.259 
Consumer spending: unadjusted 114 132 
adjusted 102% 1376 


a None, as in Figure 1, case B—Y;; cf. discussion in connection with Table I, column 1. 
b Assumes a 12-billion supplementary tax on consumers, with savings unaffected. 
o Assumes a consumption subsidy of 6.25 billion, 4/5 of this being spent and 1/5 saved. 


direct personal taxes at a rate of 10 billion,” current operations would 
be making disposable income available at a rate of 118 billion. Assured 
of future incomes, consumers might cash and spend their war savings 
at a rate of 10 billion a year, which would reduce their net rate of sav- 
ing to perhaps 4 billion,” leaving the unadjusted rate of consumer 
spending at 114 billion—14 billion in excess of the consumption output 
made available by the incompletely converted production system. In 
this situation, a special spendings tax designed to raise 12 billion dollars 
a year, imposed by the fiscal agency designated by Congress, would 
immediately bring the actual rate of consumer spending below the 


"This might inelude certain back taxes deferred to servicemen during the war, while 
the na total might take into account a small offset for Victory tax refunds not previously 
claimed. 

Savings in this period might be reduced by a net expansion of outstanding installment ` 
credit, furthered to some extent by “lay away” plans undertaken during the war; back 
payments by ex-servicemen on installment purchases and life insurance would have the 
opposite effect. 
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established maximum, assuming a 2 per cent margin between minimum 
and maximum limits." 

To illustrate certain other points mentioned in the foregoing dis- 
cussion, hypothetical figures may be considered for the year 1950, 
treated as the sixth year after the end of hostilities. At prices prevailing 
in the first half of 1943, a full-employment gross national product 
might amount to 184 billion, assuming a 2 per cent increase in over- 
all productivity (due partly to growth in labor force and partly to 
greater output per worker) compounded year by year from 1946. 
Government expenditures for goods and services might be 27 billion: 
For the sake of the argument we might assume that a negative trade 
balance had begun to develop, holding private gross capital expendi- 
tures down to 20 billion, and that the value of consumption output, re- 
flecting this shift away from production for foreign markets, would 
stand at 137 billion. Income payments, assuming a reduced rate of ac- 
cumulation of undistributed corporate profits and a balance restored 
between income distributed by production and income received by con- 
sumers, might amount to 150 billion. With direct personal taxes at 6 
billion and net individual savings—no longer reduced by the cashing 
of war savings but lowered considerably as the result of elimination 
of the cyclical pattern which in the past has brought unusually high 
profit incomes and hence high savings at times of relatively full em- 
ployment—at 12 billion, unadjusted consumer spending would be 132 
billion. In these circumstances, as shown in Table II, direct subsidiza- 
tion of consumption costing the government somewhat in excess of 5 
billion would restore the balance between consumer spending and the 
value of consumption output. 


13. The inference that an effective program for limiting as well as 
supporting aggregate consumer spending would prevent price inflation 
is subject to this critical comment, that influences from the supply side 
might send prices up even with demand held at predetermined levels. 
Indeed, the very fact that under the underwriting program aggregate 
consumer spending would not be allowed to fall below the guaranteed 
minimum would in itself tend to support and necessitate rising prices 
if private production for market were unexpectedly curtailed in the face 
of the guarantee. This might happen, for example, as the result of 
business combinations in restraint of trade. It might also happen as 
the result of strong upward pressure on money wage rates, if the rates 
rose far enough to reduce profits below prevailing competitive levéfs. 

3 Actually, if circumstances were normal, a smaller tax would be sufficient, because such 
a tax would increase the ratio of saving to spending. Furthermore, in view of the expansion 


of consumption output expected later in the first post-war year, it might not be considered 
necessary to reduce current spending enough to secure a mid-year balance. 
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The underlying problem is, of course, the danger of an upward 
wage-price spiral, which would not be caused by the underwriting 
program since the same danger is present in any situation in which 
full employment is attained or even approached. If wage rates rise, 
income payments and consumer spending will also tend to rise if the 
government has a full-employment policy and absorbs any displaced 
workers into an expanded public work program. Under close inspec- 
tion, therefore, it appears that any inflationary pressure associated with 
the underwriting program would probably be less than what would be 
experienced in the absence of an enforced top limit on aggregate con- 
sumer spending, although it would be greater than what would be ex- 
perienced if the top limit were arbitrarily lowered as private consump- 
tion output fell off. 

This consideration immediately suggests that the guaranteed amount 
might be made contingent upon realization of at least the expected vol- 
ume of consumption output—which reintroduces a question raised 
above when the possibility of changes in the proportions between gov- 
ernment-purchased output and ordinary consumption output was ap- 
proached from the standpoint of unforeseen spontaneous changes in the 
government component. At the moment, this modification would hardly 
seem to the writer to be necessary, or even desirable if it would have 
to be presented in a way that appeared to weaken the guarantee. A 
safeguard against such contingencies might perhaps better be sought 
along the lines of having the government sell some of its own additional 
output direct to consumers—for example, by charging for various serv- 
ices—or sell them certain surplus stocks accumulated during the 
war, and thereby restore the supply of goods and services sold to con- 
sumers rather than cut down the consumer spending. 

The danger of the wage-price or price-wage spiral has to be faced 
resolutely and realistically in any case, unless full employment itself is 
deliberately avoided. A program of underwriting consumer spending 
should prove'’a positive asset in this connection, since by judicious man- 
agement it could be made to yield to the upward pressure just enough to 
enable it to resist and prevent really serious dislocations. The known 
existence of a top limit on consumer spending would have publicity 
value in connection with deliberations concerning the advisability of 
increases in particular production costs, including collective bargain- 
ing conferences to adjust particular money rates of wages. Where in- 
creses in such costs appeared in advance to be desirable or inevitable, 
this would be taken into account in deciding upon the dollar amount of 
spending to be guaranteed for the ensuing year. In other words, a 
slight increase in spending and prices could be allowed. 
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Advantages of the Underwriting Approach 


14. A number of the advantages that government underwriting of 
ageregrate consumer spending might have, as an instrument to help 
effectuate full-employment policy, may be briefly reviewed at this point. 

In the first place, such an approach would emphasize individual 
consumer choice and sovereignty, which is another way of saying that 
it would let consumers buy all the goods and services that our economy 
could produce for them, after taking care of genuine investment needs, 
and would let them decide by their own preferences what kinds of 
goods and services ought to be produced in greater quantities. Practi- 
cally everyone agrees that consumption should be expanded (relatively 
as well as absolutely) if possible; and although it is definitely arguable 
that there may be numerous cases in which community consumption 
paid for out of tax money has social advantages over individualized 
consumption, at the moment the burden of proof is still on community 
consumption. It is a noteworthy fact that economists who advocate 
the public investment approach are themselves for the most part agreed 
that a greater emphasis on consumption would be desirable if it could 
only be brought about. But since they do not feel that this could be 
done, short of fundamental institutional changes over a long period of 
time, their analysis and recommendations have a somewhat pessimistic 
tone. 

In the second place, the approach by way of guaranteed consumer 
spending would hold definite advantages for the business man and the 
farmer. The potential stimulus to the retailer and producer of con- 
sumer goods is particularly obvious. But the effect would not end there; 
the producer of capital goods should also derive some benefit. For ex- 
ample, a manufacturer considering whether or not to buy new equip- 
ment would be aware that the market in which the products from that 
equipment would be sold would not be subject to periodic collapse for 
reasons of general under-spending. Hence he would tend to go ahead, 
if other circumstances were favorable, and place his ofder with the 
maker of the equipment. It may be a debatable question whether in the 
past the speculative risks introduced by the business cycle have not 
given us more capital formation in the long run rather than less. On the 
other hand, elimination of the business cycle on the basis of establish- 
ment of continuing full production and employment should stimulate 
private capital formation, not attributable to this partitular form of ` 
speculation, up to the level required by the economy. It should rendtfa 
further benefit by reducing the amplitude of fluctuations in the indus- 
tries concerned. 
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A third advantage of the underwriting technique, applied to the 
over-all consumer market, would be that it would maintain the condi- 
tions in which competition would have all the scope possible under 
modern conditions of mass production. Unlike the proposals sometimes 
advanced for establishing and underwriting quotas for particular in- 
dustries or particular producers, it would refrain from guaranteeing 
anything to any particular industry or producer but instead would 
assure private enterprise that full-employment levels of production 
would return a fair profit when averaged over the whole. Thus it would: 
encourage flexibility rather than promote industry-by-industry stratifi- 
cation. 

A fourth major consideration is that the underwriting of aggregate 
consumer spending would, on the one hand, not require unnecessary 
government actions and, on the other hand, not conflict with other bene- 
ficial programs. It seems unwise to count on accumulated war sav- 
ings to create adequate consumer spending for any protracted period 
after the war, but if in fact they do so, then the underwriting would 
not require any government spending to make it good. As far as re- 
forms are concerned, no valuable change would be impeded. Selective 
revision of tax laws to make them more encouraging to enterprise would 
still be highly desirable; if accomplished, the incidental effect on the 
underwriting program would be to reduce somewhat the size of the 
necessary consumption guarantee.” Small business would still stand 
in need of better capital and credit facilities, and sound legislation 
along these lines might again, to some slight extent, reduce the guaran- 
tee requirements. Adequate investment programs in the fields of slum 
clearance and housing, health, education, and conservation of natural 
resources, and in any other fields, including areas of community con- 
. sumption, in which such programs can really stand on their merits, 
would still have all their original value. If put into effect, they would 
reduce the volume of ordinary consumption output, and thus again 
would limit the size of the guarantee necessary and possible for aggre- 

= The same kind of effect would be produced if, as is sometimes suggested, primary 
Stress were laid on the reduction of business taxes in general. This would not alter the 
case with respect to underwriting, but it would substantially reduce business cost, and 
hence also the appropriate total of consumer spending. Assuming a full-employment na- 
tional income valued at 140 billion dollars (say, in 1946; cf. Table I), gross national 


product with lowered business taxes would be less than 170 billion, and the value of 
consumption output less than 124 billion. But the question of how much this would 


narrow the gap between unadjusted consumer spending and the value of consumption ~‘ 


outptit would depend on how much additional business and individual saving would 
result from the tax reduction, since this would determine how much less unadjusted 
consumer spending would be forthcoming at the same (140 billion) level of national 
income, So far as the budget is concerned, the government would doubtless incur less 
expense on account of consumer subsidies needed to make good the guarantee, but, on — 
the other hand, it would lose tax revenue. . 
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gate individual consumption. Adequate social security benefits and 
elimination of regressive taxes would also still be matters of the greatest 
importance. As progress was made along these lines, probably raising 
income payments and certainly reducing net individual savings, subsidi- 
zation of consumption out of the public treasury to fulfill the guarantee 
of consumer spending would tend to become less necessary. 

Thus, the relation between the underwriting approach and all the 
progressive programs that command substantial followings is not pri- 
marily one of substitution but rather one of mutual assistance. Under- 
writing would provide immediately ‘such support for consumption as 
is required to permit the economy to operate at full-employment levels 
without fundamentally changing its production characteristics. In other 
words, it would secure immediate adjustability pending fundamental 
long-run adjustments that, when finally made, might largely eliminate 
the need for the underwriting apparatus. The long-run adjustments in 
question are those increases in personal security and modifications in 
the distribution of income, and those changes in public and private prac- 
tice with respect to accumulation of insurance reserves, and in corpo- 
rate practice with respect to retention of earnings, that are necessary 
before a “natural” balance, as between savings and investment at the 
full-employment level, can be struck. 


15. Fifth, an underwriting program might well have advantages 
over alternative approaches to full employment strictly from the - 
standpoint of fiscal economy. In a previous section it was shown that, 
if full employment were to be achieved in an over-saving situation by a 
program of compensatory public investment, the cost to the govern- 
ment could be slightly lower under optimum conditions than the cost 
of a consumption subsidy associated with an underwriting program, 
but that in practice it might well be higher rather than lower." To 
the extent that underwriting eliminated the need for public investment 
fill-in that would otherwise be required—including what might be re- 
quired as additional offset to any curtailment of private investment 
attributable to use of the public investment approach—underwriting 
would save the government money. To the extent that over-saving 
out of full-employment levels of income—including any additional sav- 
ing out of the consumption subsidy itselfi—required the payment of 
money to consumers that would not be paid under the public invest- 
ment program, underwriting would add to the cost of government, J A 
careful weighting of these pros and cons would probably not establish 
underwriting as likely to be the more expensive approach from the 
outset. 


= See Table I in section 7 and accompanying discussion. 
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But the case need not be allowed to rest there. Quite aside from the 
tendency that continuous full employment would have, by whatever 
method it might have been achieved, to promote greater equality of 
incomes and hence smaller total savings, the underwriting approach 
would appear to have certain characteristics peculiarly likely to reduce 
the strain on the budget over the course of time. Since it would sharply 
separate the two halves of the problem—first, the reaction of private- 
employment levels to an environment judged to be adequate to support 
full employment; second, the ratio between saving and spending out of 
full-employment-caused income—it would tend to throw the spotlight 
of publicity on the causes for government expense with an accuracy 
not ordinarily obtainable. This should broaden and strengthen the cam- 
paigns to eliminate these causes, whether they were monopolistic re- 
strictions on production and incentive-destroying business taxes on the 
one hand, or regressive consumer taxes and needless institutional sav- 
ing on the other. Undoubtedly, cost reductions could thereby be 
brought about. At least equally important is the other consideration 
that, once the underwriting program was in force, it would thus tend ` 
to harness the drive for budgetary economy to the realization of a bet- 
ter general balance—and not merely a better financial balance—than 
our economic system now possesses. In other words, underwriting 
would not only not conflict with other beneficial changes, and not only 
effect essential adjustments quickly before it became possible to make 
these other changes, but would also in an indirect way tend to assist 
in getting these changes made. 


16. A sixth advantage of a full-employment program involving the 
underwriting of aggregate consumer spending is that it would provide 
a sound basis for a liberal foreign economic policy. The ability to main- 
tain full employment by domestic adjustments, regardless of the state 
of the foreign trade balance, is the first prerequisite for securing a 
continuously ample volume of a country’s foreign trade in general and, 
in particular, the relaxation of trade restrictions, with resulting en- 
hancement of world security and benefit to the domestic standard of 
living through encouragement to worth-while international specializa- 
tion. A nation liable to depressions is sooner or later bound to adopt il- 
liberal foreign policies such as high tariffs, export subsidies, harsh 
immigration laws, exploitation (if the national is powerful) of low-cost 
foreign sourcés of raw materials, and aggressive currency devaluation, 
since these expedients promise to secure additional markets and addi- 
tional employment opportunity for the domestic population. 

Among various alternative domestic full-employment programs, one 
utilizing the underwriting technique would evidently have a natural 
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affinity for liberalism in international trade. Perhaps it may be said 
that it would be at least as favorable as any other domestic program to 
the kind of international arrangements contemplated in Article VII of 
the Mutual Aid agreements, since it would have no tendency to 
strengthen vested interests in any particular industries. As to the mat- 
ter of mechanics, it would, as previously noted, preserve the over-all 
size of the market for the products of domestic enterprise by providing 
for automatic expansion of aggregate domestic consumer spending 
when the net export balance declined (or the net import balance in- 
creased) and for automatic contraction of aggregate domestic con- 
sumer spending when the net export balance increased (or the net im- 
port balance declined ).** Thus, it would sensitively adjust to any state 
of the trade balance, including a negative balance such as would be 
associated with the repayment of foreign loans. Incidentally, since the 
consumer spending total would be somewhat smaller when exports ex- 
ceeded imports than when exports equaled imports, and since it would 
be at its largest when imports exceeded exports, the public would have 
a graphic demonstration of the fact that imports rather than exports 
are what raise the standard of living. 


17. A seventh major advantage of the underwriting technique is its 
reversibility; as noted, it would guard against inflationary excesses of 
consumer spending as well as against too little consumer spending. 
With this is closely linked its special applicability in the immediate de- 
mobilization period. The inflationary possibilities inherent in a situa- 
tion in which current income payments may be supplemented on a 
large scale by the cashing of savings accumulated during the war, while 
support for rationing and price controls becomes doubtful and the flow 
of output has not yet achieved its full dimensions, are generally appre- 
ciated. What the underwriting technique would permit is a matching 
of aggregate consumer spending with the aggregate value of consump- 
tion output all along the line—90 billion against 90 billion, 100 against 
100, 110 against 110, and so on up. : 

This introduces a final consideration that might well be of imme- 
diate interest today. An advance decision to underwrite consumer spend- 
ing after the war as a continuing policy would be an indication to 
the American people that their government not only was ‘interested 
in eliminating an inflationary gap during the war and for as long after 
the war as might prove to be necessary, but that it wa$ equally inter- 
ested in eliminating a deflationary gap thereafter. The term “deflation- 
ary gap” deserves a moment’s thought. It might refer to a deficiency of 
consumer spending as against whatever happened to be the current 


" See section 11. 


54 THE AMERICAN ECONOMIC REVIEW [ MARCH 


volume of consumption output. The deflationary gap provided against 
by an underwriting program, however, would be a deficiency of con- 
sumer spending measured against the largest volume of consumption 
output deliverable at the time, under full-employment conditions. Em- 
phasis on this central feature of a post-war underwriting program 
would establish more firmly in the public mind the rational basis 
of wartime fiscal policies, since it would indicate that the government 
was concerned at all times with having the public spend up to the limit 
of whatever goods and services could be made available to it but not 
any greater amount. This might appeal to the public as a rather sensible 
idea. In short, it is not altogether improbable that a decision te apply 
an underwriting program after the war would make it easier to com- 
bat inflation during the war. 


The Problem as a Whole 


18. Lest criticism fasten on minor details and neglect the basic 
difficulties connected with the program herein discussed, full empha- 
sis should now be placed upon those difficulties. In the first place, 
the underwriting of aggregate consumer spending would be hard to 
justify in the absence of an established policy to give jobs on public 
work projects to persons who might remain involuntarily idle in spite 
of the inducement afforded to private enterprise by the guarantee. ` 
The underwriting could serve as a pillar of full-employment policy, but 
in itself it could never take the place of the determination to prevent: 
unemployment. Applied by itself, if such a thing could be imagined, it 
could involve the government in large expense for consumption sub- 
- sidies at the very time when men and women were trying in vain to find 
. jobs. This expense would then be challenged as indefensible—with 
some justice, since it would clearly be better to secure a tangible prod- 
uct in return for the money spent—and the whole policy might under 
these conditions be condemned as a kind of fiscal sleight of hand. 

In the second place, the benefits from underwriting could be ren- 
dered rather trivial if restrictions of all kinds on production were al- 
lowed to multiply unopposed. A rapid increase in monopolistic restric- 
tions, keeping output down and prices up, could drive the guarantee 
to great heights and still prevent the attainment of full employment 
without a heavy fill-in program of public works. Successful application 
of the underwriting would therefore require an active campaign to en- 
fazcge competition and control monopoly prices—presumably with stress 
on the former wherever that alternative was available. 

These difficulties should provide sobering food for thought, if such 
be needed. But it is worth recalling also that the approach to full em- 
ployment by way of the underwriting of consumer spending would tend 
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to confine government intervention, in the sense of competition, mainly - 
- to the capital or money market, where government intervention or com- 
petition absolutely cannot be avoided if men and resources are not to ` 
be allowed to go out of use. This means that, while it would invite the 
opposition and other risks that any full-employment program of nec- 
essity must encounter, it would escape the further conflicts inherent in 
programs that raise uncertainty as to who is to be responsible for pro- 
duction. With total consumer spending underwritten at a reasonable 
level, responsibility for production would be clearly assigned. - 


FEDERAL REGULATORY AGENCIES AND THE COURTS* 


By WiiuiAm H. NicHoiis* 


We must not make a scarecrow of the law, 

Setting it up to fear the birds of prey, 

And let it keep one shape, till custom make it 

Their perch and not their terror. 
—Shakespeare, Measure for Measure 


During the last decade, many economists have advocated a rather 
far-reaching control of various sectors of the national economy by 
federal regulatory commissions—a movement which other economists 
have viewed with alarm.? These differences in attitudes among econo- 
mists rest in part, of course, upon fundamental differences in social 
philosophy. But they have been exaggerated by the growing gap be- 
tween economists recently trained in the theory of monopolistic com- 
petition and those nurtured on the simpler and more optimistic theory 
of perfect competition. In the writer’s opinion, this gap will at least 
partially close as both groups of economists more fully. digest the recent 
developments in economic theory.’ 

At any rate, the multiplication of federal regulatory bodies in recent 
years makes it certain that they are here to stay. Hence, economists— 
whether friends or foes of government by commission—need to be 
better informed concerning the present constitutional relationships 
between federal regulatory agencies and the courts. This article is de- 
signed, in some small measure, to meet this need. The first step will be 
to review briefiy the broader constitutional framework within which 
federal social legislation has been established as national policy, and 
the functions of the agencies by which such policies have been effectu- 


* The author is associate nrofessor of economics at Iowa State College. He gratefully 
acknowledges the aid and counsel of two professors of public law, C. H. Pritchett and 
Jerome G. Kerwin of the University of Chicago; and the comments and criticisms of his 
colleagues, T. W. Schultz, Margaret G. Reid and O. H. Brownlee. He is also deeply 
indebted to the Social Science Research Council for the post-doctoral fellowship during 
1941-42 which made the present study possible. 

*This is Journal Paper No. 1172 of the Iowa Agricultural Experiment Station, Ames, 
Towa, Project 598. 
“Ste, for example, the last two chapters of A. R. Burns’s The Decline of Competition 
(New York, McGraw-Hill,1936) and the objections raised by Professor F. A. Fetter, 
“Planning for Totalitarian Monopoly,” Jour. of Pol. Econ., Vol. 45 (1937), pp. 104-110. 

°W. H. Nicholls, “Social Biases and Recent Theories of Competition,” Quart. Jour. of 
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ated. The changing judicial attitudes toward the investigatory powers, 
findings and internal procedures of federal regulatory bodies will then 
be explored. 


I—The Changing Constitutional Basis for Regulation 
The Commerce Power 


In Article I, Section 8, of the Constitution, Congress is given the 
power ‘‘to regulate commerce with foreign nations, and among the 
several states.” Until the past decade, this commerce power proved an 
adequate basis for most federal regulatory legislation. Thus, the right 
of Congress to regulate interstate railway rates was not seriously ques- 
tioned.* And this right was later extended to intrastate rates, where 
such rates had a “close and substantial relation to interstate traffic.” 
True, the Supreme Court felt it necessary to distinguish between manu- 
facture (or production) and commerce in order to prevent the federal 
government from bringing agriculture, mining and other “strictly local” 
businesses under federal control. But this stand was modified suffi- 
ciently to permit federal regulation of those local business operations 
which are a part and incident of a constantly recurring current of com- 
merce among the states.’ The Court thereby refused to permit local 
incidents of a great interstate movement, which taken alone were in- 
trastate, to characterize the movement as such. Thus, the interstate 
commerce clause did not prove to be an important barrier to federal 
regulation of railway rates and the activities of agricultural marketing 
agencies or of federal antitrust policy. 

Beginning in 1933, however, the federal government began to adopt 
agricultural, industrial and labor policies which invaded the traditional 
jurisdictions of the several states in an unprecedented manner. The 
Court responded by refusing to stretch the scope of the commerce 
power to the extremes which these policies required. The National 
Industrial Recovery act was invalidated partly on the grounds that 
local wholesale slaughter and marketing of poultry, ‘even though 
shipped in from other states, is not in and does not directly affect inter- 
state commerce, the poultry having come to rest.* The labor provisions 
of the Bituminous Coal Conservation act were overruled because coal 
mining was not commerce—commerce had not yet begun—and had no 


*1.C.C. v. Brimson, 154 US. 447 (1894). ° 

* Houston, East and West Texas Railway Co. v. U.S., 234 U.S. 342 (1914). — 

‘US. 1. E. C. Knight Co., 156 U.S. 1 (1895), in which it was held that “commerce 
succeeds to manufacture, and is not a part of it.” 

"Swift and Co. v. U.S., 196 U.S. 375 (1904); followed in Stafford v. Wallace, 258 
U.S. 495 (1922), and Board of Trade of Chicago v. Olsen, 262 U.S. 1 (1923). 

* Scheckter Poultry Corp. v. U.S., 295 U.S. 495 (1935). 
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“direct effect” on interstate commerce.® The Agricultural Adjustment 
act of 1933, controlling agricultural production by a system of process- 
ing taxes and subsidies, was overthrown by the Butler decision. Agri- 
cultural production, the Court ruled, was outside the commerce power. 
Therefore, the federal government’s power to tax and spend could not 
be used to attain indirectly the forbidden end.” 

In the “constitutional revolution” of 1937-39, however, these deci- 
sions were effectively reversed. Most important were the Labor Board 
decisions, which brought federal regulation of labor relations securely 
within the commerce power. In the Jones and Laughlin case," the 
defendant steel firm argued that, while it obtained its raw materials 
and sold its finished products outside of the state of manufacture, its 
materials came to rest at the plant, hence were not part of the current 
of commerce. The Court disagreed, holding that, even so, the denial 
of federal protection of labor’s right to collective bargaining might 
cause strikes, which would burden and obstruct interstate commerce. 
In the Santa Cruz case,” an employer buying his raw materials within 

_the state and shipping only one-third of his product out of the state 
was similarly held subject to federal regulation, even though the current 
of commerce had not even started at that point. And, in the Consoli- 
dated Edison case,“ a utility enterprise which sold electric power 
within the confines of a single state, was held subject to federal labor 

- regulation because it transmitted power to other firms engaged in inter- 
state transportation. 

There is also sound reason to believe that, by 1937-39, the Court 
would have upheld the Agricultural Adjustment act of 1933. For it 
sustained the system of social security taxes and compensations as 
appropriate means “to provide for the general welfare of the United 
States.”"* And the marketing quota provisions of the Agricultural 
Adjustment act of 1938 were upheld.” Under these provisions, the 
Secretary of Agriculture, after approval by two-thirds of the producers 
of certain commodities, could establish individual quotas, sales in excess 
of which were subject to heavy penalties. The Court reasoned that the 
act did not control production; rather, it regulated interstate commerce 
after the agricultural commodities had entered the current of commerce. 


° Carter v. Carter Coal Co., 298 U.S. 238 (1936). 

U.S. v. Butler, 297 U.S. 1 (1936). 

1 N.L.R.B. v. Jones and Laughlin Steel Corp., 301 US. 1 (1937). 
“santa Cruz Fruit Co. v. N.L.R.B., 303 U.S. 453 (1938). 

* Consolidated Edison Co. v. N.L.R.B., 308 U.S. 197 (1938). 


™ Steward Machine Co. v. Davis, 301 U.S. 548 (1937); and Helvering v. Davis, 301 
U.S. 619 (1937). 


* Mulford v. Smith, 307 U.S. 38 (1939). 
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Recent Supreme Court decisions support the view, then, that the 
interstate commerce power provides the basis for very far-reaching 
federal regulation of many sectors of our national economic system 
which the courts once regarded as strictly local activities, subject to 
the sole jurisdiction of the-states. 


The Due Process Clause 


Just as the commerce power has—except for short periods such as‘. 
1933-36—provided a solid foundation for the steady extension of 
federal regulatory activities, the due process clause of the Fifth and 
Fourteenth Amendments has served as the most important limitation 
on such activities. This clause provides that neither Congress nor the 
states may deprive any person “of life, liberty, or property, without 
due process of law.” So far as property rights are concerned, the courts 
have long held that a private corporation is a “person.” For the most 
part, the important legal precedents for interpretation of the due 
process clause have been created in application of the Fourteenth 
Amendment to state regulatory activities. 

We have seen how the courts, in interpreting the commerce power, 
long struggled to distinguish between the “state” and “federal” juris- 
dictions. Similarly, in applying the due process clause, the courts his- 
torically sought to divide industry into two clear-cut categories of 
“monopolistic” and “competitive.” 

In the first class they placed public utility enterprises, which were. 
recognized as being subject to public regulation of prices and rates in 
exchange for the authority of a public grant of monopolistic privileges. 
With the exception of federal regulation of railroads and, to a lesser 
extent, power and communications, utility regulation has traditionally 
been under the sole jurisdiction of the states. This regulation was 
implemented through direct legislative control or, increasingly, through 
state public utility commissions. Even here, the Supreme Court ruled 
that the judiciary must be the final arbiter on the “reasonableness” of 
rates fixed by a state commission, thereby invalidating a Minnesota) 
law, which explicitly sought to eliminate judicial inquiry, as violative 
of the due process clause of the Fourteenth Amendment.”*® 

In the unanimous decision of Smyth v. Ames," the Court took it upon 
itself to substitute its own judgment de novo for that of presumably 
expert state commissions as to what rate, in each specifsc case, made 
possible “a fair return on a fair value.” This became a constitutions? 
question through the Court’s view that rates which did not meet its 


* Chicago, Milwaukee, and St. Paul Railway Co. v. Minnesota, 134 U.S. 418 (1890). 
7169 U.S. 466 (1897). 


60 THE AMERICAN ECONOMIC REVIEW [MARCH 


standards of reasonableness would be “confiscatory,” thereby taking 
property without due process of law. As we shall see later, this doctrine 
still holds for federal rate-making proceedings as well. 

Apart from public utilities, however, the Court considered the great 
bulk of industry to be “competitive.” And the few attempts at federal 
regulation of “competitive” industry—notably under the Sherman, 
Clayton and Federal Trade Commission acts—were primarily aimed 
at assuring that such industries would continue to be freely competitive. 

In this “competitive” area, the Court developed the “liberty” aspect 
of the due process clause into the common-law principle of “freedom 
of contract.” While the Sherman act survived attacks on this ground, 


the word “contract” in the act ultimately became the basis for the - 


famous “rule of reason” of 1911. Here the Court took it upon itself 
_to distinguish between contracts which were in “reasonable” and those 
which were in “unreasonable” restraint of trade.** As we shall see 
below, the Federal Trade Commission too was later brought under the 
judicial “rule of reason.” While some exceptions were made for espe- 
cially hazardous occupations and woman employees, many state laws 
establishing maximum hours and minimum wages were also held to be 
violative of the “freedom of contract” guaranteed by the due process 
clause." 

Finally, in a sort of twilight zone between “monopolistic” and “com- 
petitive” industries, the Supreme Court early introduced a special 
category of “businesses affected with a public interest.” In Munn v. 
Ilinois, the Court upheld an Illinois law fixing maximum storage 
rates for fourteen Chicago grain elevator firms, which allegedly had 
fixed charges annually by agreement. Counsel for the defense invoked 
the due process clause, insisting that it be interpreted in light of the 
common law, which did not include grain elevators as quasi-public in 
nature.” The Court nevertheless accepted the legislation as a valid 
exercise of the state police power. By way of dictum, however, it 
answered tlre defendants’ argument by generalizing the scope of the 
common law beyond those particular industries in which regulation 
had been upheld in the distant past—or, in other words, expanded the 


38 This matter is discussed more fully in the writer’s article, “Constitutional Aspects of 
Public Regulation of Business Price Policies,” Jour. Farm Econ., Vol, 25 (1943), especially 
pp. 573-81. 

* See, for example, Lochner v. New York, 198 U.S. 45 (1905); and Adkins v. Children’s 

ebgspital, 261 U.S. 525 (1923), effectively reversed in West Coast Hotel v. Parrish, 300 
U.S. 379 (1937). 

2 Munn v. Illinois, 94 U.S. 113 (1877). 

. “In the common law, certain occupations (including keepers of wharves, inns, cabs, 
ferries and grist mills) had been held subject to special regulations as early as the seven- 
teenth century. í 
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“public interest” concept to equivalence with the state police power. 
For half a century, in line with the spirit of this decision, the Court 
permitted state regulation of the prices and rates of a number of other 
presumably competitive industries. During the period 1923-33, how- 
ever, a more conservative Court seized upon the Munn v. Illinois 
- dictum as a constitutional principle restricting the scope of state price 
regulation under the police power.” In so doing, the Court reversed 
the process, narrowing the scope of price regulation under the police 
power to the (virtually) closed category of “businesses affected with 
a public interest” handed down by the common law. State price control 
of all other businesses was rejected as a restriction of private rights 
"under the due process clause. This view reflects the Court’s conviction 
that, since there was not outright monopoly, public and private inter- 
ests in the matter of price were adequately protected by the “competi- 
tive” market. So viewed, the Court’s dependence on that pillar of the 
judicial structure—‘freedom of contract,’ ” in which price is the “heart 
of the bargain”—is apparent. 

In 1934, however, the Court matte abandoned the “public 
interest” concept as a basis for narrowly restricting price-fixing under 
the state (and federal) police power. In the Nebbia case,” involving 
the right of the State of New York to fix minimum prices at which 
dealers could sell milk, the Court clearly recognized the inadequacies 
of its former mutually exclusive categories of “monopoly” and “com- 
petition.” According to the majority opinion, there is “no closed . 
category of businesses affected with a public interest”; the “public 
interest” concept means “no more than that an industry, for adequate 
reason, is subject to control for the public good”; the courts cannot 
interfere on the ground of violation of due process so long as the laws 
have “a reasonable relation to a proper legislative purpose, and are 
neither arbitrary nor discriminatory”; and “the Constitution does not 
secure to any one liberty to conduct his business in such fashion as to 
inflict injury upon the public at large, or upon any substantial group 
of the people.” 

In 1939, the Court indirectly allowed the federal government to fix 
intrastate milk prices whenever such action effectuates federal policy 
under the commerce power, and recognized as well its power to fix 
prices in interstate trade.** And, in 1940, federal price fixing on coal 
was sustained despite the claim that such a policy was in, violation of 


“For a detailed review of these cases by an economist, see the splendid article by ü 


R. W. Harbeson, “The Public Interest Concept in Law and in Economics,” Michigan Law 
Rev., Vol. 37 (1938), pp. 181-208. 


2 291 U.S. 502 (1934), in a 5-4 decision. 
“US. v. Rock Royal Cooperative, 307 U.S. 533 (1939). 
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due process under the Fifth Amendment.” Thus, the Court has at last 
accepted the new social philosophy of direct rather than indirect public 
regulation. No longer is it so confident that the public interest is 
protected by the free working of what it once unequivocally called the 
“competitive” market. 

- We may conclude, then, that the court decisions of the last few years 
have destroyed much of the former potency of the due process clause 
of the Fourteenth and Fifth Amendments. So far as federal regulatory 
activities are concerned, the Court is not apt seriously to limit the 

- tremendous new scope of the commerce power by strong reliance upon 
the once formidable doctrine of due process. 


The Agencies of Regulation 


As social legislation has been brought within the broader constitu- 
tional framework by the courts, it has usually been made effective by - 
some special regulatory body. Such bodies have frequently combined ` 
administrative, legislative and judicial functions in apparent disregard 
`- for the constitutional doctrine of the separation of powers. Whether 

independent of, or part of, the executive branch, they administer a 
particular statute by seeing that its broad policies are effectively car- 
ried out. They perform the žegislative function in so far as they find - 
- the facts and establish general rules and regulations under the statute. 
In so doing, they may provide the all-important details within the very © 
broad principles or general standards laid down by Congress. Finally, . 
they may perform the judiczal function by deciding whether specific _ 
cases fall within or violate the general rule. 
‘Nevertheless, the constitutional status of such regulatory bodies has 
never been seriously questioned by the Supreme Court. The Court 
has interpreted the separation of powers doctrine with great flexibility. 
. It has merely insisted that the legislative standards within which such 
bodies perform their functions be reasonably definite.2* And it has 
reconciled the delegation of powers and the separation of powers by 
adopting the terms “quasi-legislative” and “quasi-judicial” to describe 
the major functions of regulatory agencies. The leniency which the 

Court has shown for such agencies is largely attributable to two things: 

(1) its early recognition of their necessity, and (2) its broad interpre- 

tation of its own powers of judicial review over their practices and 
procedures. dn the latter case, it has preferred to rely upon the broad 

wand flexible due process clause rather than upon the vague separation 
of powers doctrine. 


= Sunshine Anthracite Coal Co. v. Adkins, 310 U.S. 381 (1940). 


* Though infrequently invoked, this judicial principle was the main basis for overthrow 
of the National Industrial Recovery act in the Schechter case (cited above, footnote 8). 
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In the remainder of this paper, we shall examine in some detail the 
changing judicial attitudes: toward the practices and procedures of the 
federal regulatory bodies. What limitations has the Court put upon 
the ability of regulatory agencies to get at the facts? Once such agen- 
cies have found the facts as the basis for certain decisions, what degree 
of finality has the Court been willing to give such decisions? And, 
finally, what standards has the Court laid down for the internal pro- 
cedures of regulatory bodies? These questions will be answered in turn. 


IiI—Investigatory Powers of Regulatory Agencies 


In 1894, the Supreme Court clearly stated the importance of investi- 
gatory powers for the effective performance of the “quasi-legislative” 
functions of a regulatory agency: 


All must recognize the fact that the full information necessary as a basis of 
intelligent legislation by Congress from time to time upon the subject of inter- 
state commerce cannot be obtained, nor can the rules established for the regu- 
lation of such commerce be efficiently enforced, otherwise than through the in- 
strumentality of an administrative body, representing the whole country, 
always watchful of the general interests, and charged with the duty not only 
of obtaining the required information, but of compelling by all lawful methods 
obedience to such rules.?” 


Nevertheless, the Court saw fit to impose certain important barriers ' 


upon the investigatory powers of regulatory bodies. The constitutional 
basis for these barriers was the ‘self-incrimination” clause of the Fifth 
Amendment and the “search and seizure” clause of the Fourth Amend- 
ment.?8 l 
When the Interstate Commerce Commission met with difficulties 
under the “self-incrimination” clause, the act was amended in 1893. 
This amendment, subsequently upheld by the courts, provided that no 
person should be excused from testifying or producing books before 
the Commission on the grounds of self-incrimination, since it was 
further provided that such a person would be immune from prosecu- 
tion or fine for such testimony (unless perjured). It was later held that 
the immunity statutes and the “self-incrimination” clause of the Fifth 
Amendment did not cover artificial “persons” (corporations).”? As a 
result of these decisions, conflict arising under the “self-incrimination” 


71.C.C.v. Brimson, 154 U.S. 447 (1894), at 474. ° 

2 The Fifth Amendment declares that “no person . . . shall be compelled to be a wike 
ness against himself.” The Fourth Amendment establishes “the right of the people to be 
secure in their persons, houses, papers, and effects, against unreasonable searches and 
seizures.” 

The relevant cases were: Counselman v. Hitchcock, 142 U.S. 547 (1891); Brown 
v. Walker, 161 U.S. 591 (1896); and Hale v. Henkel, 201 U.S. 43 (1906). 
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clause of the Fifth Amendment has been avoided by including an im- 
munity provision in subsequent acts creating federal regulatory bodies. 


“Quasi-Public” Industry 


The “search and seizure” clause of the Fourth Amendment has, 
however, proved a more formidable limitation upon the investigatory 
_ powers of a federal agency. As early as 1906, in a cause arising under 
an antitrust proceeding, the Court held that this clause entitles a 
corporation to immunity against unreasonable searches and seizures, 
such as a general and sweeping subpoena of all its papers and records 
rather than one setting out specific evidence of their materiality. 
Nevertheless, by aggressive administration and strengthening legisla- 
tion, the Interstate Commerce Commission—operating in the less con- 
troversial utility field—had obtained full investigatory powers by 1917. 
In this year, the Court was willing to declare, in sweeping terms, that 
“the investigating and supervising powers of the Commission extend 
to all of the activities of carriers” and that, because railways are “public 
agents,” “there can be nothing private or confidential in the activities 
of a carrier engaged in interstate commerce.” 

In 1933 a lower court upheld the right of the Secretary of Agriculture 
to require reports from a corporation on future trading operations and 
to inspect its books and records, as authorized by the Grain Futures act. 
Said the Court, the Fourth Amendment “cannot be applied to regula- 
tions which require reports and disclosures in respect to a business 
which is affected with a public interest, so far as such disclosures may 
be reasonably necessary for the due protection of the public.”® Thus, 
it has already been established that public utilities and “businesses 
affected with a public interest” are not immune to sweeping general 
investigations by federal regulatory agencies or the requirement of 
periodic reports to such agencies, in either case without a charge of 
illegal conduct. 


“Competitive” Industry 


Regulatory agencies operating in those fields of industry considered 
by the courts to be “competitive” have had greater difficulty in estab- 
lishing their investigatory powers. Thus, the Federal Trade Commis- 
sion, proceeding under a House Resolution directing it to collect and 
publish Information on “basic industries,” sought to enforce an order 


- em Hale v. Henkel, cited in previous footnote. 
3 Smith v, L.C.C., 245 U.S. 33 (1917). 
* Bartlett Frazier Co. v. Hyde, 65 F (2d) 350 (1933). This decision followed from the 


fact that, in 1923, the Board of Trade had been held as affected whe a public interest 
[Board of Trade of Chicago v. Olsen, 262 U.S. 1 (1923)]. 
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requiring certain steel companies to furnish monthly reports upon the 
production costs of a wide variety of products, whether or not they 
moved in interstate commerce.* To this a lower court answered, re- 
viving the Knight case,** that manufacture was clearly separable and 
independent of commerce, hence outside the jurisdiction of commerce. 
But, more important, the court asserted that, since the steel industry 
was “a competitive productive industry, . . . where the business is 
regulated by competition and supply and demand,” the Commission 
could not invoke the doctrine of a “business affected with a public 
interest” in support of its claims. ‘ 

The Trade Commission shortly met a similar rebuff from the Su- 
preme Court. Proceeding under a Senate Resolution, the Commission 
claimed unlimited access to all books and records of a tobacco 
corporation, with reference to the possible existence of practices in 
violation of the Trade Commission act.” Arguing that the Fourth 
Amendment prevented “fishing expeditions into private papers on the 
possibility that they may disclose evidence of crime,” the Court re- 
asserted its doctrine that some ground must be shown that documents 
called for do contain such evidence. Said the Court, “The mere facts 
of carrying on a commerce not confined within state lines and of being 
organized as a corporation do not make men’s affairs public, as those 
of a railway company now may be.” Finally, the Secretary of Agri- 
culture was denied the right of access, under the authority of the 
Packers and Stockyards act, to the books and records of meat packers 
in advance of any complaint.** In answer to the government’s argument 
that the act in effect declared meat packing to be charged with a public 
interest, a lower court noted that the act distinguished between stock- 
yards and marketing agencies, for which rate-making was provided, 
and the packing industry, whose prices were not subject to control. The 
enforcement of the Secretary’s claims was therefore held violative of 
the Fourth Amendment. 

The investigatory powers of federal agencies responsible for the 
regulation of “competitive” industry are still limited by these deci- 
sions. But the basis for their extension to approximate equality with 
those of such agencies as the Interstate Commerce Commission appears 
to be found in other judicial decisions of the past decade. First, judicial 
refusal of access to those records dealing with “manufacture” or “intra- 
state” business is unlikely to be continued. This follows since, in the 

> se 

= F.T.C. v. Claire Furnace Co., 285 Fed. 936 (1923), Court of Appeals of D.C. 

* Cited in footnote 6 above. 

= F.T.C. v. American Tobacco Co., 264 U.S. 298 (1924). 

* Cudahy Packing Co. v. US., 15 F (2d) 133 (1926). 
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Jones and Laughlin and subsequent cases,” the extreme doctrine of 
the Knight case—that “commerce succeeds to manufacture, and is not 
a part of it”—-appears at last to have been completely overthrown. 
Second, in view of the far-reaching extension of the concept of “busi- 
nesses affected with a public interest” in the epoch-making Nebdia 
case,” it would appear unlikely that this doctrine will prove a very 
effective barrier to a considerable extension of powers of investigation 
into “competitive” industry in the future. 


Supplementary Techniques 


The courts have always shown greater reluctance toward curtailing 
the direct investigatory powers of Congress under the Fourth Amend- 
ment,” and have also shown greater deference to the delegation of 
these powers in recent years.*° 

Most of the cases cited above involved the resort to direct compul- 
sion by the regulatory agency, involving subpoenas and, if necessary, 
attempts at enforcement through the whole hierarchy of courts. As a 
deterrent to calculated delay in administrative procedures, however, 
a number of statutes (including those of the I.C.C. and F.T.C.) pro- 
vide penal sanctions as an indirect method of compelling testimony 
and the production of documentary evidence. The witness declining 
to testify on the ground that the Commission is exceeding the bounds 
of lawful inquiry may have to run the risk of penalty to test the 

‘privilege. 

These sanctions had never been used until 1937, when they were 
invoked by the Trade Commission, but they are likely to be invoked 
more often in the future. A second device, employed by the Com- 
modity Exchange act and the Securities and Exchange act, requires 
continuous access to information as a condition precedent to the right 
to do business on the exchanges. Such forfeitures of privilege promise 
to be even more potent sanctions in enabling regulatory agencies to 
fulfill their fact-finding functions.“ 


IlI—Judicial Review of the Findings of Regulatory Agencies 
In creating regulatory agencies, Congress has commonly specified 


3T Cited above, footnotes 11-13. 

* Cited above, footnote 23. 

™ See, for exareple, McGrain v. Daugherty, 273 U.S. 135 (1927). Thus, investigatory 

wen ago wers of the Temporary National Economic Committee were very great. 

“FTC. v. National Biscuit Co., 18 F Supp. 667- (1937), S.D. of N.Y. Here the validity 
of a Congressional resolution, specifically giving- the Commission powers in addition to its 
inherent powers relating to a breach of law, was recognized. 

4t Note, “Power of Federal Commissions to Compel Testimony and the Production of 
Evidence,” Harvard Law Rev., Vol. 51 (1937), pp. 317, 309-20. 
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that their findings as to facts, if supported by evidence, shall be con- 
clusive. However, since such agencies are “regulatory”—by their nature 
impinging upon private liberty and property—the Supreme Court has 
long held their findings subject to judicial review under the due process 
clause.“ How broadly has the Court interpreted the scope of judicial 
review? To what extent have the decisions of regulatory agencies been 
considered final in the eyes of the Court? 

Historically, the Court has reconciled the Congressional mandate 
with judicial review of administrative findings by distinguishing between 
those decisions involving “matters of law’”—whose finality is reserved 
for the courts—and those deemed a reasonable exercise of administra- 
tive discretion. In practice, the area within which administrative deter- 
minations have been accepted as final has been residual. And, until 
recent years, the Court has always been able and willing to find suffi- 
cient “matters of law“ to reduce this residual area to a minimum. In 
so doing, the Court has developed two special categories of “facts”— 
“constitutional” facts and “jurisdictional” facts—which cannot be 
determined with finality by a regulatory agency. 

“Jurisdictional” facts are those which a regulatory body establishes 
as the basis for its claim of jurisdiction to act in a particular case. The 
Court has held that such issues of fact must not only be subject to 
judicial review, but must be also tried de novo.® At the time this doc- 
trine was promulgated, it was feared that it would result in a far- 
reaching relitigation of administrative findings. However, since this 
outcome has not followed, the category of “jurisdictional” facts will 
not be considered here. 


“Constitutional” Facts 


The judicial doctrine of “constitutional” facts has been developed 
primarily in connection with review of the rate-making of public utility 
commissions. In arriving at maximum rates, such commissions have 
generally established the “fact” of the value of the utility property. 
But, unless this “fact” is “correctly” determined, there is no assurance 
of a “fair return on a fair valuation” in the absence of which confisca- 
tion of property—in violation of the due process clause—might result. 
Thus, where a claim of confiscation is made, the Court has insisted: 
upon the necessity of independent judicial determination “as to both 
law and facts.’’** . 

This doctrine was reéxamined and pronounced sound in the mosses. 


“ See the Milwaukee Railway case, cited in footnote 16 above. 
3 Crowell v. Benson, 285 U.S. 22 (1932). 


“Best stated in Ohio Valley Water Co. v. Ben Avon Borough, 253 U.S. 287 (1920). 
Cf. footnote 17 above, 
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recent St. Joseph Stockyards case,” involving a rate-making proceed- 
ing under the Packers and Stockyards act. The District Court had taken 
the view that “even though the issue is one of confiscation, the court is 
bound to accept the findings of the Secretary if they are supported 
by substantial evidence.” To this the Supreme Court, speaking through 
Chief Justice Hughes, took strong exception: 


Legislative agencies, with varying qualifications, work in a field peculiarly 
exposed to political demands. Some may be expert and impartial, others sub- 
servient. It is not difficult for them to observe the requirements of law in 
giving a hearing and receiving evidence. But to say that their findings of fact 
may be made conclusive where constitutional rights of liberty and property 
are involved, although the evidence clearly establishes that the findings are 
wrong and constitutional rights have been invaded, is to place these rights at 
the mercy of administrative officials and seriously to impair the security in- 
herent in our judicial safeguards. That prospect, with our multiplication of ad- 
ministrative agencies, is not one to be lightly regarded. . . . The principle 
applies when rights either of person or of property are protected by constitu- 
tional restrictions. .. . As the question is whether the legislative action has 
passed beyond the lowest limit of the permitted zone of reasonableness into 
the forbidden reaches of confiscation, judicial scrutiny must of necessity take 
into account the entire legislative process, including the reasoning and findings 
upon which the legislation rests. 


Even though concurring, Justice Brandeis nonetheless vigorously op- 
posed the reprimand to the District Court for its limitation of the scope 
of judicial review. “Like the lower court” he saw “no good reason... 
for making special exception of issues of fact bearing upon a constitu- 
tional right.” He found, in the Fifth (and Fourteenth) Amendment or 
in Articles III of the Constitution, nothing which required, in fulfillment 
of due process, “judicial review of the correctness of findings of fact... 
concerning the value of . . . property or its net income.” In the previous 
decisions of the Court, he found two important distinctions: 


The first distinction is between issues of law and issues of fact. When dealing 
with constitutional rights ..., there must be the opportunity of presenting in 
an appropriate proceeding, at some time, to some court, every question of law 
raised, whatever the nature of the right invoked or the status of him who 
claims it. The second distinction is between the right to liberty of person and 
other constitutional rights... . A citizen who claims that his liberty is being 
infringed is entitled, upon habeas corpus, to the opportunity of a judicial 
determination of the facts. ... But a multitude of decisions tells us that when 

ealing with property a much more liberal rule applies. They show that due 
process of law does not always entitle an owner to have the correctness of 
findings of fact reviewed by a court. 


“ St. Joseph Stockyards Co. v. U.S., 298 U.S. 38 (1936). 
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Reviewing at length the great delay and cost of various utility rate- 
making cases, including the present one, he urged the need for “rea- 
sonable promptness” and the ill-effects of the Court’s uncompromising 
attitude upon the process of developing capable and responsible ad- 
ministrators. Finally, instead of requiring trial de novo in rate cases 
involving the “constitutional” issue of confiscation, as advanced in the 
principal opinion, Brandeis would merely require judicially acceptable 
internal procedures by the regulatory body.*® 

Not only has the Court long held valuation findings subject to judi- 
cial review as “constitutional” facts, but it has not yet abandoned that 
much maligned hydra, the valuation formula of Smyth v. Ames," by 
which utility commissions were directed to determine these facts. 
Nevertheless, the basis for such an abandenment is clearly suggested 
in the recent Natural Gas Pipeline opinion,’ where it was held that 
“The Constitution does not bind rate-making bodies to the service of 
any single formula or combination of. formulas. Agencies to which this 
legislative power has been delegated are free, within the ambit of their 
statutory authority, to make the pragmatic adjustments which may be 
called for by particular circumstances.” Three Justices, in a concurring 
opinion, saw in this statement the opportunity for rate-making bodies, 
if they so choose, to adopt “prudent investment” as an alternative rate 
base. This decision at least suggests the possibility that the Court may 
show somewhat greater deference to the “fact” of valuation as deter- 
mined by regulatory bodies in the future. 


Other Facts 


Apart from those administrative findings of fact which the Court 
holds to bear upon a constitutional right, it has shown more or less 
deference to the findings of regulatory agencies, if based on evidence. 
In the early days of the Interstate Commerce Commission and the 
Federal Trade Commission, however, this deference tended to be lip 
service only. 

The I.C.C. was able to mark out a satisfactory division of functions 
with the courts only after a quarter-century of aggressive and able 
administration. Until the Hepburn act of 1906, it could compel obe- 
dience to an order only through the Circuit Courts of Appeals, which 
used such opportunities as the occasion for trying cases de novo. With 
the passage of time and new statutes increasing the authority of the 
Commission, however, the Court gradually gave ground, its apparené—= 


48 Considered in the next section below. 
* Cited in footnote 17 above. 


“ Federal Power Commission v. Natural Gas Pipeline Co. of America, 315 US. 575 
(1942). 
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deference becoming ever more real. Thus, by 1913, the Court was 
willing to rule that a rate order of the Commission “was not arbitrary 
but sustained by substantial, though conflicting evidence. The courts 
cannot settle the conflict nor put their judgment against that of the 
rate-making body.”® 

The Federal Trade Commission, created in 1914 largely because 
of a distrust of the latitude which the “rule of reason” had given to 
judicial discretion, had an even harder row to hoe. For example, its 
findings as to “unfair methods of competition” were declared to be 
“matters of law,” hence “for the courts, not the commission, ultimately 
to determine.”™ As a result, the judicial “rule of reason” continued to 
hold sway and the courts increasingly substituted their own judgments 
for those of the Commission. 

But in 1934, the Supreme Court made an overnight shift in its atti- 
tude toward the Commission. In the Algoma case,” a unanimous court 
vigorously asserted that: 


“The findings of the Commission as to facts, if supported by testimony, 
shall be conclusive” (15 U.S.C. 45). The Court of Appeals, though professing 
adherence to this mandate, honored it, we think, with lip service only. In form 
the court determined that the finding of unfair competition had no support 
whatever. In fact what the court did was to make its own appraisal of the 
testimony, picking and choosing for itself among uncertain and conflicting 
inferences. Statute and decision .. . forbid that exercise of power... . If all 
[the evidence] may be ignored in the face of the findings of the Commission, 
it can only be by turning the court into an administrative body which is to 
try the case anew. 


And shortly afterward, the Court added further punch to its sudden 
reversal: 


While this court has declared it is for the courts to determine what practices 
or methods of competition are to be deemed unfair, ... in passing on that 
question the determination of the Commission is of weight... . If the point 
were more doubtful than we think it is, we should hesitate to reject the conclu- 
sion of the Commission, based as it is upon clear, specific, and comprehensive 
findings supported by evidence.” 


This sharp reversal in judicial attitude suggests the tendency of the 
Court to subject infant commissions to “trial by ordeal,” in the belief 
that it would thereby force them to bring their findings up to a high 


Ee, 
I C.C. v. Louisville and Nashville Ry., 227 U.S. 88 (1913). 
* F.T.C. v. Grats, 253 U.S. 421 (1920). 


TRT.C, v. Algoma Lumber Co., 291 US. 67. Followed also in F.T.C. v. Standard 
_ Educational Society, 302 U.S. 112 (1937). 


@FT.C.v. Keppel and Bro., 291 U.S. 304 (1934). 
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standard of fairness and accuracy. But commissions created in the past 
decade have, for the most part, succeeded in gaining Judicial deference 
for their findings in a much shorter lapse of time. 

Thus, the findings of the National Labor Relations Board—operat- 
ing, like the F.T.C., in a highly controversial sector of “competitive” ` 
industry—found rather ready acceptance. For example, in 1940, the 
Supreme Court rebuked a circuit court of appeals for invading the 
jurisdiction of the Board. Said the Court, after reserving questions 
of law for judicial review, “. .. Congress has deemed it wise to entrust, 
the finding of facts to . . . specialized agencies. It is essential that courts 
regard this division of responsibility which Congress as a matter of 
policy has embodied in the very statute from which the Court of Ap- 
peals derived its jurisdiction to act.” 

Reviewing the evidence for the Board’s findings that an employer 
had interfered with his employees’ free choice of a collective bargaining 
agency, the Court found it “substantial.’”’* The opinion concluded: 
“The Court of Appeals’ failure to enforce the Board’s order resulted 
from the substitution of its judgment on disputed facts for the Board’s 
judgment,—-and power to do that has been denied the courts by Con- 
gress. Whether the court would reach the same conclusion as the Board 
from the conflicting evidence is immaterial... .” 

We may conclude that administrative findings of fact not involving 
constitutional rights are now subject to judicial review only to the 
extent necessary to determine if there is a reasonable foundation for 
the findings. Weighing of the evidence is for the regulatory agency 
itself. 


IV—Judicial Review of the Procedures of Regulatory Agencies 


Not all of the procedures of regulatory agencies are subject to judi- 
cial control. For example, when agencies make general rules and regu- 
lations, they are performing a strictly legislative function. Since such 
rules and regulations do not directly affect rights until they are applied, 
the courts have not concerned themselves with rule-making procedures. 

An agency may, however, then apply these rules and regulations 
generally through a “legislative order” by which, for example, a rail- 
way rate schedule is established (still a legislative act). Or it may 
apply them to a specific case to determine the rights and duties of 
individuals upon a past state of facts, as the basis for a “cease and 
desist” order (an adjudicative act). In either case, since privete righ" 


3 N.L.R.B. v. Waterman Steamship Co., 309 U.S. 206 (1940). 

= According to a recent decision (cited in footnote 13 above), “Substantial evidence 

. . means such relevant evidence as a reasonable mind might accept as adequate to sup- 
port a conclusion.” Such evidence must have “rational probative force.” 
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may be substantially affected, the courts have insisted that due process 
requires judicial review of administrative procedures.” 

What are the requirements of such “procedural due process”? Jus- 
tice Brandeis summarized them as follows: 


The inexorable safeguard which the due process clause assures is... that 
the trier of the facts shall be an impartial tribunal; that no finding shall be 
made except upon due notice and opportunity to be heard; that the procedure 
at the hearing shall be consistent with the essentials of a fair trial; and that it 
shall be conducted in such a way that there will be opportunity for a court to 
determine whether the applicable rules of law and procedure were observed.*® 


These requirements in themselves appear relatively simple. But, 
with the multiplication of regulatory agencies in the past decade, it 
was inevitable that the procedures of the different agencies would vary 
widely in the degree to which they followed these principles, due to 
wide differences in the quality of personnel, the charged atmosphere 
in which many of them got under way, the necessity of division of labor 
in the “quasi-judicial” process, and the very lack of standardization in 
the details of administrative procedure. The result was that adminis- 

_trative law, long the stepchild of the law, suddenly came into its own 
in legal and juridical thought. 

Thus, in the Morgan cases,” of 1936-38, the Supreme Court took 
a substantial step toward widening the scope of judicial inquiry into 
the internal workings of administrative bodies. These cases arose out 
of. the attempt of the Secretary of Agriculture, under the Packers and 
Stockyards act, to regulate the rates of livestock marketing agencies 
at the Kansas City stockyards. These agencies had attacked a rate 
order of 1933 on both substantive and procedural grounds. A lower 
court had struck out the latter and denied an injunction against the 
order for substantive reasons. In 1936, however, the Supreme Court 
reversed this decision on the sole ground that the Secretary had failed 
to meet the fundamental procedural requirements of a “full hearing.” 
While he had signed the rate-fixing order, the Secretary had delegated 
the hearing and weighing of evidence and arguments to an assistant, 
and had himself failed to “consider and appraise the evidence” or to 
hear or read argument on behalf of the aggrieved party. This could not 
stand, said the Court, for “the one who decides must hear.” 

Remanded to the District Court, the case again reached the Supreme 

mame Blachly and Oatman, Federal Regulatory Action and Control (Washington, Brookings 
Inst., 1940), pp. 85-88. 
58 St. Joseph Stockyards case, cited in footnote 45 above. 


S Morgan v. U.S., 298 U.S. 468 (1936); Morgan v. U.S., 304 U.S. 1 (1938). See also 
US. v. Morgan, 307 U.S. 183 (1938); Morgan v. U.S., 32 F. Supp. 546 (W.D. Missouri, 
1940). . 
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Court in 1938. In this second Morgan case, the Court took a new tack, 
the lack of adequate notice. The Secretary, having started proceedings 
as a general investigation, had never filed a specific complaint against 
the marketing agencies in question. Furthermore, the Secretary had 
accepted and made as his own the findings of the government prosecu- 
tors, after an ex parte discussion with them and without according any 
reasonable opportunity to the respondents to know the claims thus 
presented and contest them. This decision was taken to imply the 
necessity of a trial examiner’s intermediate report as a basis of argu- 
ment before the final decision. As these decisions were made, the various 
regulatory agencies immediately reéxamined their procedures to bring 
them in line with the decisions. Fears that the second Morgan case 
sought to cast in a single mold the internal procedure of every regula- 
tory agency were largely dispelled a few months later, however, when 
the Court unanimously held that “the Fifth Amendment guarantees no 
particular form of procedure; it protects substantial rights.”* 

This new judicial pragmatism was most strongly expressed in the 
Pottsville case’? of 1940. Here the Court argued that the only appro- 
priate questions for judicial decision were: 


Whether the Commission applies the legislative standards validly set up, 
whether it acts within the authority conferred or goes beyond it, whether its 
proceedings satisfy the pertinent demands of due process, whether, in short, 
there is compliance with the legal requirements which fix the province of the 
Commission and govern its action. 


In this decision, the Court took sharp cognizance of the necessity of 
judicial self-restraint in the administrative-judicial relationship. Regu- 
latory agencies, it was argued, grew largely out of the need of govern- 
ment supervision of economic enterprise. These agencies had been 
invested “with power far exceeding and different from the conventional 
judicial modes for adjusting conflicting claims.” On the other hand, 
these conventional modes—the technical rules of the hierarchy of courts 
as to trial procedure, rules of evidence, and appellate review—had 
developed under far different conditions and far more narrowly defined 
circumstances. “These differences in origin and function preclude 
wholesale transplantation of the rules of procedure, trial, and review 
which have evolved from the history and experience of courts.” 

We may conclude that, given its new deference to administrative 
findings, the Court has quite properly focused its attention upon theses 


5 V.L.R.B. v. Mackay Radio and Telegraph Co., 304 U.S. 333 (1938). 


Federal Communications Commission v. Pottsville Broadcasting Co., 309 U.S. 134 
(1949), notable also for the fact that Justice McReynolds concurred in the unanimous 
decision. 
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fairness and accuracy of the procedures by which these findings are 
arrived at. This new judicial attitude, strongly bolstered by Congres- 
sional fears of excesses of administrative discretion, has spurred the 
regulatory agencies on in putting. their procedural house in order in 
the past few years.” ` i 


V—Summary and Conclusions 


The principal judicial attitudes toward federal regulatory agencies 
which currently hold may be briefly summarized as follows: 

1. Public utilities and “businesses affected with a public interest” 

_ are not immune to sweeping investigations or the requirement of peri- 
odic reports, in either case without a charge of illegal conduct. The 
Fourth Amendment is still an effective limitation upon the investiga- 
tory powers of regulatory agencies into what the Court has long con- 
sidered “competitive” industry. But the basis for increased access to 
corporation books and records appears to lie in the Court’s recent 
decisions on the scope of the “public interest” concept and the com-. 
merce power. 

2. The Court still insists upon judicial review de novo of both the 
law and the facts where administrative findings involve “constitu- 
tional” facts impinging upon private liberty and property. Even so, 
some signs point to a growing judicial deference to the valuations of 

. rate-making bodies. At any rate, the line between matters of fact and 
matters of law has been redrawn in such a way that the Court places 
greater dependence upon the findings of fact of specialized and pre- 
Sumably expert agencies. And, apart from “constitutional” facts, the 
Court now refuses to subject administrative findings to trial de novo. 
It merely insists that there be a reasonable basis for such findings, 
leaving the weighing of the evidence to the regulatory body. 

3. At the same time, the Court has shown a sharp new interest in 
bringing the internal procedures of regulatory agencies within the 
constitutional bounds of “procedural due process”—impartiality of the 
tribunal, findings only after adequate notice and the opportunity for a - 
full hearing, conformity with the essentials of a fair trial, and the right 
to. “a day in court”—if the litigant wishes to challenge the applicable 
rules of law and procedure. 

In the writer’s opinion, the Supreme Court has been fully warranted, 

wmm Reflected in the passage of the Walter-Logan Bill in 1940. Vetoed by the President, 
this bill would have held all administrative rules and orders subject to judicial review. 


It would have forced back upon the courts responsibilities which they were currently 
shifting to the regulatory agencies. 


“ Resulting in that landmark in the development of administrative law, the Report of 
the Attorney General’s Committee on Administrative Procedure, Administrative Procedure 
in Government Agencies, Sen. Doc. 8, 77th Cong., ist Sess., 1941. 
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and only too tardy, in'taking its new-position toward the regulatory - 
agencies. But this marked shift in the balance of power within the 
federal government creates new problems just as surely as it solves” 
some old ones. Certainly, some of the new agencies leave much to be 
desired in the way of administrative responsibility, impartiality and 
quality of personnel. And, in any case, it has become essential that 
Congress accept its increased responsibility for effective but construc- | 
tive criticism of the bureaucracy which it has created. For, no matter 
how expert these agencies, they cannot succeed in the controversial 
area in which many of them operate, unless some means is found for. 
combining their superior fact-finding facilities with the political consent 
of Congress.” 

Finally, the regulatory agencies need, as never before, workable: 
criteria which will serve as effective benchmarks in the development 
of sound national economic policy within the charged atmosphere of 
the nation politic. Only if economists develop such criteria, can they 
serve any constructive purpose in shaping things to come. it i is to be 
hoped that they will not be found wanting. 7 

“For an excellent and constructive analysis of this problem, see Roland Young, This 


is Congress (New York, Knopf, 1943), pp. 210-18. Cf. Nicholls and Vieg, Wartime 
Government in Operation (Philadelphia, Blakiston, 1943), especially chaps. VI and VIL. - 


THE RISE OF INDEPENDENT UNIONISM AND THE 
DECLINE OF LABOR OLIGOPOLY 


By Mary KLEMM* 


Common generalizations about trade unions—that they extort ex- 
orbitant dues for the right to work, that they are undemocratic, that 
their leaders are racketeers—have finally found concrete expression 
among American workingmen themselves. The expression has taken 
the form of unaffiliated unions on a local, industrial, and national scale. 
Some of these organizations employ the same devices used by their 
affiliated rivals; others scorn such devices and place their faith in a 
community of interest between employer and employee rather than in 
conflict of purposes. In the traditional sense, some of them are not 
trade unions at all, but depend upon employer good will to secure 
their demands. For the most part, however, they are genuinely inde- 
pendent of the employer and depend upon their own power in col- 
lective bargaining. Many of them, probably the largest number, have 
never tested their strength in a strike. 

The railroad brotherhoods (themselves unaffiliated) and the Ameri- 
can Federation of Labor long dominated the field of trade union activity 
in the United States, and that dominance obscured the fact that 
American workers actually shared many of the notions held by other 
groups in the population. The loudest voices heard in legislatures and 
across collective bargaining tables have been those of the AFL, the 
brotherhoods and, more recently, the CIO. Those voices expressed the _ 
same demands, and the essential heterogeneity of the American working 
class was overlooked because of the apparent unity within the labor 
movement. The New Deal has changed all that. Given freedom to 
choose their organizations, Anierican workers have belatedly shown 
that there are among their numbers men who want to be represented 
by new organizations not subject to the real or imagined shortcomings 
of the old. 

At present nearly a million workers are organized into unaffiliated 
groups whose very existence is a tacit criticism of the old-line organiza- 

“tions. Many of these locals were set up on the initiative of workers 
themselves, avowedly to head off an organizational drive by an AFL 
or CIO unit. The larger ones are militantly independent of the em- 


* Miss Klemm is at Randolph-Macon Woman’s College, Lynchburg, serving as adjunct 
professor of economics and socioloy. 
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ployer as well as of the AFL and CIO. Some are of near company 
union caliber. For the most part, their initiation fees and dues are much 
lower than those of AFL groups and usually of CIO affiliates; their 
‘constitutions provide for rank-and-file participation in policy making, 
for recall of officers through local action, and for limited officer tenure. 

Most of them have no access to outside aid in contract negotiation 
or funds for strike benefits, although the recently-organized Confeder- 
ated Unions of America has promised its constituent groups wage and 
other data to help them in collective bargaining. At least two of the 
national organizations are opposed to the closed shop on principle, al- 
though the majority of them have concluded such contracts to protect 
their memberships from raids of outside unions. Independent unions, 
possibly with the exception of the Industrial Trades Union of America, 
have used the strike weapon sparingly, and it is indicative of their 
temper that they lay great stress on “peace” and “keeping labor rela- 
tions at home.” Whether the small, unaffiliated locals can survive with 
such a policy remains to be proved. Those with national connections 
are in a better position to do so. 

The AFL has always had rivals. The Knights of Labor, the Indus- 
trial Workers of the World, and evanescent groups of socialist workers 
have risen from time to time to challenge the right of the AFL to 
speak for American labor. Within the AFL itself, jurisdictional dis- 
putes have marred the harmony of American workers in their drive 
for better wages, hours, and working conditions. Workers have long 
shared the notions of farmers, small industrialists, and professional 
people that any one with the requisite ability, given freedom to 
compete, could rise to the top of the American heap, either politically 
or economically. But this brand of individualism remained submerged 
in the working unity forced upon the AFL in its fight to organize and 
secure recognition in the face of determined employer opposition. 

In the struggle to organize, to stay organized, and bargain, American 
workers could not afford the luxury of completely self-determining 
locals or reliance on such local groups for strike benefits, legal aid, 
and bargaining. In a sense, they had no choice of labor organization, 
if they were successfully to press their demands. Then the Norris- 
LaGuardia act of 1932 removed unions from the intimidating menace 
of wholesale labor injunctions. The Wagner act guaranteed workers 
the right freely to choose their representatives for bargaining, and 
the stage was set for the diverse ideas of the working population to" 
show themselves in labor organizations. 

“Unions of their own choosing” is a phrase taken quite literally by 
the unaffiliated groups. There is not and never has been a “working class 
ideology” among American wage workers; witness scabbing, jurisdic- 
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tional and interunion disputes, membership raids. The antimonopoly, 
individualistic sentiments of all Americans, including workers, have 
prevented a completely cohesive labor movement. And now the Wagner 
act permits an even greater diversity. 

If a worker is not satisfied that an existing labor organization serves 
his interests or expresses his ideas, he is free to join or organize one 
which does. Moreover, the majority rule gives him a breathing space in 
which he and others like him may set up a rival group before the out- 
side union has secured certification. The independent may itself be 
certified! And once certified, the law imposes upon the employer the 
duty of bargaining. The independent may even secure a closed shop 
for itself, and that without a struggle in the courts. So the way has 
been paved for a variety of labor organizations to express the variety 
of sentiments of American workers. 

Localism in government has accompanied economic individualism 
in the array of attitudes left over in American society from its pioneer- 
ing, agricultural history. In the face of increasing federalism, local 
determination and states rights have persisted as an American ideal.. 
The ideal finds expression again in the very evident desire of the 
unaffiliated unions to handle employment relations without outside 
interference and to preserve the atitonomy of local groups. The very 
structure of the AFL, with an executive committee of quite limited 
power over constituent internationals, still evidences the same attitude. 

But if the Federation structure is weak, the structure of the new 
federations is even weaker. Within the AFL the building trades and 
the metal workers, the brewers and the steamfitters, the brewers and 
the teamsters, and more recently the machinists and the carpenters, 
have encroached from time to time upon each other’s paper jurisdictions 
and have been suspended or have seceded from the Federation. These 
internationals, once their claims have been compromised, usually return 
to the fold. The new independents, on the other hand, do not antici- 
pate a compromise with the older internationals: they will go their 
own way in a new federation even more loosely organized than the AFL. 
The United Brotherhood of Weldors, for example, makes much of the 
fact that the AFL regards welding as a tool rather than a trade, and 
so the United remains independent rather than merge its membership 
and lose its identify. Especially do the aircraft welders consider them- 
selves in a special category whose interests cannot be protected through 
association with welders in other industries. Similarly, the air line 
mechanics are independent because they desire to maintain their 
separate identity. 

Some formerly independent unions of plant guards in the Detroit 
area affiliated with the CIO only when the automobile workers were 
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willing to charter a separate local for them. The railway supervisors 
are independent because to affiliate with the appropriate brotherhood 
would mean breaking up their separate group. To be sure a large 
number of the constituent unions of the AFL and several CIO affiliates 
are craft organizations, but existing internationals are jealous of their 
jurisdictions and are usually able to prevent the affiliation of a sep- 
arate, new group of workers already claimed, jurisdictionally, by the 
older unions. - 

The ordinary workman’s fear and dislike of strikes have contributed 
also to the growth of unaffiliated unions. The series of walkouts and sit- 
downs which marked the bitter relations between the AFL, the CIO, 
and employers in the early days of the AFL-CIO split was regarded 
with fear by unorganized workers. They believed they would be 
coerced into membership and forced to participate in a quarrel in 
which they had no real stake. Thus many independents, especially in 
the smaller plants and towns, were set up to head off an AFL or CIO 
drive which, if successful, would have involved the newly-organized 
workers in interunion strikes and would have made them parties to a 
dispute which, in its earlier stages at least, was a real one only among 
leaders at the very top of the labor movement. Especially was the 
radicalism of the CIO feared by workers in small communities. 

If a walkout becomes the only way to obtain concessions felt to be 
justifiable, most workers will strike, and independent unions have 
used the weapon on occasion. They have even struck in their disputes 
with their outside rivals. For the most part, however, they have not 
had either the treasuries or the will to use the weapon. The words 
“peace” and “peaceful” appear very often indeed in the official state- 
ments of independent unions. 

Finally, the relatively low dues and initiation fees of the independent 
organizations touch a very sensitive string in the hearts of American 
workmen. They think trade union membership costs too much, and 
are quite content to benefit from the results of bargaining without con- 
tributing to the support of the organization that made it possible. Low 
dues are a trump card in membership solicitation. Low dues, of course, 
mean a scanty treasury, and a scanty treasury means that a strike 
threat will be empty. So the bargaining strength of such a union is 
curtailed. For the nonce, however, low membership dues are attractive. 
The Wisconsin group of independents, brought together under the name 
Associated Unions of America, realized in 1938 that the inadequacy~™ 
of the AUA treasury seriously hampered the services rendered to con- 
stituent unions, but was unable to get the necessary vote to increase 
dues. It is altogether likely that the unaffiliated groups will find it 
necessary to increase dues as their organizations expand, especially 
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when they ally themselves with other independents to take cases to 
the National Labor Relations Board and to the War Labor Board. 

All degrees of independence of employer domination and/or support 
exist among organized workers at the present time. Company unions 
still exist and flourish in businesses not subject to the Wagner act and 
its few state counterparts, as well as in enterprises which do fall 
within the jurisdiction of the laws. The labor boards act, not on their 
own initiative, but on complaints of unions or individuals; hence, com- 
pany unions have a clear field in those plants and ‘industries which 
outside unions have not yet attempted to organize. Moreover, devices 
for employer support of a union have become more subtle and less 
easily detected or proved. It must be added that some employee repre- 
sentation plans have enlisted the genuine support of employees and 
immunized them to the solicitation of outside organizers. 

Company unions now in existence have for the most part divested 
themselves of the more obvious hallmarks of the employee representa- 
tion schemes of the twenties. Employers subject to the Wagner act 
now know that it is dangerous to “bargain” with a group whose policies — 
are subject to veto by management, or with a group representative of 
management as well as men, or with a group whose budget is under- 
written in whole or in part by the management. Unions dependent 
upon the employer do exist, however, and many of them with the active 
support of employees. 

Genuinely independent of A E support are almost all of the 
groups in the AFL and CIO, the railroad brotherhoods, and a great . 
majority of unions not affiliated with any of the old-line organizations. 
Several distinguishable groups of unaffiliated unions, genuinely inde- 
pendent of employer domination, are described below. 


Independent Unions Only Temporarily Unaffiliated 


Among existing independent groups must be numbered those locals 
and internationals which, for one reason or another, are outside the 
AFL or CIO only temporarily. These groups use the strike weapon, 
engage in genuine collective bargaining, maintain full-time officers, and 
have substantial funds. In point are the International Union of United 
Brewery, Flour, Cereal, and Soft Drink Workers of America, suspended 
in 1941 after a refusal to surrender the beer drivers to the teamsters’ 
union; and the International Typographical Union, which terminated 
“its long affiliation with the AFL in 1939 during a dispute over a per 
capita assessment. Affiliated with the AFL, then the CIO, and now 

t Company union charges under the Wagner act are sometimes brought by a CIO group 


against a rival AFL unit, and in several cases the National Labor Relations Board has 
sustained the charge. 
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again with the AFL is the record of the International Ladies’ Garment 
Workers’ Union. The United Mine Workers of America have followed 
a similar pattern. The machinists, brewery workers, and typographers 
will probably be back in the fold again when their disputes within the 
Federation are composed. 

A small group of unions, once affiliated with one of the two large 
federations, have pulled out and show no inclination to reaffiliate. 
Among them are the Chartered Society of Amalgamated Lace Opera- 
tives of America, the Brotherhood of Shoe and Allied Craftsmen, and 
the United Aircraft Welders of America. The lace workers, organized 
in 1892 and affiliated with the AFL in 1894, severed their connection 
in 1912 and have remained unaffiliated ever since. The group now 
claims 3,500 members in 25 locals in Pennsylvania, New York, New 
Jersey, Rhode Island, Connecticut, and Illinois. 

The aircraft welders, a younger group, was organized in California 
in 1937 and was for six months affiliated with the CIO through the 
latter’s Aircraft Division. But the aircraft welders felt they gained 
nothing by throwing their lot in with other aircraft employees, so they 
left the CIO. They have since steadfastly refused to affiliate with the 
AFL or even with any of the federations of independents recently or- 
ganized. They now claim a membership of 3,000 in six locals in Cali- 
fornia and Des Moines, Iowa. 

The Brotherhood of Shoe and Allied Craftsmen was organized in 
1933 from a dozen dissident locals of the AFL boot and shoe workers’ 
union in Brockton, Massachusetts. The Brotherhood remains inde- 
pendent because it feels the rank and file of shoe workers have no 
voice in policy determination within the AFL international. To date 
it has also resisted efforts of the new federations to affiliate it. The 
Friendly Society of Engravers and Sketchmakers, with a thousand 
members and contracts covering 95 per cent of the industry, is like- 
wise independent of the AFL. The Glove Workers’ Union of Fulton 
County has had a similar history. 


Local Unaffiliated Unions 


= Most numerous of unaffiliated unions existing at present are the 
single-plant units. Some of them are successors to company unions, 
some have never been suspected of company union taint. A few are 
aggressive in their bargaining tactics and policies, but most of them 
are very mild. Many enjoy closed shop contracts, and almost all of 
them enjoy the subtle support of employer favor. They are the object 
of unremitting warfare by affiliated rivals, which seek to raid their 
memberships, to affiliate them, to defeat them in labor board elections, 
or to prove company union charges against them. Consequently, unless 


A 
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protected by favorable conditions of employment by a management 
eager to avoid outside interference in labor relations, these local 
units are unstable affairs. With employer support, still they are fre- 
quently allowed to lapse into dormancy by a volunteer leadership which 
finds too arduous the job of holding the membership together while 
at the same time working full time in the plant. 

Almost never do these locals pay salaries to their officers, and the 
tasks of dues collection, conduct of meetings, contract negotiation, 
grievance adjustment, membership solicitation, and preserving the life 
of the organization fall upon already busy men. Frequently these local 
units employ legal counsel to help them with contract negotiation. All 
of them operate under their own constitution without management veto. 
Some are incorporated, and thus may retain their legal existence (and 
also provide an attorney with an argument to be used before a labor 
board) even after the group has ceased being a functioning one. For 
the most part, they maintain cordial relations with management, espe- 
cially in small plants where labor turnover is low and where every one 
„knows every one else personally. 

Their effectiveness as agencies for collective bargaining depends 
largely upon the quality of the local leadership. These men can and 
do learn to make demands and counter demands, to write fool-proof 
agreements, and to adjust grievances. All too frequently, however, 
they remain amateurs at a task which demands much skill and finesse. 
It is in grievance adjustment that they make their greatest contribu- 
tion to industrial relations. Adjustments can be made with a minimum 
of friction by leaders who know plant conditions first-hand and who 
have had long tenure there. 

There are in the United States hundreds—perhaps thousands—of 
single-plant, independent unions. Unionism was in the air in 1937, and 
workers felt that organization of some kind was inevitable for them. 
Some chose unaffiliated groups as the lesser of two evils; still others 
chose them as an offset to an actual or feared membership campaign 
by an outside union. The thirty-five independent groups existing in 

‘isconsin in late 1942, which responded to inquiries from the author, 
reported that local autonomy and absence of “outside interference” 
in employment conditions were the most important advantages from 
independence of the AFL and CIO. Lower dues and better relations 
with management ranked second among the avowed reasons for re- 
maining unaffiliated. “Freedom of action on problems peculiar to our 
industry”; “the men feel as though they have a voice in their own 
problems”; “no outsider is making a living off the men”; “we are able 
to run our organization as we see fit’”—these sentiments found frequent 
expression by the leaders of the Wisconsin independents. 
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The Local Shop Union of the Jefferson Products Company of Jef- 
ferson, Wisconsin, maintains a closed shop for its 14 members. It exists 
on per capita dues of 25 cents per month, and is completely local in its 
mentality. The Independent Mill Workers’ Union of Medford costs its 
200 members 25 cents each month in dues, and bargains for all em- 
ployees without benefit of a closed shop. Also purely home affairs are 
the unions at the Milwaukee Envelope Manufacturing Company, the 
Kimberly-Clark Corporation, the Leverenz Shoe Company, the Garton 
Toy Company, and the Kearney-Trecker Corporation, to mention only 

-a few. 

Most of the Wisconsin independents were organized in 1937 and 
1938, after Wisconsin had followed the national lead and enacted legis- 
lation similar to the Wagner act. In those years, also, rivalries between 
the AFL and CIO led to bitter disputes and irresponsible actions which 
frightened workers of the state, especially those in the smaller towns. 
The closed shop contracts negotiated at that time represent an attempt 
to stave off one of the two outside groups. The closed shop, for them, 
was a defensive measure, not against the employer, but against their 
outside rivals. 


Allied Independent Unions 


Local independent unions can bargain more or less effectively when 
employment opportunities are on the increase, provided they have an 
intelligent and alert local leadership. In times of stress, however, a, local 
without strike funds or the possibility of outside aid finds itself weak 
indeed. It may find itself having to fight as intervenor company union 
charges before a labor board. It may find its membership falling away 
as the result of the “boring from within” tactics of some rival group. 
So these local groups have associated with each other for their mutual 
aid and protection. 

The allied independents show great variety of organization. Some 
include employees of one or two plants in the same industry, as, for 
example, the Shoeworkers’ Protective Association; some are composed 
of many locals, craft and industrial, in several industries, as the Asso- 
ciated Unions of America; others, as the United Brotherhood of 
Weldors, Cutters, and Helpers of America, affiliate locals of a given 
occupation only. Still narrower is the membership of the United Air- 
craft Welders of America and that of the International Air Line 
Mechanics’ Association. Most of these alliances are genuinely free 
of employer domination or support; one or two are at least suspect. 
Some of them are truly national in scope, having affiliates across the 
country; others are confined to a single state or group of states. Most 
of them are very young and have not yet extended their organizations 
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to the limits of their constitutions. “National” and “international” in 
their names represent hopes, not present facts. 

As to outlook and policies, the allied groups also show great variety. 
The Mechanics’ Educational Society of America, if the statements of 
its president may be taken to describe the mentality of the membership, 
is a Class-conscious group far to the left of the AFL internationals and 
even most of the CIO affiliates. The Christian Labor Association, on 
the other hand, looks on both workers and employers as men, and is 
practically devoid of class-consciousness, The allied independents 
differ also in their attitudes toward the closed shop. The MESA and 
.the CLA both oppose it, the one arguing that the closed shop is merely 
a device to fatten the treasury, the other holding that the device de- 
stroys freedom of conscience. The Industrial Trades Union of America, 
on the other hand, negotiates closed shop contracts wherever possible. 
For the rest, they all propose to help each other obtain better wages 
and working conditions. Individual contract negotiation is left to local 
unions, with varying degrees of aid and supervision from the parent 
group. 

A very great deal of autonomy exists among the constituent groups, 

and only very rarely do they support each other by strike action. The 
. alliances are all very loose, serving mainly as channels of communica- 
tion and as organizing agencies. Like the internationals of the two 
older federations, constituents of the independent alliances vigorously 
defend their rights of self-determination, and since the constituents 
are locals, ultimate power lies in the hands of the rank-and-file. Most 
of them are openly hostile to the AFL and the CIO, but at least one 
independent alliance has cooperated generously with AFL and CIO 
units. 
-~ About 40 allied groups of independent unions have come to the atten- 
tion of the author, in contrast to the 110 or so affiliated with the AFL 
and the 50 or 60 constituents of the CIO, Estimating the total member- 
ship of the combined independent groups is too speculative to be at- 
tempted. The CLA claims 3,000 members, the MESA 42,504, the 
Society of Tool and Die Craftsmen 75,000, the Industrial Trades 
Union 17,000, the Brotherhood of Weldors 85,000, the Air Line 
Mechanics 4,000, the National Federation of Telephone Workers 
165,000, the United Utilities Union of America 251,000. Other groups 
refuse to give out membership figures or else make incredible claims. 

The platforms upon which these allied independents were organized 
shed light upon the effectiveness of some of the older unions and upon 
practices against which their members have rebelled. The Independent 
Textile Union of America, which became the Industrial Trades Union 
of America, set down as “first principles” in the preliminary meetings 
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of 1931 reasonable dues, low initiation fees, regular and complete 
financial reports to the membership, and local autonomy. Many consti- 
tutions provide for rank-and-file recall of officers, limited tenures, and 
local participation in policy determination. In short, the nondemocratic ' 
aspects of the older unions have been the target against which the bulk 
of the independents have aimed. In many cases membership in the 
older union was felt to yield no dividends, and the new group was 
organized to do something about it. 


Rival Federations 


Two federations of independents now challenge the right of the AFL 
' and CIO to speak for American labor. Many reasons for the formation 
of these federations are given officially, but always in the background 
is antagonism to the AFL and CIO and a desire to break their hold on 
employment conditions, especially, in the case of the United States 
Federation of Labor, the closed shop. Leaders of the Confederated 
Unions of America, the more powerful of the two federations, feel that 
independent unionism is not represented in Washington, where deci- 
sions affecting the whole of the laboring group are made by representa- 
tives of the AFL, the CIO, and the railroad brotherhoods. The CUA 
thus seeks representation in Washington, and has promised to provide 
its constituent nationals with wage and other data as well as with legal 
aid in cases before Washington labor boards. Organized late in 1942, 
the CUA has yet to prove itself. 

The United States Federation of Labor, which selective service has 
made virtually a one-man organization, exists as yet mainly on paper. 
It has affiliated about twenty local groups in Cook County, Illinois, 
and has plans to extend those local groups across all state lines. Its 
main activity at the moment is harassing AFL locals in Chicago. In 
contrast, the CUA has a much wider membership, both geographically 
and numerically, counting among its constituents such strong groups 
as the MESA, the United Brotherhood of Weldors, and the Western 
Electric Independent Labor Federation. Neither of the federations can 
be suspected of company unionism. The CUA does not admit to mem- 
bership any existing group which has figured in a company union case 
before a labor board, and the USFL, which has to date organized the 
groups affiliated with it, in its campaign literature speaks strongly 
and often of the rights of workers to organize without interference by 
the employer. 

Public opinion against the tactics of the old trade unions has been 
rapidly crystallized since 1937. It has found expression in restrictive 
state legislation since 1939 and more recently in the Smith-Connally 
act. Trade unions have had an unfavorable press, and rapid generaliza- 
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tions have been made by many people, workers included, that all unions 
are rackets, that they are undemocratic and violently coercive, and that 
union working rules promise to throttle all private initiative on the part 
of business men and workers alike. Whether the charges are true or 
not, so long as sufficient numbers of people believe them, restrictive 
labor legislation is the result. And when sufficient numbers of workers 
believe that the old unions are rackets, or undemocratic, or a monopoly, 
then those workers are receptive to an unaffiliated union which promises 
something different. 

“Absentee leaders” are widely condemned as the fomenters of strikes 
and disseminators of radical ideas. Both employers and workers share 
the notion, and when an independent group is organized, smoother 
labor relations can result because local plant problems are kept at 
home. It must be admitted that most employers want to keep their 
unions weak, and the “absentee leader” idea has been used as a propa- 
ganda device to create or maintain company unions. Nevertheless it is 
significant that the idea, propaganda or not, finds an easy reception. 
It reinforces an attitude that already exists. 

Whether independent unions will persist depends upon a number ` 
of factors, some internal, some external. Will they be able to develop 
the leadership and accumulate the funds to carry them through de- 
pressions? In terms of wages and working conditions, will they be able 
to show at least as good results as their affiliated rivals? If an employer- 
employee dispute reaches the stage of a show of strength, will the 
independents be able to weather a strike? Will adverse labor legislation 
in the post-war era force them into active coöperation or even amalga- 
mation with the older groups more experienced in lobbying and in in- 
- dustrial warfare? Upon the answers to all these questions depends 
their survival as functioning entities. 


SOME PROBLEMS OF METHODOLOGY IN 
MODERN ECONOMIC THEORY 


By OTTO von Merinc* 


I 


The rapid and widespread adoption of the Keynesian theory by 
contemporary economists, particularly by those who at first were 
highly critical, will probably be recorded in the future history of 
economic thought as an extraordinary happening. The fact that the 
new theory seems to be opposed to the traditional doctrine in almost 
every respect makes its great success all the more astonishing. The 
present writer does not intend to elaborate on the various reasons which 
can be advanced for the high reputation of the new theory, apart from 
its intrinsic value. But a few points may be mentioned briefly which 
possibly serve as an explanation. 

Mr. Keynes was a professional economist of great fame before he 
wrote his General Theory of Employment, Interest and Money. The 
traditional theory, based mainly on the assumption of private com- 
petition and nonintervention of the government, was unwilling to 
take the institutional arrangements of the late social liberal era, such 
as powerful, government-protected labor unions, and large-scale gov- 
ernment expenditure for the unemployed, as unalterable facts. Conse- 
quently, the neoclassical writers could not give a sufficient explana- 
tion, or rather, they could not indicate a proper remedy, for unem- 
ployment to all those who believe that the laws and regulations of 
social liberalism cannot be restricted but only extended. 

Economists had done research on the lines of the neoclassical school 
for many years, apparently pushing forward to the limits in many 
spheres of investigation. The General Theory became a powerful stimu- 
lus to new inquiries in the far-flung regions of economic studies. 
Theorists with the ability or at least with the inclination to argue by 
deduction, especially with the aid of mathematical analysis, found 
a fertile, almost inexhaustible new field of speculation and “pure” rea- 
soning. No wonder that many writers, particularly those of the younger 
generation, eagerly seized the opportunity, more concerned with the 
chances of real or imaginary discoveries than with the empirical use- 
fulness of their assumptions. 


*The author was formerly a professor at the Handelshochschule, Berlin, and is now 
lecturer on economics at Tufts College. 
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The Keynesian doctrine could draw some support, at least for the 
new theoretical concepts, from those economists who believe that Tke 
General Theory did not overthrow the principles of the “orthodox” 
school. In the opinions of these authors it is more the outward appear- 
ance than the essence of the economic theory that was changed by Mr. 
Keynes. Finally, the Keynesian theory corresponded well to the gen- 
-eral political tendency in many countries, whereas the neoclassical doc- 
trine was often considered “reactionary.” The latter aspect, of particu- 
lar importance, will be discussed more extensively in the concluding 
part of this paper. 


II 


There can be no doubt as to the main features of Mr. Keynes’s 
social philosophy, at least in so far as practical government policy is 
concerned. Although the author of Te General Theory wishes to main- 
tain the principle of private capitalism, he advocates a “comprehensive 
socialization of investment”;* and, furthermore, he wishes government 
to exercise “a guiding influence on the propensity to consume.”” The 
“arbitrary and inequitable distribution of wealth and incomes” is an 
. “outstanding fault of the economic society.’”* 

In the Preface of his book, How to Pay for the War, Mr. Keynes 
clearly exceeds the bounds of scientific research when he pleads for 
“snatching from the exigency of war positive social improvements.” 
He considers both the failure to provide for full employment and the 
inequitable distribution of wealth and income outstanding faults of the 
economic society. His theory, however, centers in the first defect. 
Hence, in the main course of his reasoning he examines only those 
means of government policy by which this defect may be removed. Let 
us see how the expounded theory and the government policy recom- 
mended for obtaining full employment are related. Does the suggested 
policy follow necessarily from the theory? 

Mr. Keynes divides the determinants of the economic system into 
two groups. The first group consists of given factors, 7.e., determinants 
which are treated “in this place and context” as constant.* These 
given factors are the existing skill and quantity of available labor, 
the existing quality and quantity of available equipment, the existing 
technique, the degree of competition, the tastes and habits of the 


1 J. M. Keynes, The General Theory of Employment, Interest and Money (New York, 
Harcourt Brace, 1936), p. 378. 


* Ibid., p. 378. 
? Ibid., p. 372. 
t Ibid., p. 245. 
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consumer, the disutility of different intensities of labor and of the 
activities of supervision and organization, as well as the social struc- 
ture including the forces—other than the variables set forth below— 
which determine the distribution of the national income. 

‘The second group of determinants are the “independent variables.” 
They are (1) the three fundamental psychological factors (propensity 
to consume, liquidity preference, and expectations of entrepreneurs), 
(2) the wage unit, and (3) the quantity of money. 

The dependent variables which are thus determined are total con- 
sumption and investment. These in turn compose the national income 
and regulate employment. If employment is not full, the reason may 
be insufficient consumption or insufficient investment, or both. The 
principal means of government policy to obtain full employment are 
(1) taxation of the well-to-do and government expenditure for the low 
income classes in order to increase consumption, as well as govern- 
ment investment as a supplement to private investment; and (2) 
monetary expansion, so that government expenditure need not be 
financed by taxation alone, and in order to reduce the rate of interest 
and hereby promote private investment. ' 

The question arises whether, within the framework of the Keynesian 
theory, the measures just mentioned are the only ones to assure full 
employment. We confine our attention in the following discussion to 
the policy, referred to under (1), and, examine accordingly whether 
this policy could not be replaced by other measures, provided full 
employment is the sole purpose. 

1. Highly progressive income taxation and death duties undoubted- 
ly tend to increase the average propensity to consume. However, the 
same result would be brought about by imposing (1) a very heavy tax 
on that part of the wealthier people’s income which is not consumed 
and (2) a moderately progressive tax on all incomes and moderate 
death levies. Such a combination of taxes may well increase the 
average propensity to consume as much as a very progressive income 
and estate taxation without the special tax on unspent income. A tax 
policy of this kind would be inferior to “all out” progressive taxation 
from the standpoint of equity of wealth distribution, but it would not 
be inferior, viewed from the angle of securing full employment. On the 
contrary, it may aid employment more effectively than sharply pro- 
gressive taxation applied without distinction between spent and un- 
spent income. For consumption would be equally encouraged in both 
cases, whereas investment and risk bearing would be less disturbed 
by highly progressive taxation which is limited to unspent income. 
High income taxation decreases the profit outlook in regard to all 
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investments which involve some kind of risk; the tax reduces the 
amount of profit which may be expected and leaves the risk un- 
changed. i 

2. Liquidity preference, according to The General Theory, is regu- 
lated by the transactions motive, the precautionary motive, and the 
speculative motive.” With respect to the first and second motive, the 
amount of cash holdings is considered as depending on the level of 
income. As to the third motive, the rate of interest is regarded as the 
decisive factor.® Yet it can hardly be denied that liquidity preference 
may, under certain circumstances, be affected not so much by the 
level of income and the rate of interest as by the general confidence 
of the investor in the maintenance of the principal rules of the capital- 
istic system. 

It is worth pointing out that fears of investors in regard to the 
future of the capitalistic system increase liquidity preference and 
hereby raise the rate of interest; the lack of confidence may well be 
the active factor. Consequently, a policy aimed at furthering investors’ 
confidence would reduce liquidity preference and at the same time 
the rate of interest. The decrease in the rate of interest, given the mar- 
ginal efficiency of capital, would promote investment and hence em- 
ployment. 

3. Entrepreneurs’ expectations of prospective yields are, according 
to The General Theory, partly based on existing facts which are more 
` or less known for certain and partly on future events which can only 
be forecast with more or less confidence.” Among the latter are men- 
tioned changes in the wage unit? during the life of the investment 
under consideration. It is true that expectation of a change in the wage 
unit during the life of an investment is apt to increase the profitability 
of the investment if a higher wage unit is anticipated, and the outlook 
“in regard to the future profit is unfavorable if a fall in the wage unit 
is to be expected.’ But although an expected rise in wages after com- 
pletion of the investment may increase future profit, currently high 
wages as compared to actual prices lower the marginal efficiency of 
capital. Moreover, the rise in future wages must be fairly pronounced 
if a given investment is to gain in value; and considerably higher wages 
can hardly be expected except during a period of strongly marked 
inflation. 


5 Ibid., pp. 170-72, 195-96. 
° Ibid., pp. 199, 200. 
1 Ibid., p. 147. 


8 Fe., the money wage for a labor unit, as for example the money wage per hour of 
labor. 


° Assuming the level of price changes, at least approximately, with the wage unit. 
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The question of the relation between wages and prices cannot be dis- 
cussed here. But there seems good reason to believe that a government 
policy, aimed at a very slow but continuous rise in prices, followed, 
though not immediately, by a corresponding rise in wages, has a favor- 
able effect upon the marginal efficiency of capital and hence on em- 
ployment.”*° 

4. Mr. Keynes emphasizes the importance of business psychology 
for the marginal efficiency of capital. But he pays little attention to 
the fact that this psychology is greatly affected by the actual and 
expected tax policy, labor policy, and price policy of the government.”* 
Not only higher taxation and rising wages may curb enterprise, the 
fear of lower prices in the future also reduces entrepreneurs’ expecta- 
tions. This fear may just as well be aroused by threatened government 
intervention as by “natural” causes, brought about, for example, during 
the course of a business cycle. 

Hence, a government policy designed to raise confidence in the 
business world that no interference with prices is planned would 
ordinarily promote the marginal efficiency of capital. 

5. It might be argued that measures which tend to increase the 
marginal efficiency of capital often reduce the propensity to consume 
and vice versa. For example, lightening of the tax burden on the rich 
may be said to stimulate investment, but reduce consumption. On the 
other hand, progressive taxation and government expenditure for the 
poor, while increasing consumption, may make, as was mentioned 
above, would-be investors and entrepreneurs hesitate to invest. It is 
quite possible that this factor more than offsets investment induced by 
consumption that was increased as a result of more even distribution 
of income. But is there no way out of the dilemma? Is it impossible 
to reconcile policies aimed at promoting both investment and consump- 
tion? 

There is a confusion of thought which must be avoided in connection 
with the problem of the effect of consumption upon employment. What 
matters is not the total amount of consumption of a society nor the 
per capita amount, but the percentage of national income which is 
spent on consumption. This percentage can be increased by progres- - 
sive taxation combined with government expenditure for the low in- 
come classes. But it can also be increased by a reduction in per capita 
income, as brought about by an increase in the size of the average 

Mr. Keynes, taking progress of technique and equipment into account, suggests slowly 
rising wages, while prices are kept stable (zbid., p. 271). 


€ The importance of labor ‘policy and tax policy is rightly stressed by C. O. Hardy, 
“Fiscal Policy and the National Income: A Review,” Am. Econ. Rev., Vol. XXXII, No. 1 
(March, 1942), p. 109. 
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family. This does not necessarily exclude a gradual improvement of 
the standard of living, if only the growth of population exerts such a 
pressure as to make large savings of the masses impossible. In other 
words, the “basic national income,” at which the average propensity 
to consume is equal to one,” would have to be increased; and the 
government might do its part in raising the customary standard of 
living. . 

True, promoting the growth of the population is opposed to the 
purpose of improving the standard of living, inasmuch as the former 
increases, the latter tends to reduce the ratio of consumption to in- 
come. If, however, the stress is laid at least as much on creating 
human wants as on increasing income, the combined pressure of in- 
creased wants and the growth of population may well prevent large- 
scale savings on the part of the low income classes in spite of higher 
real income per family or even per capita. It is well to remember that 
the standard of living of the low income classes was much improved. 
during the nineteenth century notwithstanding the high birth rate; 
and no structural unemployment resulted, so that the problem of per- 
manently insufficient consumption did not arise at that time. Whether 
a government policy, directed toward a higher standard of living and 
larger families would be successful is open to ‘doubt. But the success 
of Mr. Keynes’s proposals is also debatable. 

The Keynesian solution to the problem of unemployment may be the 
only one if at the same time a more even distribution of income is 
to be obtained and if full employment and elimination of great in- 
equalities in wealth are considered more important than maintenance 
of the system of private enterprise. But, as was shown in the above 
discussion, the economic policy suggested by Mr. Keynes and his 
followers is by no means the only possible way of solving the problem 
of unemployment. 

6. Mr. Keynes may point out that, since he treated the quantity of 
available labor as constant, there was no need for him to discuss the 
influence of population growth on consumption and employment. This 
is true; but the point is that the choice of the constants and variables 
is arbitrary, and it is this choice of the data which gives a bias to 
The General Theory. If the quantity of available labor is taken as 
given, there is no room for government policy toward increasing the 
- population. If possible changes in “the social structure including the 
forces which determine the distribution of the national income” are 
left out of account, except as set forth by the variables of the system, 
the protection of labor unions by the government and the payment 
of doles are treated as constants. 


“See A. H. Hansen, Fiscal Policy and Business Cycles (New York, Norton, 1941), p. 
285. 
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Hence, an essential factor in the whole economy—the fact that the 
unemployed need not fear starvation and that the policy of the labor 
unions can be based upon government aid—is taken as given. Con- 
sequently, not an individualistic system is assumed but a system with 
strongly marked social control. 

The conclusion which is finally reached, then, is that the existing 
amount of social control is not sufficient. At the same time the infer- 
ence that less government activity than originally taken for granted 
might also be a solution to the problem of unemployment is excluded. 
Government planning is considered flexible only in the direction of 
more planning. 

Alvin H. Hansen indeed states this in unmistakable words: “In a 
controlled economy the government, the corporation, and organized 
groups all exercise a direct influence over the market mechanism... . 
There can be no doubt that these profound changes in institutional ar- 
rangements are significant. It is not possible to go back to the atomistic 
order. Corporations, trade-unions, and government intervention we 
shall continue to have. Modern democracy does not mean individualism. 
It means a system in which private, voluntary organization functions 
under general, and mostly indirect, governmental control. Dictator- 
ship means direct and specific control. We do not have a choice be- 
tween ‘plan and no plan.’ We have a choice only between democratic 
planning and totalitarian regimentation.”** The author does not seem 
to realize that this statement deprives the theoretical discussion of its 
solid foundation. For it can always be claimed that one or the other 
critical government measure cannot be introduced or withdrawn for 
some political reason. Social liberalism is a very vague concept. Never- 
theless, it is taken as a datum of the economic system instead of mak- 
ing the amount of government activities a dependent variable. In 
other words, what should be proved is placed among the suppositions. 

According to Mr. Hansen, total national income of the United 
States during the thirties could have been sustained if it had been 
possible to maintain private fixed capital investment, including pro- 
ducers’ plant and equipment, residential and private non-profit con- 
struction, at the 14 billion dollar level of the period 1925-29.% As a 
matter of fact, private investment from 1930 to 1939 fell short of this 
figure, the total deficiency during the ten years being estimated by Mr. 
Hansen at 74.6 billion dollars. These statements may seem to be of a 
purely descriptive nature, and Mr. Hansen’s conclusion that govern- 
ment expenditure has to fill the gap appears to be based on objective 
. observation of facts. 

Actually, the “deficiency of private investment” is not an ultimate 


1 Ibid., p. 47. 
4 Ibid., p. 87. 
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datum of the problem, and without examining the causes of this de- . 
ficiency the description of the economic conditions is one-sided and 
does not conform to the principle of purely scientific research. The data 
of Mr. Hansen in the problem under consideration are a certain 
consumption function and a certain amount of private investment 
(not a function but a constant). If this amount is not sufficient, to ` 
make up for the deficiency in consumption, unemployment results and 
only government investment can fill the gap. But nothing is gained by 
such reasoning. 

The course of economic theory depends on the choice of the data. 
This choice is not—in fact, it cannot be—dictated by pure knowledge 
alone. Hence, there can be no economic theory without at least a grain 
of political philosophy. However, by the very fact that we realize this 
we may better succeed in avoiding obviously biased conclusions. ` 

7. The use of certain government actions as data of the system is 
particularly open to objection if the government policy, assumed to be 
existent, is likely to change the data so that more unemployment is 
being created. Mr. Hansen rightly points out that the introduction of 
the social security program in the United States in 1937 caused a 
large accumulation of funds. Thus, compulsory savings of the lower 
income classes reduced the average propensity to consume and the 
result is that government policy, in order to reduce savings sufficiently, 
has to raise consumption, not from the level which would prevail under 
ordinary conditions but from the still lower artificial level created by 
the social security program. Hence, still higher progressive taxation 
and/or still more government investment seems inevitable if full em- . 

ployment is to be reached. 
' Similarly, another objection to the Keynesian theory is ibat it advo- 
cates a policy opposed to the interest of large investors and entrepre- 
neurs and then, when this policy is about to be realized, holds the 
high liquidity preference of investors and the timidity of entrepreneurs 
responsible for the necessity further to increase taxation and public 
works. 


II 


In regard to the relation of theory and policy Mr. Keynes believes 
that “the ideals of economists and political philosophers both when 
they are right and when they are wrong are more powerful than is 
commonly understood. Indeed, the world is ruled by little else. Practi- 
cal men who believe themselves to be quite exempt from any intellectual 
influences are usually the slaves of some defunct economist.’** But is it 


* Ibid., p. 239. 
* Keynes, op. cit., p. 383. 
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really true that the economist goes ahead and that the politician fol- 
lows him? Much may be said to support this statement; more, I 
believe, can be brought forward to refute it. In any case, it is a prob- 
lem that cannot be discussed in the cursory manner in which Mr. 
Keynes writes about it. 

It is surprising that he does not even mention the view which 
Vilfredo Pareto expressed about the same subject in his Mind and 
Society." Pareto’s opinion is directly opposed to the Keynesian and it 
seems worth while to dwell upon this important topic somewhat longer. 
The famous Italian author distinguishes’? between (A) the psychic 
state of a people, that is, in great part the product of individual inter- 
ests, economic, political, and social, and of the circumstances under 
which people live, (B) the conduct, namely, the actual management of 
affairs, and (C) the theory. For example, A may be the psychic state of 
a nation in regard to international trade, B, the government policy of 
international trade, and C, the theory of international trade. Pareto 
insists that there is a strong relation A B and AC, but generally only 
a tenuous relation C B. In other words, the psychic state of the people 
influences both the policy of the government and the theory, but the 
theory does not ordinarily work upon the policy. 

With respect to the problem of free trade the Italian author believes 
that powerful individual interests (A), have caused the adoption of 
free trade (B); and that the practice of free trade over a long period 
of years (B), reacted upon the psychic state (A), and intensified it, 
so increasing obstacles in the way of introducing protection. But the 
theory of free trade (C), was—according to Pareto—in no way re- - 
sponsible for that. Finally, he makes a prediction, which seems to 
prove true, at least to some extent: Other facts may tend to modify A 
in their turn; “and such modifications may serve to change B and so 


bring protection about. . . . Meantime, modifications in C will be 
observable and new theories favorable to protection will come into 
vogue.”?° 


If one applies Pareto’s reasoning to the general ideas of the classical 
school as well as to Mr. Keynes’ theory, the argument would run ap- 
proximately as follows: The interests and sentiments of the rising 
class of the eighteenth century, which became the ruling class of the 
nineteenth century, z.e., the bourgeoisie (A), determined the practical 
policy of nonintervention by the government (B), and the theory of 
individualistic economy (C). On the other hand, the interests of the 
working class, whose power was greatly increased during the latter 


“ Edited by Arthur Livingston, New York, 1935. 
* Ibid., Vol. I, pp. 88 f. 
* Ibid., p. 92. 
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part of the nineteenth and during the twentieth century (A), are bring- 
ing about the policy of social (“progressive”) liberalism (B), and 
create the Keynesian theory (C), with its concepts of liquidity pref- 
erence, entrepreneurs’ psychological expectations and propensity to 
consume. | 

The liquidity preference of the wealthy, threatening employment by 
its influence on the rate of interest and on investment, may be regarded 
as a visible sign of the decline of capitalism. The investors appear as a 
class of parasites, whose euthanasia is both desired and—under an 
adequate policy—predicted. The entrepreneur no longer assumes the 
pioneer rôle of the heyday of capitalism but is considered a timid man, 
whose anxious look is constantly directed to the fluctuations of the 
rate of interest and who shrinks from bearing any substantial risk. His 
existence seems almost useless from the economic angle; only for the - 
sake of maintaining democracy he might still deserve some attention. 

There remains the propensity to consume. This magic concept turns 
the bourgeois’ austere motto “produce and save” into the popular 
maxim “consume and spend.” Toil and sweat are removed from their 
dominating position in the field of economic policy and replaced by 
pleasure that involves expenditure. The theory of the propensity to 
consume is adorned by the concept of the multiplier. This concept has 
the advantage that it seems to promise a precise solution to a problem 
whose empirical basis is lamentably poor. At the same time the word 
“multiplier” is apt to cause among laymen enthusiastic hopes with 
regard to the results of government expenditure for the working 
class. 

The proponents of social liberalism had for a long time advocated . 
decidedly progressive taxation, but they were somewhat restrained by 
the consideration that too high taxation of wealth would stop saving. 
Furthermore, though in principle disapproving consumption taxes as 
too heavy a burden on the poor, they thought some taxation on con- 
sumers’ goods necessary in order to assure sufficient saving. Now, the 
last theoretical barriers to unrestricted taxation of the rich are elimi- 
nated by the new theory and a fiscal policy still more strongly in favor 
of the masses appears to be indicated from the purely economic view- 
point.” The new theory fits in well with the demands of the great body 
of the people in our time, just as the doctrine of the English classical 
school in the nineteenth century satisfied the wishes of the contem- 
porary British industrialists. 

Naturally, the statement that the condition of mind in the rising or 
actually ruling class influences not only the practical policy but also 
economic theory does not affect the personal integrity of authors who 


» Wartime conditions are disregarded in this context. 
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are swimming with the stream, no matter whether we consider writers 
of our own or of earlier times. Opinion to the contrary would be a gross 
misunderstanding of the relation between nonlogical sentiments and 
interests and logical “derivations” in Pareto’s theory. 

Unfortunately (or fortunately?), the adaptation of the economic 
theory to the political and social trend does not necessarily require 
a great change in the underlying data. A seemingly slight shift in the 
assumptions may suffice to change the theory to such an extent that 
the theorist appears to be justified in advocating a policy quite contrary 
to the course of action suggested heretofore. What has changed, then, 
are not the “objective” conditions but the emphasis laid on one or the 
other of the various data of the economic system; and since experience 
inevitably gives us only a very incomplete picture of the actual eco- 
nomic world, the theorist has not too much difficulty in proving what- 
ever he wishes. 

In the concluding notes of his famous book, Mr. Keynes states that 
“madmen in authority who hear voices in the air are distilling their 
frenzy from some academic scribbler of a few years back.”” That may 
be admitted; but the point is that the politician has a vast choice as to 
the scribbling, since there is almost no hypothesis that has not been 
expounded at some time by a so-called economist. Hence, it remains 
true that the politician, not the writer, is the active factor which de- 
termines the trend. That may be revolting to the pride of an ingenious 
and rightly famous theorist. But he should remember Mephistopheles’ 
ominous words: 


The whole whirl strives to mount above, 
Thou ’rt being shoved, believing thou dost shove. 


a Keynes, op. cit., p. 383. 


THE WAR LABOR’ BOARD: AN EXPERIMENT IN 
WAGE STABILIZATION 


By JANE CASSELS RECORD* 


During the first year which elapsed after the President by Executive 
Order launched a concrete wage stabilization program as an integral 
part of a renewed campaign to control inflation, wage levels con- 
tinued to rise in spite of stabilization machinery set up by the National 
War Labor Board. From October, 1942, when the Executive Order 
was issued, to October, 1943, average hourly earnings in the United 
States for all manufacturing industries combined rose from 89.3 cents 
to 98.9 cents, an increase of 10.7 per cent.’ During the twelve months 
immediately preceding the Executive Order, when no formal wage 
stabilization program was in existence, average hourly earnings for 
this same group increased only 17.3 per cent.? Even taking into con- 
sideration the acceleration in the war effort during the year following 
October, 1942, as compared with that of the preceding twelve months 
and the contingent probability that wages would have increased more 
than 17.3 per cent during the former period had there been no attempts 
at stabilization—it is readily apparent that the War Labor Board 
has not been successful in executing its mandate to stabilize wages at 
levels prevailing on September 15, 1942, 

Wage earnings have continued to rise not only in manufacturing but 
also in public utilities, laundries, hotels, wholesale and retail trade, 
and other nonmanufacturing occupations. To cite a few examples, in 
the October, 1942-October, 1943, period, when stabilization suppos- 
edly was in full swing, average hourly earnings rose from 3.8 per cent 
in telephone and telegraph companies; from 13.4 per cent in power 
laundries; 15.4 per cent in hotels; 8.1 per cent in wholesale trade; 8.7 
per cent in retail trade; 8.3 and 8.7 per cent, respectively, in anthracite 
and bituminous coal mining; and 6 per cent in building construction.’ 

* Mrs. Record is associated with the Regional War Labor Board at Atlanta as econo- 
mist in the wage analysis division. The opinions expressed are her personal views. 


+The wage-fluctuation statistics cited in this and succeeding paragraphs were taken from 
releases of the Bureau of Labor Statistics, the latest of which was dated December 19, 
1943, 


*From 76.1 cents in October, 1941. 
*A clear distinction should be made at the outset between wage rates and wage earn- 
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Why has the War Labor Board been unable to stabilize wages at 
September, 1942, levels? It is to an examination of the fundamental 
impediments to stabilization, and of the Board’s policy as it developed 
through a maze of problems and difficulties, that this article is ad- 
dressed. The orientation is more particularly in terms of the South- 
eastern Regional War Labor Board and the eight states within its 
jurisdiction. 

But first, a brief word of background on the origin of the stabilization 
program. 

I 


In the late summer and early fall of 1942, alarm over the threat of 
inflation was felt in the Administration, in Congress, and among the 
public at large. It had become increasingly apparent that prices were 
continuing to rise in spite of existing legislation and the President’s ef- 
forts to the contrary. 

As a result of this strong public feeling, Congress amended the 
Emergency Price Control Act on October 2, 1942,* thereby authorizing 
the President on or before November 1 “to issue a general order 
stabilizing prices, wages, and salaries, affecting the cost of living.” 
The act further stated that “such stabilization shall so far as practicable 
be on the basis of levels which existed on September 15, 1942.” The 
President was given the further authority to provide for making ad- 
justments in these September levels “to the extent that he finds neces- 
sary to aid in the effective prosecution of the war or to correct gross 
inequities.” 

The following day the President issued an Executive Order? estab- 





ings. Earnings may fluctuate while wage rates remain constant, The Bureau of Labor 
Statistics figures on average hourly earnings include premium payments for overtime and 
night shift work, incentive plans, upgradings, alterations in the composition of the work 
force, shifts in the distribution of manpower among the various industries (i.e. from 
low-wage to high-wage industries), etc. In an article on “Trends in Factory Wages, 
1939-43,” published in the Nov., 1943, issue of Monthly Labor Review, H. M. Douty 
attempts to isolate fluctuations in basic wage rates by correcting average hourly earnings 
for overtime premium pay and changes in manpower distribution. These statistics. show 
an increase of 5.2 per cent (78.2 to 82.3 cents) for all manufacturing combined, from 
October, 1942, to July, 1943, as compared with a 7.9 per cent increase (89.3 to 96.3 cents) 
in uncorrected average hourly earnings, During the January-October, 1942, period the 
increases were 7.3 and 11.5 per cent, respectively. 

Neither the Price Control act nor the President’s Order makes clear whether ‘‘wages” 
and/or “wage levels” refer to rates or earnings. Since the wage stabilization program 
was set in a context of inflation control, the implication is that “wages” has a strong 
earnings connotation because of the significance of purchasing power in the problem of 
inflation. For this reason, the writer uses the terms “wages” and “wage levels’ in an 
earnings sense unless otherwise indicated. 

‘Public Law 729—-77th Cong.: “An Act to Amend the Emergency Price Control Act of 
1942, to Aid in Preventing Inflation, and for Other Purposes.” 


° Executive Order No. 9250, Providing for the Stabilizing of the National Economy, 
October 3, 1942. 
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lishing an Office of Economic Stabilization to “formulate and develop 
a comprehensive national economic policy relating to the control of 
civilian purchasing power, prices, rents, wages, salaries, profits, ration- 
ing, subsidies, and all related matters . . . all for the purpose of pre- 
venting avoidable increases in the cost of living, codperating in 
minimizing the unnecessary migration of labor from one business, 
industry, or region to another, and facilitating the prosecution of the 
war.” 

The agency designated to carry out the wage policies of this order 
was the National War Labor Board. Section 2 of Title II specifically 
sets forth the Board’s mandate: not to approve any increase in wages 
prevailing on September 15 “unless such increase is necessary to 
correct maladjustments or inequalities, to eliminate substandards of 
living, to correct gross inequities, or to aid in the prosecution of the 
war.” 

Thus, though the act of Congress and the subsequent order of the 
President did not constitute a wage freeze, the implications were clear 
that wages were to be stabilized at September levels except in rare 
and unusual cases where nonapproval of adjustments would work 
discriminatory hardship on employers and/or employees, or directly 
frustrate the war effort. 


H 


When the National War Labor Board supplanted the National De- 
fense Mediation Board? on January 12, 1942, its primary function was 
still the prevention of strikes in war industries by mediation and adjudi- 
cation of disputes between labor and management. It was not until the 
President’s October order that the Board was charged officially with the 
task of stabilizing wages and given a concrete framework within which 
to work.’ Whereas up to this time the Board had dealt almost exclusively 
with the cases involving disputes between employers and unions with 


* This Board, created by the President’s Executive Order No. 8716 on March 19, 1941, 
was ineffectualized in December, 1941, by the resignation of CIO members in protest over 
the Board’s handling of the national coal strike. 


*The Price Control act of January 30, 1942, directed the Board and other agencies of 
government dealing with wages “within the limits of their authority and jurisdiction, to 
work toward a stabilization of prices, fair and equitable wages and cost of production.” 
In his message to Congress the following April, the President included the stabilization of 
wages as a part of his seven-point anti-inflation program. He stated, “I believe that 
stabilizing the cost of living will mean that wages in general can and should be kept at 
existing levels’; but he directed the Board to “continue to give due consideration to in- 
equalities and the elimination of substandards of living.” However, until the October 
order, the Board was given only this nebulous policy and no machinery to expedite it. 
The Board was further handicapped, in so far as stabilization was concerned, by the fact 
that it exercised control only over those wage adjustments which were at issue in the dis- 
putes cases referred to the Board. Employers generally were free to raise wages at will. 
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respect to wages and other conditions of employment, the President’s 
order now provided that no wage or salary adjustment could be made 
without the approval of the Board for those groups of workers over 
which the Board was given jurisdiction.’ As a result of this provision, 
the Board anticipated a flood of applications for approval of wage 
adjustments with respect to which labor and management were in full 
agreement. To implement its new stabilization function, the Board 
established eight—later raised to twelve—regional offices in various 
sections of the country. These offices were set up specifically to handle 
“voluntary applications” from employers for permission to raise wages. 
The regional offices dealt exclusively with this type of application, and 
had only limited authority even there, until tripartite regional boards 
were created early in 1943. Gradually the National Board released 
authority to these regional boards for the adjudication of both volun- 
tary applications and disputes cases. l 

= Seven southeastern states°—Alabama, Florida, Georgia, Mississippi, 
North Carolina, South Carolina, and Tennessee—were designated to 
comprise Region IV, and the regional office was established at Atlanta. 
The wage stabilization division of this office was set up in November, 
and a disputes division added in the following January. The regional 
board has been characterized by this dichotomized function and organi- 
zation in the ensuing months. The two divisions have operated as sep- 
arate units except that the division of wage stabilization has analyzed 
and made recommendation with respect to wage issues in disputes cases 
for the purpose of promoting consistency in the wage decisions of the 
region board. | 

IIT 


During the first year which elapsed after the establishment of the - 
regional office in Atlanta, wage levels continued to rise in the states 
within its jurisdiction. Although regional breakdowns of wage-trend 
statistics are not available, we know that wage earnings have risen 
significantly in those industries which characterize the Southeast. To 
give a few examples, average hourly earnings rose 2.8 per cent for the 
cotton textile industry;*° 12 per cent for hosiery; 7.2 per cent for work 
shirts; 10.9 per cent for tobacco; 11.9 per cent for sawmills and logging 

"Roughly, the jurisdiction of the Board covers wage and salary adjustments for all 


nonfarm employees who earn less than $5,000 per year, except bona fide administrative, 
executive, and professional workers, 

° Virginia was later transferred from Region III (Philadelphia) to Region IV, making a 
total of eight states. 

* Wage rates had increased substantially in this industry just prior to the stabilization 
order due to the August 20 decision of the Board in the cases of forty New England and 
eleven southern textile mills granting over-all 7%4-cent per hour increases. (Cf. NWLB 
Case Nos. 104, 105, et al.) 
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camps; and 12 per cent for furniture. These and other indices, dis- 
cussed in detail later, indicate that wage levels in the Southeast have 
risen considerably above September, 1942, levels. 

The problems and difficulties involved in implementing a realistic 
wage stabilization program in the Southeast have become increasingly 
apparent during the past eighteen months. In the first place, the South- 
east, traditionally a low-wage, surplus-labor section, had not felt the 
impact of the war effort in the fall of 1942 to anything like the degree 
characterizing the industrialized sections of the East, Mid-West, and 
West Coast. To be sure, there were areas in the Southeast which were 
in the grips of war boom, notably the shipbuilding centers along the 
South Atlantic and Gulf coasts. But even as late as January 1, 1943, 
the War Manpower Commission, in its monthly releases on Labor 
Supply Adequacy, had classified only eight labor market areas in the 
eight southeastern states in Group I (areas of acute labor shortage) ; 
seven areas in Group II (labor shortage anticipated within six months) ; 
and five areas in Group III (labor shortage anticipated after six 
months). The picture changed significantly during the next nine months, 
however. By October 1, 1943, there were sixteen areas classified in 
Group I, nine in Group IT, and nineteen in Group III, demonstrating the 
tightening of labor markets during this period. 

Because of the relatively loose labor market in these noncritical 
areas, wages had not risen as acutely by October, 1942, as they would 
have under war boom conditions. During the ensuing months, however, 
due to the influx of new plants, and new war contracts in already estab- 
lished plants, plus the emigration of surplus workers to war industry 
centers both in the Southeast and in other regions, labor markets began 
to tighten throughout the eight southeastern states, and increasing 
pressure was exerted upon the Board to approve wage increases, par- 
ticularly as the cost of living continued to rise. 

New plants, notably airframe and aircraft parts, moved into this 
section for the express purpose of eapitalizing on the unused labor 
reserve. An example of this trend was the building of a large bomber 
factory by the Bell Aircraft Corporation at Marietta, Georgia (Atlanta 
metropolitan area), in 1942. This plant began to hire thousands of 
workers as it prepared to go into production in the spring of 1943. 
It was scheduled to employ 30,000 men and women by January, 1944. 
Atlanta, which had developed primarily as a commercial rather than 
industrial center and had been characterized by a labor surplus, began 
to feel the impact of Bell hiring in the spring and summer of 1943, 
and by the late spring of 1944 the labor shortage to all indications will 
be acute. 
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Under National War Labor Board General Order No. 6,” the Re- 
gional Board has permitted many of these plants to establish wages at 
or near the maximum of the “going rates” for comparable jobs or skills 
in the respective communities. General Order No. 6 provides that new 
plants may not without special approval of the War Labor Board set 
their rates so as to unstabilize the local wage structure. ‘Whether in a 
given case it would unstabilize wages in the area to permit a particular 
employer to fix the rates for a new plant at any level up to the maximum 
being paid in the area, or whether he should be permitted to pay only 
the average, or less than the average, will depend on his traditional 
wage history in relation to the wages of the industry generally, or of the 
area if he has theretofore operated in the area, the nature of the work 
in which he is engaged, the rates being paid for comparable work in 
comparable establishments, and other pertinent factors.” 

Since these new plants have been predominantly in high-wage indus- 
tries, and consequently have been permitted to establish rates at or 
near the top of local wage levels, the low-wage industries in the 
affected areas often have been placed at a competitive disadvantage in so 
far as maintenance and recruitment of an adequate work force through 
the wage instrument is concerned. The competitive position of low- 
wage employers has been further adversely affected by the influx of 
War and Navy Department projects which have in many instances paid 
wage rates in excess of even the maximum community levels. Under 
General Orders No. 147 and No. 18,4 the National War Labor 
Board delegated to the War and Navy Departments, respectively, the 
authority to rule on applications for wage adjustments from divisions 
and projects of these departments. While the latter were instructed 
to adhere to the criteria set forth in War Labor Board policy in decid- 
ing the merits of these proposed adjustments, it was to be expected that 
the departments would concern themselves primarily with expediting 
the war effort rather than with stabilizing wages. As a result, wage rates 
all too often have been set by projects of the departments with a view 
to recruiting an adequate labor force quickly, and with little regard 
for the consequent unstabilizing effects upon the local wage structure. 

If labor had been frozen on jobs during this period, or if the War 
Manpower Commission had developed adequate techniques for con- 
trolling the shifting of workers from job to job in search of higher 
incomes, the difficulties of the Regional Board in effecting wage sta- 


Section (2) relates to the establishment of new plants. 

2 NWLB General Order No. 6, Section (2) (a), October 20, 1942. 
"€ Adopted November 14, 1942. 

* Adopted December 2, 1942. 
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bilization would have been mitigated significantly. But the Manpower 
Commission was handicapped by its lack of authority to institute a 
manpower freeze, coupled with the fact that a separate agency had 
been vested with control over wages, which in our traditional price 
economy have been the principal instrument in directing and control- 
ling the flow and distribution of manpower. 

The program which the War Manpower Commission did institute— 
employer pacts not to “raid” each other of labor, controlled hiring 
through the United States Employment Service, a system of requiring 
workers to obtain releases from current war jobs before transferring to 
new jobs, etc.—was inadequate, and broke down at many points as em- 
ployers and workers discovered methods of circumventing the regula- 
tions and agreements. And the Regional War Labor Board’s wage 
stabilization difficulties increased commensurately with the failure of 
the manpower control program. 


IV 


The tripartite nature of the Board, which had offered distinctive 
advantages in the adjudication of disputes cases, presented certain 
commensurate disadvantages with respect to wage control. The fact 
that two-thirds of the Board’s voting strength is vested in labor leaders 
conscious of the rising cost of living and employers pinched by increas- 
ing labor shortages does not always lend itself to the interests of 
stabilization. This is particularly true for those Board sessions where 
employers from relatively low-wage industries constitute management 
representation on the Board.*® 

The National Board had been created a tripartite body in light of 
its original function of handling disputes with the thought that, where 
labor and management were in disagreement, the balance of power 
would be wielded by the nonpartisan public members. When wage 
stabilization became a function of the Board, this tripartite organism 
was retained; but the strategic power of the public members’ voting 
strength waned as labor shortages made their impact upon employers 
and the latter exhibited increasing tendencies to align themselves with 
labor members to hike wages. Thus wage relief was given to an increas- 
ing number of employers by decision of the Board, with the result that 
wage rates in many instances were pushed up beyond September 15 

1 Presidential Executive Order No. 9017 establishing the Board had provided for twelve 


members, plus twelve alternates, with four representatives each from management, labor 
and the public. The regional boards followed the same pattern. 


1¢ The full Board is not convened except in special cases, and representatives of the 
three groups rotate service on the Board for its weekly sessions. 
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levels.” Employers who had exhausted their Little Steel Formula mar- 
gin**--and whose proposed adjustments did not comply with the criteria 
definitive of bona fide promotions, reclassifications, or merit increases’? 
——sought increases on the basis that their wage rates were inequitably 
low in comparison with those of their immediate competitors, or that 
their wage rates were substandard. These alleged inequities and sub-- 
standard wages are discussed in later paragraphs. 


V 


Another factor contributing to a continued rise in wage levels has 
been the tendency of the Board to generosity with respect to the exten- 
sion of paid vacations, overtime and night shift premiums, equal pay 
for equal work without regard for race or sex, the elimination of sub- 
standards of living, and other principles which had come to be widely 
accepted and respected as sound labor policies under the New Deal 
Administration. The National War Labor Board during the January- 
October, 1942, period, and the National Defense Mediation Board dur- 
ing the preceding nine months, had set a strong precedent for the 
approval of paid vacations and premiums for overtime and night shift 
work, In those days the Board’s primary concern was not wage sta- 
bilization but the prevention of strikes. After the October stabilization 
order it was apparent that the institution of these wage premiums in 
plants which had not previously effected them would constitute infla- 
tionary wage increases. But the Board was bound by precedent and 
forced by pressure to permit the extension of these principles in many 
instances, particularly where they were characteristic of the industry 
or area. 


7 A sample of 36,638 case decisions (voluntary adjustments) tabulated by the National 
Board for all regions during the first twelve months of stabilization and included in the 
Board’s monthly reports to the Senate, showed 20,497 (56 per cent) full approvals, 
8,880 (24.2 per cent) partial approvals, and 7,261 (19.8 per cent) denials. 


This formula was developed and pronounced as Board policy in connection with the 
Board’s decision in the “Little Steel” cases, July, 1942. Briefly, it permitted wage in- 
creases not to exceed 15 per cent of the rates prevailing in a particular plant on January 
1, 1941. The cost of living had risen 15 per cent from January, 1941, to May, 1942, and 
the Board by its decision in the “Little Steel’ cases in effect attempted to stabilize pur- 
chasing power at the January, 1941, level. As the cost of living continued to rise the Board 
was pressured to extend the formula to permit commensurate wage increases. 


1 General Orders No. 5 and No. 9, adopted November 26, 1942, provided that adjust- 
ments might be made in the rates of individual employees without Board approval in 
cases of individual promotions or reclassifications, individual merit increases under an 
established plan, increased production under piece work or incentive plans, or compliance 
with an apprentice or trainee plan. General Order No. 4, adopted October 9, 1942, had 
exempted employers of less than 9 workers from the necessity of applying to the Board 
for approval of wage adjustments, 


ed 
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- The Southeast had been relatively slow i in accepting New Deal labor 


` policies. Even as late as the fall of 1942 night shift differentials and 
: paid vacations were common practices in few areas of this region. This 


was also true of overtime bonuses, except for those plants covered by 
the Fair Labor Standards act. During the winter and spring of 1943, 
however, as labor markets tightened and management was caught 
between ceilings on hourly wage rates and increasing labor shortages, 
employers began to apply for Board approval of these premium pay- 
ments in an effort to induce employees to remain on their jobs. Pro- 
posals for paid vacations, for example, were in many instances appar- 
ently a camouflage or a substitute for more obvious forms of wage in- 
creases. In some instances plans involved closing the plant for the vaca- 


- tion period, and in others it was proposed to pay employees double time 


in lieu of a vacation. In either case approval by the Board was inflation- 


ary, because the former type of plan purported to maintain the samé out- 
lay of purchasing power for decreased production of goods and services 
„while the latter type involved an increment in purchasing power with- 
. out a commensurate increase in the production of goods and services. 


‘Through General Order No. 16, adopted on November 24, 1942, the. 
National Board permitted employers to make adjustments “which 
equalize the wage or salary rates paid to females with the rates paid 
to males for comparable quality and quantity of work on the same or 


= similar operations” without submitting application to the Board.” 


In a June, 1943, decision” the Board ordered the abolition of the job 
classifications “colored laborer” and “‘white laborer,” and ruled that 
“all workers affected shall be classified as laborers and shall receive 
the same rates of pay for that classification regardless of color.” The 
implication of this’ decision was that the Board in future decisions 
-would permit and encourage the raising of wage rates for Negroes to 
equal those of white workers in comparable jobs. While each of these 
increases might-be negligible in and of itself, it contributed to the grow- 
ing fund of increases which in their accumulative effect were responsi- 
‘ble for rising wage levels. 

The elimination of “substandards of living” had been stipulated in 
the President’s stabilization order as one of the bases on which the 
Board could permit increases in wages above September 15 levels. 
This imposed upon the Board the problem of defining substandards of 
living; and, more specifically, the determination of those wage rates or 
earnings levels below which substandards of living would obtain. 


` Employers were required to submit reports of such adjustments to the Board, how- 
ever. Through April 2, 1943, according to the Board’s May report to the Senate, the 
Board had received reports of 639 such adjustments, involving 19,005 employees, 

“ NWLB Case No. 771: Southport Petroleum Co. and Oil Workers International Union, 
June 5, 1943. 
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Should this computation be in terms of an hourly wage rate, or a mini- 
mum weekly income? Should the same minimum rate or earnings apply 
to all workers without regard to industry, race, size of city, type of 
community, or cultural factors? 

There has never been a conclusive definition of substandard living . 
conditions which elicited general agreement among experts or laymen. 
From one aspect, the term itself is essentially subjective in concept. 
Attempts at definitive objectivity have been made by such agencies as 
the Bureau of Labor Statistics and Works Progress Administration 
through estimates of minimum budgets for decent and healthful living 
standards.” The Federal Relief Administration worked out subsistence 
budgets for various communities.” But these and other minimum stand- 
ards estimates were so divergent and specialized as to impair their 
general acceptance and use as a yardstick. 

Perhaps the Fair Labor Standards act comes nearest to embodying 
an official and widely accepted definition of a substandard wage. Sec- 
tion 2 (a) of this act begins: “The Congress hereby finds that the 
existence, in industries engaged in commerce or in the production of 
goods for commerce, of labor conditions detrimental to the maintenance 
of the minimum standard of living necessary for health, efficiency, and 
general well-being of workers. .. .” The present legal minimum wage 
rate for covered employment is 30 cents per hour, and the implication 
may be pointed out that rates below this minimum are substandard. 
Minima up to 40 cents have been established under the act for some 
60-odd industries. 

The policy of the War Labor Board with respect to the substandards 
issue in the weeks immediately following the stabilization order was to 
consider each case on its individual merits. No attempt was made to set 
a minimum standard wage or to be definitive about substandards of 
living. This followed the Board’s precedent in handling disputes cases 
prior to the wage stabilization mandate. These disputes-case decisions 
of the Board reflected nebulous thinking and loose terminology with 
respect to substandard wages. Let us cite an example in the Board | 
decision of July, 1942, involving a Memphis, Tennessee, cotton oil 
company.” The Board ordered the company to “grant a wage increase 
of 4 cents per hour to all employees . . . who are now receiving over 
50 cents per hour, and 6 cents per hour to all employees in the two 
plants who are now receiving under 50 cents per hour in order to relieve 
substandard wages.” The inference might quite properly be drawn that 
the Board considered 50 cents per hour—certainly any rate below 50 

“Bureau of Labor Statistics, bull. no. 710, Cost of Living in 1941, p. 36. ) 


®“Monthly Food Allowance” estimates for persons of different ages, prepared by the 
welfare and relief departments of various states. 


“ NWLB Case No. 59, Buckeye Cotton Oil Co. and UCAPAWA-CIO, July 31, 1942. 
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cents—to be substandard. It is interesting that thé same cents-per-hour 
increase was granted to all workers earning less than 50 cents. Rates for 
these employees ranged from 40 to 48 cents per hour. 

In March, 1943, the National Board issued General Order No. 30, 
which provided that “Increases in wage or salary rates which do not 
bring such rates above 40 cents per hour may be made without approval 
of the National War Labor Board provided that such increases shall not 
furnish a basis either to increase price ceilings of the commodity or 
service involved or to resist otherwise justified reductions in such price 
ceilings.”’* This order was issued ostensibly in accordance with the 
authority given the Board to exempt from the necessity of specific 
Board approval such “small total wage increases or decreases” as would 
facilitate effective administration of the stabilization order; but the 
general implication of the pronouncement was that wage rates be- 
low 40 cents were to be considered substandard. In subsequent weeks 
the Board’s policy on substandard wages was broadened and redefined. 
General Order No. 30 was retained, and in addition, the National Board 
granted to the Regional Boards the authority to approve wage ad- 
justments up to 50 cents per hour on the basis of substandards, provided 
such adjustments would not unstabilize the wage structure of the 
industry and/or area. In time it became customary for the Regional 
Board to approve rates up to 50 cents with only cursory regard for 
possible unstabilizing effects. 

That this policy of the Board held dangerous implications in so far 
as unstabilizing September, 1942, wage levels was concerned can be 
demonstrated by citing a few statistics. The Bureau of Labor Statistics 
conducted a national survey of hourly entrance rates paid to adult male 
common laborers in July, 1942.7* This study showed an average hourly 
rate of 35.5 cents for South Carolina, 35.9 cents for North Carolina, 
36.5 cents for Georgia, 37.2 cents for Mississippi, 38.5 cents for 
Florida, 43.3 cents for Tennessee, and 43.8 cents for Virginia. For 
fifteen southeastern and southwestern states combined (including the 
foregoing) the study showed that 43.3 per cent of the adult male com- 
mon laborers earned less than 37.5 cents, while 76.2 per cent earned 
less than 42.5 cents. This survey covered only manufacturing, public 
utilities, and building construction. The inclusion of service and other 
relatively low-wage industries would have reduced these average rates 
substantially. 

As labor markets tightened, it could be expected that laundries, 
hotels, wholesale and retail establishments, and low-wage industries 

= Presidential Executive Order No. 9250, Title II, Section 4, was cited as the basis for 
the issuance of this General Order. 


= Bureau of Labor Statistics, Division of Wage Analysis: Hourly Entrance Rates Paid 
to Common Laborers, July, 1942 (published in January, 1943). 
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generally would raise wage rates upward to 40 cents under General 
Order No. 30, and then seek further adjustments to 50 cents under 
the Board’s substandard wage policy. And, unfortunately, these wage 
Increases pose a particularly serious problem in so far as economic 
stabilization is concerned because increased purchasing power is dis- 
proportionately inflationary in the hands of low-wage groups due to 
their relatively high propensity to consume. 

Thus have been summarized the Board’s generous tendencies with 
respect to extension of overtime and other premium payments, the 
abolition of race and sex differences as bases for wage differentials, 
and the elimination of substandards of living. And one is forced to the 
conclusion that these welfare concepts, though admirable in them- 
selves as sound and fair labor policies, are not always mutually co- 
extensive with the interests of economic stabilization. 


VI 


A discussion of the difficulties involved in effecting wage stabilization 
would not be complete without a brief word on violations. There is 
little doubt as to the fact that there have been and will be violations 
of the President’s Executive Order, both through ignorance and through 
willful design. There is no way of estimating precisely the extent of 
these violations. Until quite recently, enforcement has been a neglected 
phase of the Board’s stabilization program. The October, 1942, amend- 
ment to the Emergency Price Control act provided for penalties up to 
$1,000 fine and/or a year’s imprisonment for willful violation.” In 
special Regulations of the Economic Stabilization Director, issued sub- 
sequently by the President, it was stipulated that the entire amount of 
wage payments made in contravention of the stabilization order “shall 
be disregarded . . . in determining the costs or expenses of any employer 
for the purpose of calculating deductions under the revenue laws of 
the United States.’’* This latter penalty if imposed would put most 
violators out of business. The very severity of the penalty would tend 
to provide employers with a sense of security, particularly those operat- 
ing under large and strategic war contracts, because it is inconceivable 
that an essential war plant would be ineffectualized during the war 
period. The difficulty of detection and quantitatively inadequate staff 
and machinery have been additional impediments to effective enforce- 
ment in the southeast. 


VII 
We have examined several fundamental factors militating against 


"Title A, Section 11, 


* Section 4001.10, Regulations of Economic Stabilization Director, approved and issued 
October 27, 1942. 
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the effective stabilization of wages at levels prevailing on September 
15, 1942, in the southeastern region. There are hopeful signs in the 
Board’s recently developed “wage bracket policy” that wages eventually 
will be stabilized, though in most instances not at September levels. 

This wage bracket policy has developed out of the President’s “hold- 
the-line order of April 8, 1943, and the supplementary order of the 
Economic Stabilization Director on May 12. In the President’s original 
stabilization order of October, 1942, the correction of “inequalities” 
and “gross inequities” were cited as bases on which the War Labor 
Board could permit wage increases above September levels. Until 
April, 1943, the Board had generally interpreted this to mean that wage 
increases might be approved where it was clearly demonstrated that 
the applicant’s rates were inequitably low in comparison with “going 
rates” for comparable jobs in the industry and/or area. The Board’s 
interpretation of “inequitably low rates” was not always conserva- 
tive.” On April 8 the President’s “hold-the-line” order eliminated in- 
equalities as a basis of approving wage increases. A subsequent sup- 
plementary order by Director Byrnes on May 12 launched a new 
approach to the problem. Wage brackets, stated in terms of a minimum- 
to-maximum wage range and based on current “going rates” for various 
key jobs in each community, were to be set by the regional boards and 
used as yardsticks in deciding the merits of future applications to the 
boards requesting approval of wage adjustments. 

The first problem faced by the southeastern Regional Board was a 
technical one; namely, the inadequacy of reliable data on prevailing 
wage rates for key jobs in various labor market areas throughout the 
region. Combining the wage rate data from its own files and from the 
files of other government agencies, notably the United States Employ- 
ment Service, Bureau of Labor Statistics, and Wage-Hour Administra- 
tion, together with information furnished by trade unions and trade 
associations, the Regional Board began to set tentative brackets in the 
summer of 1943 for a few key jobs. ‘ 

It will be noted that the brackets were to be based on current “going 
rates” rather than on rates prevailing as of September 15, 1942. How- 
ever, conservatism in setting the brackets, and rigid adherence to them, 
once they are set, will mean eventual stabilization at the bracket levels. 
It remains to be seen whether political pressure and economic forces 
will permit stabilization even at these higher levels. 

* In its first monthly report to the Senate (May, 1943) the Board showed a sample of 
3,780 case decisions on proposed voluntary adjustments, covering the period between 
October 3, 1942, and April 1, 1943. Of this total, 2,021 cases involved alleged inequalities. 


The Board approved the adjustment in full for 1,305 (64.6 per cent) cases, and in part 
for 173 (8.6 per cent) cases; denials were issued in only 543 (26.8 per cent) of the cases. 


COMMUNICATIONS 
A Note on Cyclical Wage Rigidity 
The purpose of this note is to interpret the downward rigidity of wage rate 
patterns in different manufacturing industries during the cyclical turning point 
in business which began in 1929. Sg 
The term “wage rigidity” will here have the following connotation: The 
greater the lag of the (cyclical) downward turning point in hourly wage rates! 
behind the (cyclical) downward turning point in the volume of employment 
in a given industry, the greater the rigidity of wage rates in that particular 
industry. . 


TABLE I.—Lac or DOWNWARD TURNING Point In Wace Rates BEHIND DOWNWARD 
TURNING POINT IN VOLUME OF EMPLOYMENT, 1929-1932, 
IN DIFFERENT MANUFACTURING INDUSTRIES 


Wage Wage 
Industry Lag Industry | Lag 
(months) (months) 


Carpets and rugs 0 Paper boxes ae 
Boots and shoes 0 Confectionery . 10 
Brick, tile and terra cotta 1 Woolen arid worsted goods 10 
Hosiery and knit goods 1 Hardware 10 
Paper and pulp 1 Structural ironwork 11 
Cotton goods 2 Glass 11 
Women’s clothing 2 Cement 13 
Lumber sawmills 3 Pottery 13 
Shirts and collars 2 Brass, bronzeand copper products; 13 
Leather 5 Electrical machinery | > ee x 
Men’s clothing 3 Agricultural implements 15 
Chemicals 6 Rubber tires and inner tubes 18 - 
Lumber millwork 6 Cast-iron pipe 19 
Foundry and machine shop prod- Locomotives. 19 
‘ucts , 6 Newspaper printing 19 
Steam and hot water heating ap- Slaughtering and meat-packing 19 -~ 
paratus and steam fittings 6 Shipbuilding 20 
Dyeing and finishing textiles 7 Cars, steam and electric yy) 
Book and job printing 7 Radios and phonographs 23 
_ Furniture 8 Ice cream 23 
Machine tools 8 Textile machinery 24 
Stoves 8 Engines, turbines, etc. - 25° 
Baking 9 Automobiles 26 


The wage rate data used here are those derived from the various issues 
of the Monthly Labor Review between November, 1929, and October, 1935.? 


1¥For the distinction between rates and earnings consult P. H. Douglas, Real Wages in 
the United States, 1930. 
2This source gives the changes in wage rates from mcnth to month. For the purposes 
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After the latter date the publication of these data was discontinued and re- 
sumed only in 1940. Since this is the only available source of changes in wage 
rates, we must content ourselves with an analysis of the 1929 turning point 
alone. The employment data used are those contained in the well-known 
Bulletin No. 610 of the Bureau of Labor Statistics. 

Table I shows the lag of wage rate turning points behind those of the volume 
of employment in 44 manufacturing industries.* The average lag (arithmetic) 
is found to be 11.1 months, and the average deviation of the series is 5.9. A 
classification of the same data along “group” lines is shown in Table II. 


TABLE IJ.-—LaG oF DOWNWARD TURNING POINT IN WAGE RATES BEHIND 
DOWNWARD TURNING POINT IN VOLUME OF EMPLOYMENT, 1929-1932, 
IN DIFFERENT MANUFACTURING INDUSTRY GROUPS 


| Average Average 
Industrial Group Wage Lag Deviation 
| (months) (months) 
Leather and its manufacturers 2.5 2.5 
Textiles and their products 4.0 2.7 
Lumber and allied products 5.6 1.8 
. Paper and printing 9.0 5.0 
Stone, clay and glass products 9.5 4.2 
Iron and steel and products 10.8 3:3 
Food and kindred products 15.3 6.0 
Machinery® 16.3 6.6 
Transportation Equipment 21.8 2.5 


a Not including transportation equipment. 


These patterns of cyclical wage rigidity are attributable to a variety of 
factors, the most significant of which shall now be analyzed. 


The Size of the Firm 


In Table III a comparison is made between the cyclical wage rigidity and the 
average size of establishment for corresponding manufacturing industries, It 





of this paper, it was assumed that a turning point in wage rates occurred in the industry 
in question when at least one per cent of all the employees of the reporting firms were 
subjected to wage reductions. 


ê Recently, the Bureau of Labor Statistics has worked out an index to correct changes 
in hourly earnings data (which are far more plentiful than those on rates) for over~ 
time payments. (Mo. Labor Rev., Nov., 1942, pp. 1053 f.). Even with the use of this 
index, however, it is not feasible to adjust hourly earnings so as to make them identical 
with hourly rates, since variations in earnings (from month to month) may still be 
caused by a factor other than wage rate fluctuations—namely, changes in the composi- 
tion of the labor force. 


* Although wage rate data are available for more than 44 industries the employment 
data are incomplete for the others. 


"It should be noted that within each group (in Table II) there are fewer industries 
than is generally included in such a group by the Bureau of Labor Statistics classifications. 
This is the result of the fact that employment data are not available for many of the 
industries, as pointed out above. 
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can be seen that there is a clear-cut tendency for the rigidity to be greatest in 
the industries with the largest-sized firms.® 


TABLE JJT.—LacG or DOWNWARD TuRNING Pornt IN WAGE Rates BEHIND DOWNWARD 
TURNING POINT IN VOLUME OF EMPLOYMENT, 1929-1932, AND AVERAGE SIZE 
OF ESTABLISHMENT IN DIFFERENT MANUFACTURING [INDUSTRIES 


Average Value of Product 

Wage Lag Number of Industries | Per Establishment in Group 

(months) in Group*® n 

(000 omitted)? 

' 0-5 1, $ 590 
6-10 10 556 
11-15 6 932 
16-20 6 3005 
over 20 4 4847 


a Some of the industries shown in Table I were not included in this table because of the lack 
of exactly corresponding data for value of products. 
b Taken from C. A. Bliss, The Structure of Manufacturing Production, 1939, Appendix IT 


Several factors may be adduced to explain why the industries with “small” 
firms cut their wage rates before those with “large” establishments. First, it 
has been shown that for manufacturing industries as a whole the rate of return 
on equity varies directly with the size of the firm;’ and this is true both in 
years of prosperity and depression. It would seem, therefore, that the onslaught 
of a depression would weaken (financially) the industries with “small” firms 
(to the point of necessitating wage cuts) sooner than those with the “large” 
firms.® Added to this is the fact that “small” firms find it more difficult to 
obtain. loans from the banks.” Further, the “large” firms may oppose wage 
cuts as a means of fostering public good will.” Finally, because of the ad- 
ministrative hierarchy involved in the “large” corporation, decisions are 


* Some of the industries in question underwent “secular” declines in employment between 
1923 and 1929, Although it was possible to eliminate this factor from the employment 
data, it was not feasible to do so for the wage rate data (which it is assumed, may also 
have been undergoing secular declines during the period), since no wage rate data are 
available for the years prior to 1929. As a consequence, the cyclical lags given for some 
of the industries may be somewhat too small. 


"W. L, Crum, Corporate Size and Earning Power (1939), especially p. 54. It should 
be noted that whereas our criterion of size is “value of product,” that used by Crum is 
“total assets.” It is doubtful, however, whether the use of different criteria would lead 
to different results. 


° This assumes, of course, that there is a close correlation between a firm’s cash position 
and the level of its rate of return. 


° See Viner and Hardy, The Availability of Bank Credit in the Seventh Federal Reserve 
District (1935), passim. 


The greater necessity for “large” firms to abstain from wage cutting results from 
the fact that the public is far more antagonistic toward wage cuts on the part of the 
“large” concerns than the “small” ones. I am indebted to Professor Sumner H. Slichter 
for bringing this point to my attention. 
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made and executed more slowly than in the “small” firms; and the rapidity 
of the policy making and executing will, of course, be reflected in the timing 
of the wage rate patterns. As a result of all these factors, therefore, the “small- 
sized” industries cut their wage rates before the “large-sized” ones.” 


The Structure of the Product Market 


Table IV breaks up some of the industries in question into two groups of 
different market structures. It can be seen that for the industries shown in the 
table, the wage rigidity is smaller in the most “competitive” ones.1* The 


TABLE 1V.—THE STRUCTURE OF Propuct MARKETS AND WAGE Rrorpity® 


Type of Industry Wage Lag in Months 


Highly Competitive Industries 


Boots and shoes 0 
Leather 5 
Men’s clothing 5 
Women’s clothing 2 
Cotton textiles 2 
Woolen and worsted goods 10 
Knitted goods 1 
Tires and tubes ; 18 
Industries with a “Substantial” Degree of Monopoly 
Cement 13 
Agricultural Implements £5 
Bread 9 
Meat Packing 19 
Electrical Machinery 13 


8 This classification of product markets is based on data contained in the Temporary 
National Economic Committee Monograph No. 21. ‘ 


rationale of this might be put in the following terms: If it is assumed that 
in the “highly competitive” industries product prices are less “rigid” (in a 
downward direction) than in those industries characterized by a “substantial” 


“Tn this context consult E. S. Mason, “Price and Production Policies of Large-Scale 
Enterprise,” Am. Econ. Rev., Suppl., Vol. XXIX, No. 1 (Mar., 1939), pp. 67-68. 


“Tt also follows from these factors that within any given industry, the smaller firms 
will cut their wage rates before the larger ones. The lack of data concerning wage re- 
ductions between firms makes a verification of this thesis impossible. However, certain 
available facts seem to suggest that the thesis is valid. Thus, for example, in the iron 
and steel industry the first firms to cut wage rates during the great depression were the 
smaller ones. (See Daugherty, deChazeau and Stratton, The Economics of the Iron and 
Steel Industry [1937], p. 742.) 

Given the existence of a reserve of unemployed during a period of depression, the “small” 
firms incur little danger of losing their labor supply to the “large” concerns. Furthermore, 
the numerous imperfections in the labor market also act to protect the “small” firms from 
losing laborers to the “large” firms even in the long run. 


33 Tt might be argued that it is redundant to bring into play the structure of the product 
market, since there is a high correlation between the profit level and the market struc- 
ture of any industry, and the question of the profit level has already been analyzed. 
Now, although it is quite possible to set up a theoretical model where such a correlation 
exists, we do not know to what extent the model would correspond to reality. 


1 
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TABLE V.2—LacG or DOWNWARD TURNING PoInt IN WAGE Rates BEBEIND DOWNWARD 
TURNING POINT IN VOLUME OF EMPLOYMENT, 1929-1932, AND PROPORTIONAL LABOR 
Costs IN DIFFERENT MANUFACTURING INDUSTRIES 


Wage Labor Costs 
Industry Leg per S 
(months) of Product 
Boots and shoes 0 23 
Hosiery and knit goods 1 23 
Cotton goods 2 21 
Women’s clothing 2 14 
Shirts and collars 5 19 
Leather 5 13 
Men’s clothing 5 20 
Chemicals 6 13 
Foundry and machine shop products 6 25 
Steam and hot water heating apparatus and steam fittings 6 26 
Dyeing and finishing textiles 7 20 
Book and job printing I 25 
Furniture 8 26 
Machire tools 8 31 
Stoves 8 37 
Confectionery 10 14 
Hardware 10 30 
Structural ironwork 11 18 
Glass 11 29 
Pottery 13 39 
Cement 13 18 
Electrical machinery 13 20 
Agricultural implements 15 21 
Rubber tires and inner tubes 18 17 
Cast-iron pipe 19 28 
Locomotives 19 21 
Newspaper printing 19 15 
Slaughtering and meat-packing 19 5 
Shipbuilding 20 38 
Radios and phonographs 23 5 
Ice cream 23 10 
Engines, turbines, etc. 25 22 
Automobiles 26 10 


a Some of the industries shown in Table I were not included in this table because of the 
lack of exactly corresponding data for labor costs. 
b Taken from C. A. Bliss, The Structure of Manufacturing Production (1939), Appendix IT. 


degree of monopoly, then the competitive ones will suffer price declines before 
the others and will, therefore, cut wage rates before the others, other things 
being equal.* This is, accordingly, another factor explaining the wage pat- 
_ terns in Table I. 


"The following quotation seems to illustrate this thesis very well: “Wage decreases 
are made, according to the president of company Y, when the company ... feels the 
pressure of falling prices and declining wages on rigid costs . . . Company Y is fre- 
quently able to put off wage cuts longer than its competitors not only because of its 
relatively independent price policy but also because of its strong financial position.” (‘Tem- 
porary National Economic Committee, Monograph No. 5, p. 10.) 


x 
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The Cost Structure 


It is theoretically conceivable that in industries where labor costs are an 
“important” part of total costs of production, there will be more to'be gained ` 
from wage cuts than in those industries‘ where labor costs are relatively. 


~ “small.” This viewpoint does not, However, seem to be borne out by the 


figures in Table V. Still, one should not infer from this table that the pro- 
portionality of labor costs does not influence the timing of cyclical wage re- 
ductions. All one can say is that, so far as the cyclical turning point in 
question is concerned, factors other than the importance of labor costs entered 
into play and were, presumably, more significant than labor costs in account- 


. ing for the wage patterns. 


l The Influence of Unionism 
The preceding analysis has shown that the degree of wage rigidity during 
the cyclical turning point of 1929 was greatest in industries which, during 
the period in question, were not unionized. Nor was the greater rigidity 
attributable to the fear of unionization, for the organization of the so-called 
mass production workers was not given any “serious” consideration by labor 


| leaders at the time. 


This does not, of course, mean that union wage policies do not contribute to ` 
wage rigidity. As a matter of fact, union wage rates are probably more rigid 
than nonunion rates (both generally, and in.particular industries),** if for 
no other reason than the existence of contractual relationships in unionized 
areas.1’ The point to emphasize, however, is that aside from the influence 
of unionism on rigidity, there are factors relating to the economic structures 
of the industries in question—rather than to institutional arrangements— 
which determine the relative degree of wage rigidity. 

JOSEPH SHISTER 

Boston 


D. McC. Wright’s Character Attack 


In the September, 1943, issue of this journal, Professor David McC. Wright 
makes the sweeping indictment that in The New Philosophy of Public Debt 
I have deliberately misrepresented Professor Hansen’s position: “To recount 
all the instances in this little book of the misleading use of quotations 
wrenched from their context would be a weary and invidious process.” As 


- this is the first time in over thirty years of writing on economic problems that 


anyone has sought to impugn my character, I am perhaps entitled to review 


*See L. Wolman, Ebb and Flow of Trade Unionism (1936), passim. 


18 Thus, for example, the union wages rates in the book and job printing industry did 
not decline till the latter part of 1932, while the decline in the nonunion rates came as 
early as January, 1931. - 


“There are, of course, other (and more significant) reasons. In this context see the 
writer’s article on “The Theory of Union Wage Rigidity,” Quart. Jour. of Econ., Vol. 
LI, No. 4 (Aug., 1943), pp. 338-47. 


tAm. Econ, Rev, Vol. XXXIU, No. 3 (Sept, 1943), pp. 573-90. 
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the evidence on which the charges are based. 

Mr. Wright cites five bits of evidence as proof of my intellectual dishonesty. 
The first relates to using quotations from an interview which Professor Han- 
sen had allegedly repudiated and which I must have known he had repudiated. 
The others relate to wrenching quotations from their context in order to create 
a false impression. 

1, Mr. Wright refers (p. 578) to the fact that I used quotations from an 
interview with Professor Hansen in the Chicago Journal of Commerce for 
June 27, 1942. He then quotes from an editorial statement in the same jour- 
nal for August 31, 1942, preceding a signed article by Professor Hansen, as 
:ollows: 


“On June 27 there appeared in the Chicago Journal of Commerce a lengthy 
interview with Dr. Hansen. . .. Because Dr. Hansen felt that he was mis- 
quoted in some instances, thereby conveying a wrong impression, the Chicago 
Journal of Commerce asked him to prepare an article specifically setting forth 
his ideas .. . which is presented herewith.” 


Mr. Wright adds: “Yet, although Moulton quotes from the second article, 
he does not scruple to use quotations from the first interview.” The clear impli- 
cation of this statement is that the quotations from the June 27 article were 
specifically repudiated by Professor Hansen in the later article, and also that 
similar statements are xot found at other places in Professor Hansen’s writing. 
Neither is true, 

I made three citations from this interview: First, I quoted as follows (p. 
7): “We shall come out of the war debt free. We shall have no external debt, 
only an internal debt.” I bracketed with this quotation two others of the 
same import—one taken from Professor Hansen’s book, Fiscal Policy and 
Business Cycles (p. 185), the other from Hansen and Greer in Fortune, No- 
vember, 1942 (p. 166). The fact of course is that Professor Hansen has said 
in many places that an internal public debt is essentially different from other 
debts. Moreover, in his follow-up signed article in the Chicago Journal of 
Commerce he did not repudiate or refer to this quotation. 

Second, I referred to an estimate, found in the interview, that public in- 
vestment might annually have to be something like 6 per cent of the aggre- 
gate national income (p. 8). (This statement, a:so, is not repudiated or re- 
ferred to in Professor Hansen’s subsequent signed article.) Immediately follow- 
ing this reference I pointed out that Professor Hansen elsewhere emphasizes 
the necessity of an expanding public debt as an investment outlet for excess 
money savings, Moreover, at a later place I presented an extensive quotation 
from Hansen and Greer (Fortune, November, 1942, p. 170) which stressed 
the importance of an expanding public debt in order to support the commer- 
cial banks and other financial institutions. This point has been made by 
Professor Hansen in numerous publications—for it appears to be a necessary 
consequence of the mature economy, stagnant society conception. 

Third, I referred (p. 81) to the suggestion thai in the interests of effective 
fiscal control the executive branch of the government should be given large 


t g `~ 
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discretion, with Congress appropriating totals and leaving the Administration . 
to determine when, where, and how expenditures should be made. The same 
point is made in the follow-up signed article, and it is also made at greater 
length in Fiscal Policy and Business Cycles (pp. 446-48). 

In the light of the fact that none of these points was repudiated in -Pro- 
fessor Hansen’s follow-up article, and that all of them are made elsewhere, 
anyone would naturally infer that these were not among the points on which 
Professor Hansen felt he had been misquoted by the editor of the Chicago 
Journal of Commerce. The charge with respect to these citations would in legal 
' circles be regarded as a red herring drawn across the trail. 

2. Mr. Wright cites as Exhibit A among the illustrations of quotations 
wrenched from their context the following: 


` “Moulton says: “That Dr. Hansen believes that it is not only unnecessary to 
maintain a balanced budget but that a permanently expanding public debt is 
essential to prosperity .. . is indicated by the following: “The attack on 
chronic unemployment by means of .. . a continually rising public debt is 


essentially a conservative proposal.” ? ” 
. ze 


It will be noted from the preliminary quotation from my text that the point 
at issue was whether Professor Hansen assumes a permanently expanding 
public debt is essential, Note that I italicized the four words continually rising 
public debt. To establish his contention that this passage was wrenched from 
the context, Mr. Wright says: 


“What Hansen actually said was that a continually rising debt was ‘con- 
servative ...in the respect that it does not necessarily involve a redistribu- 
tion of incomes.’ Moulton omitted the explanatory sentence.” 


_ The words “a conservative proposal” were merely the tag end of the sen- 
tence and‘are obviously not germane to the point at issue. The incorporation 
oi the sentence which follows might perhaps help to explain why a continu- 
ously rising public debt is conservative; but it does not show that Professor 
Hansen does vot believe that a continuously rising public debt is necessary. 

3. The three other illustrations of alleged misuse of quotations Mr. Wright 
- places together in a long footnote (p. 575). They are: 

“T1] ‘Costs and incomes are just opposite sides of the same shield; [2] a 
public debt internally held . . . has none of the essential earmarks of a private 
debt; and [3] [an internal debt] is in fact so different from what we usually 
think of as debt . . . that it should scarcely be called a debt at all’... While 
considered hurriedly these do sound uncompromising, they none of them 
necessarily imply either that the debt has no burden or that it is always a 
good thing. Considered in their context the first is seen to be part of a dis- 
cussion of the relation of costs and incomes, the second deals with the public 
debt as an instrument of national policy, and the third comes from a discus- 
sion of the well-recognized difference between public and private debt.”. 


These quotations have not, as is implied, been stripped from their context. 
- The first was taken from “Professor Hansen’s After the War—Full Employ- 
ment (p.-5). The only other sentence in the accompanying text which helps to 
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explain what is meant is the one immediately preceding (which I included in 
my quotation). It reads: “Every cent expended, private and public, becomes 
income for members of our own society.” This point is elaborated somewhat 
by Professor Hansen in another statement, which I also quoted (p. 54), in which 
he explains why a public debt has none of the essential earmarks of a private 
debt: ‘Taxes will be collected to service the bonds, and when interest and 
principal payments are made on them the money is merely shifted about 
within the economic system” (Fortune, November, 1942, p. 169). Whatever 
the merits of Professor Hansen’s argument, the quotation referred to was not 
wrenched from its context. 

The second quotation was not divorced from a context dealing with the 
public debt as an instrument of national policy, as is suggested. The full quo- 
tation which I gave included the statement: “A public debt is an instrument 
of public policy. It is a means to control the national income and, in con- 
juncticn with the tax structure, to regulate the distribution of income” (p. 7). 

The third quotation does not differ in meaning from the second. 

Mr, Wright relates these three quotations to the question whether Professor 
Hansen believes the public debt involves any burden. While admitting that 
“considered hurriedly these do sound uncompromising” and also that “Prof. 
Hansen undoubtedly has frequently shown a very great enthusiasm concern- 
ing the advantages of public spending,” we are assured that “It may never- 
theless be stated without fear of successful contradiction that he has never 
written anything which, fairly interpreted, can be construed to mean” that a 
rising debt involves no burden or has no adverse consequences. 

Mr. Wright has overlooked my discussion on pages 60-63, in which I show 
that Professor Hansen argues definitely that nonrevenue producing expendi- 
tures can readily be made to take care of themselves by the simple process 
of expanding the nation’s money supply and hence its taxable capacity. I 
quoted from Professor Hansen’s Fiscal Policy and Business Cycles (p. 170): 
“When the government provides free services, some appropriate monetary 
expansion is justified. This would permit the collection of taxes sufficient to 
cover the expenses of operation together with amortization and interest 
charges.” 


Mr. Wright also charges that I have misrepresented by failing to include 
many available quotations which would have shown Professor Hansen’s true 
position. In the footnote (p. 575) already referred to, he writes: 


“Tt is curious that despite Moulton’s apparent diligence in ransacking Han- 
sen’s writings he should have missed so many quotations which could have 
made Hansen’s position quite clear. For example, after detailing Professor 
Pedersen’s views—-which correspond somewhat closely to what Moulton thinks 
of as the ‘New Philosophy’—Hansen says, ‘While the above statement places 
the emphasis in the right place, it is nevertheless, unless properly qualified, 
an over simplification.’ (Fiscal Policy and Business Cycles, p. 144.) 

“Again on page 174 of the same book we find the following statement which 
disposes of all doubt on the matter: ‘With respect to proportionality, a large 
debt in relation to national income may imply a disproportionate amount of 
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wealth invested in government bonds. . . . The rentier class: might accord- 
ingly become too large. . .. Even an ideal tax structure will restrain more or 
less the inducement to invest.’ It is unfortunate that Moulton does not ap- 
pear to have read this passage, coming though it does at the end of a section 
headed ‘Limits to the Public Debt’... . Had he done so he would have avoided 
most of the misconceptions in the New Philosophy.” 


I had of course read this section. Indeed, the quotation above, in which 
Professor Hansen shows that the tax problem can readily be met by appro- 
priate monetary expansion, is taken from this very section. 

The significance of the particular quotations just given presumably lies in 
the fact that Professor Hansen here appears to recognize that the public debt, 
after all, has to be considered in relation to national income. I did not cite 
this particular quotation, but I quoted a more explicit statement, as follows: 
“The all-important factor is the level—the sustained level—of the national 
income” (Fortune, November, 1942, p. 175). But since he contends that 
when the public debt is increased as a result of deficit financing it is merely 
necessary to expand the currency supply, and thus the national money in- 
come, sufficiently to service the increased debt, it would seem to follow that 
the problem of expanding the national income step by step with the debt 
need present no difficulty., 


I do not feel it necessary to discuss Mr. Wright’s attempt to defend Pro- 
fessor Hansen’s general position. J am concerned only with his charges against 
my intellectual integrity. 

H. G. MOULTON 

The Brookings Institution 


Reply 
Dr. Moulton admits that when he wrote: 


“The new philosophy as already indicated, holds that public finance is 
really only a matter of bookkeeping, that a rising debt has no adverse conse- 
quences, and that without a constantly increasing debt we cannot hope to 
have full employment and prosperity’ (italics added) 
and attributed this view to Professor Hansen, he knew that Hansen had writ- 
ten: 


“What has been said with respect to inflation and the distribution of wealth 
and income implies that there are limits to the public debt which, if exceeded, 
will tend to affect the workability of the economy” (italics added).? 


Moulton admits, further, that he felt no obligation to tell his readers, even 
in a footnote, when he quoted from a repudiated interview, that Hansen had 
repudiated it,? also that when he wrote regarding Hansen: 


“In a recent article . . . he finally reaches the surprising conclusion that 


1H, G. Moulton, The New Philosophy (Washington, Brookings Inst., 1943), p. 3. 
7A, H. Hansen, Fiscal Policy and Business Cycles (New York, Norton, 1941), p. 174. 


‘Dr, McC. Wright’s Character Attack,” supra. If Dr. Moulton felt that Hansen’s re- 
pudiation was not bona fide, or that his qualifications were inconsistent, it would have 
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‘the debt should cause us no anxiety so long as it is kept within safe limits’ ”’ 
(italics added).* 


he knew that a year previously Hansen had written the passage quoted above, 
plus the following: “Within te limits set by these criteria, it is possible to 
determine, according to varying circumstances, what proportion of public 
expenditures may advantageously be loan-financed” (italics added).° These 
are but samples of the many similar instances waich might be given. 

In the light of these statements, Dr. Moulton nds his scientific conscience 
so clear that I see no reason to discuss the matter further. Dr, Moulton’s spe- 
cific criticisms of my article are, it seems to me, sufficiently answered by an 
examination of the complete original texts involved. 

Davin McCorp WRIGHT 

University of Virginia | 


Rejoinder 

1. The first quotation in Professor Wright’s “Reply” is from my general 
characterization of the “new philosophy” (p. 3); it was not specifically at- 
tributed to Hansen. 

2. According to the editorial lead, Hansen did not repudiate the Chicago 
Journal of Commerce interview as a whole; he merely “felt that he had been 
misinterpreted in some instances.” When given the opportunity to correct the 
faulty impression, he did not refer to two of the passages cited, and the third 
was reiterated. Statements of the same import are made in other places in 
Hansen’s writings, and these were also cited in my analysis, 

3. It is true that I knew that Hansen has at places made statements with 
respect to debt limits such as those which Wright quotes. I quoted even bet- 
ter ones. In fact, I found it necessary to quote Hansen on both sides of nearly 
every proposition in his thesis as a whole. Mr. Wright’s method is to find 
random quotations tending to show Hansen’s fiscal conservatism—meanwhile 
omitting, or playing down, the passages on which his leadership has rested. 

Haroitp G. Mouton 

The Brookings Institution 


Von Mises on The Tragedy of European Labor: Comment 


Ludwig von Mises, in his review: of Adolf Sturmthal’s book The Tragedy of 
European Labor, has based his criticism on assumptions which cannot remain 
unchallenged. Mises claims that all European countries, except Russia, are 
comparatively overpopulated, lacking in favorable natural conditions for pro- 


been entirely proper for him to have said so. But since it is submitted that it now clearly 
appears that the difference betwen the two authors is entirely one of degree, and of 
optimism (Hansen having repeatedly made all necessary qualification), and since in ques- 
tions of degree each man must be his own judge, Dr. Moulton’s readers had a right, I 
submit, at least to be apprised of the facts. Moulton then would have been entirely 
free to minimize them by such arguments as he wished z0 employ. 

* Moulton, of. cit., p. 66. 

8 Hansen, op. cit., p. 175. 


t Am. Econ. Rev., Vol. XXXIII, No. 3 (Sept., 1943), pp. 702-05. 
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duction, and hampered economically by the protectionism of the countries 
with excess production of foodstuffs and raw materials. From these assump- 
tions Mises infers—although only by implication—that there is only one 
alternative left for European countries: conquest of “Lebensraum” or genuine 
free trade on an international scale. 

This view, though not so intended, amounts to a vindication of European 
fascism. Since no European country is strong enough to force free trade upon 
the rest of the world, especially upon the ‘‘underpopulated” countries outside 
of Europe, the only alternative presented for any European country is ag- 
gressive nationalism. Once Mises’s premises are accepted, it is hardly con- 
vincing that he himself rejects the solution of the problems of the “over- 
populated” countries by conquest of living space. 

There: is fortunately no need to accept Mises’s premises. It cannot be 
admitted that natural conditions for production are less favorable in 
‘““Europe’—which in no respect constitutes economically a geographic unit— 
than in most other comparatively underpopulated areas. Nor can it be 
admitted that Europe is overpopulated, if overpopulation is understood as a 
status in which wage rates are bound to be low as a result of a permanent and 
inevitable excess in the supply of labor. As a matter of fact, wage rates prior 
to fascism and war were in the most industrialized European countries, such 
as Germany, far higher than in most “underpopulated” countries. 

It can be readily admitted that the trend toward excessive trade barriers in 
the pre-war world was deplorable. But, in the first place, the unfavorable 
effects of this trend were not confined to Europe. All countries, and not only 
those of Europe, would have been better off with more liberal international 
trade relations. Second, it is a gross exaggeration to claim, as Mises has done, 
that the world is patently on the way toward autarky of every nation. Even if 
the peace to come should fail to fulfill the expectations of all men of good will 
and to bring about an international good-neighbor policy in the economic field 
not less than in the political one, it would still hold true that there are in every 
nation economic, social and political forces in favor of close international 
trade relations so strong that a trend toward complete autarky could never 
materialize. 

Mises’s remarks about the economic policy of what he calls the European 
“Marxians” cannot remain unchallenged, either. He maintains that the 
European labor or socialist parties—which for a long time have ceased to be 
“Marxian” in the classical meaning of this word—-were prevented by their 
economic prejudices from rebutting the economic content of the nationalist 
tenets, that they also failed to debunk the belief of the nationalists in the 
invincibility of their respective nations, and that for this reason they lost their 
intelligent followers to the nationalists or fascists. None of these statements is 
tenable. First of all, it is a matter of historical fact that the labor parties in 
those European countries in which nationalism was particularly rampant, like 
Germany, did not tire of rebutting both the economic and the political content 
of the nationalist tenets. Pointing untiringly to the madness of both autarkism 
and strife for conquest, they fought for a policy of political and economic 
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rapprochement with the other nations. Nor does Mises’s contention hold true 
that the intelligent German workers sympathized with the nationalist program 
long before their unions were incorporated into the Nazi Labor Front. It is an 
incontestable fact that, while the impact of the national socialist movement on 
nearly all other parties was terrific, the socialist parties in all free elections 
withstood like-a rock the onslaught of national socialism and did not succumb ` 
but tô naked terror. = 

It is under these circumstances no wonder that Mises has failed to do 
justice to Sturmthal’s book. Mises holds that Sturmthal has been “at a_loss to 
realize that no men failed, but philosophies, namely, the philosophy of Marx- 
ism and that of trade unionism.” But what Sturmthal in his book has at- . 
tempted to do—and in the opinion of the writer of this comment has succeeded 
in doing—has been precisely to prove that the tragedy of European labor was 
brought about by the failure both of the philosophy of Marxism and of that of 
trade unionism. That Sturmthal draws other conclusions from this tragic 
failure than Mises does is perfectly true. Mises’s conclusions are derived from 
the premises which have been commented upon above; Sturmthal’s conclusions . 
are largely derived from his endorsement of the “‘doctrines.of Keynes” (which, 
incidentally, have been misinterpreted in Mises’s review). It can be left to the 
reader to judge which of these conclusions is derived from a sounder basis. 


. ALFRED BRAUNTHAL 
Woodside, N.Y. 
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Economic Theory; General Works 


An Essay on Marxian Economics, By Joan Rosinson. (London: Macmillan. 
1942, Pp. x, 122, $1.75.) 


“The purpose of this essay,” writes Joan Robinson, “is to compare the 
economic analysis of Marx’s Capital with current academic teaching.” The 
latter is divisible into the “traditional orthodoxy and the modern developments 
in academic theory.” The first clearly refers to what Keynes, with particular 
reference to the implications of Say’s law for the problem of unemployment, 
calls “classical” economics, It operates with the assumption that interest is 
the supply price of saving and, that through the equilibrating mechanism of 
the interest rate, all saving tends to be applied without significant lag to 
real investment, thus assuring full employment of material and human 
resources. “The modern developments in economic theory” are devoted 
to “the analysis of monopoly and the analysis of unemployment” (p. v). The 
Essay is concerned primarily with the unemployment aspect of “the modern 
developments” and identifies it, in the main, with the Keynesian analysis of 
the General Theory, 

Keynes’s theory of interest to the effect that “Interest is not a payment 
for saving but a payment for not hoarding,” in combination with his emphasis 
on the conventional, “sticky,” and incompressible? nature of the interest 
rate, as compared with the relatively rapid and large shifts in profit expecta- 
tions, deals a mortal blow to the conception of the interest rate mechanism 
of equilibrium at full employment. In this perspective, the economic problem 
is still essentially one of monetary equilibrium. In the Essay’s positive ap- 
proach to the problem of full employment, as distinguished from the Keynesian 
refutation of Say’s law, the emphasis is on the organic relation between the 
producer goods and consumer goods industries, There is no assurance that 
savings will be invested. This raises the problem of inducements to invest. 
Since the Essay takes the position that Keynes attaches an exaggerated im- 
portance to the interest rate, “investment depends [essentially] upon the 
rate of profit.” The rate of profit, in turn, “depends, in the last resort, upon 
consuming power” (p. 59). In brief, inadequate consumer demand, predicated 
on maldistribution of income, mitigates against sustained investment, and is 
- “in the last resort” the cause of recurrent crises. Furthermore, ‘‘maldistribu- 
tion of income is [so] deeply imbedded in the capitalist system” that it ‘“can- 


1As Joan Robinson points out, this type of analysis tends to lead to the conclusion that 
large-scale unemployment is attributable to wage rigidities imposed by labor combinations. 

*Below a certain point, since under private banking the interest charge must cover 
certain minimum costs. 
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not be eliminated without drastic changes in the system” (p.-87)—or, more 
explicitly, the abolition of the system. 

Mrs. Robinson thus agrees with Marx on the answer to what is from the 
practical and, therefore, from the theoretical point of view, the most im- 
portant economic question: “Can capitalism transcend the recurrence of 
crises and depressions?” But she is profoundly dissatisfied with Marx’s tech- 
nique of analysis in this connection. He neglects the exploration of the two 
problems which emerge from the Keynesian criticism of “orthodox” theory 
viewed in the perspective of its adherence to Say’s law. These two problems 
are the inducements to invest and the rôle of consumer demand. The first is. 
given but scant attention by Marx, and the second is side-tracked by the 
theory of declining profits, with the result that Marx is not faithful to his own 
dictum that “ ‘the last cause of all real crises always remains the poverty and 
restricted consumption of the masses’” (p. 59). The theory of declining 
profits is itself foredoomed to failure precisely because the “problem of 
effective demand? is left out of account” (p. 47), and Marx’s central emphasis 
on this theory leads him, moreover, to a recurrent tacit acceptance of Say’s 
law (pp. 60, 102-04). 

The interesting thing is that in the Essay’s chapter on Effective Demand, 
which contains a brief but very able summary of the general purport of -the 
Marxian analysis, it emerges that Marx was in fact very much concerned with 
the problem of effective demand, for producer goods as well as consumer 
goods. There would, therefore, be no point in citing the innumerable places 
in the three volumes of Capital in which Marx focuses on the problem of 
markets. The theory of declining profits is, however, a central model in the 
Marxian analysis. A large part of the latter either leads up to or is predicated, 
in part, on the conclusions of this theory. Furthermore, the three volumes of 
Capital are oriented primarily to the contradictions of capitalism recurrently 
manifested in real crises. It is no wonder, then, that both disciples of Marx 
and those fundamentally hostile to him, as well as sympathetic critics like 
Joan Robinson, have tended to conceive of Marx’s theory of declining profits 
as the consummation of his theoretical analysis and, what is particularly 
relevant in the present connection, to identify it with his theory of crises. 

The present writer is in agreement with Mrs. Robinson that the theory of 
declining profits does not reckon explicitly with effective demand; it merely 
anticipates the problem of markets. It is also true, for instance, that in the 
course of his refutation of the Malthus of the Essay on Population on the 
subject of wages and the supply and demand of labor, Marx abstracts from 
the problem of monetary disequilibrium and thus from the Keynesian criticism 
of Say’s law. The Marxian criticism of Say’s law, however, goes far beyond 
that of Keynes. It rests on the premise that the reference of Say’s law is not 
a specifically capitalist economy, but an economy of small producers ex- 
changing their commodities* with each other. That is, likewise, his ultimate 
criticism of the argument of Malthus’ Essay on Population, of the wages fund 
theory, and of Adam Smith’s elliptical conception of the labor market as in- 


4 Consumer demand. 
‘Or the surplus of these commodities in excess of their respective needs. 
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volving essentially the exchange of subsistence and labor power. They all ' 
abstract from the host of ever-present contradictions in the historically extant 
capitalist economy which keep it always potentially in crisis and result in 
the recurrence of crises. 

This is in line with “Marx’s contention ‘that ‘the real barrier of capitalist 
production is capital itself,” and that, in a machine age, only by the 
- abolition of private property in the means of production may the recurrence 
-of crises be transcended. The important point to recognize is that, aside from 
special theoretical models employed to refute various aspects of “bourgeois” 
economics, as well as to implement particular aspects and phases of the 
capitalist contradictions, Marx does not have a special theory of crises. 
The latter is coextensive with his whole theory of the capitalist process and 
capitalist development in the “machinofacturing” stage. 

A special theory of crises is suitable only to those who deem it possible 
to discover a strategic factor, or factors, the control of which will serve to 
abolish crises within the framework of the private property system. The 
strategic factor for Joan Robinson, however, as for Marx, is the institution 
of private property in the means of production. This institution “in the last 
resort,” and not the maldistribution of income, is the cause of crises for both 
of them, That is not to say that Mrs. Robinson may not be critical of the 
specific character of the Marxian analysis. But she cannot be, consistently, 
both a Keynesian in the scope of her criticism of capitalism and of its theo- 
retical defenders, and a Marxian in the choice of her strategic factor. It is 
precisely on the rôle of the technological variable that “the modern develop- 
ments in economic theory” are weakest. Keynes, in particular, operates with — 
the dubious assumption of a constant technology in the short run, and 
accords but impressionistic treatment to long-run accumulation, without 
specific reference to the displacement of labor. 

Marx’s theory of declining profits is dedicated precisely to the incidence of 
secular long-run accumulation, in the form of labor-saving machinery, on the 
labor market. Like all long-run theories, it is, perforce, an artificial theoretical 
model, and the wisdom of employing it in abstraction from the cyclical short 
runs, by means of which the secular long run is mediated, may be questioned.’ 
The theory of declining profits may also be criticized because in abstraction 
from the social controls exercised by labor combination and social legislation, 
it points to a theory of abiding, if not increasing, misery of the laboring class.® 

But it is one thing to criticize the theory of declining profits in these terms, 


"The Wealth of Nations and the Essay on Population, ta be sure, preceded the advent 
of the machine age. Their conceptualization, in part unsuitable for their own time, was 
subsequently applied to the “machinofacturing” economy. 

ê Quoted in Essay, p. 86. 

T This is a central issue also in the statistical approach to cyclical fluctuations. Note the 
criticism of Wesley Clair Mitchell’s secular trend. 

80n the other hand, the “pure” economic theory of the naked exercise of economic 
power by the class of proprietors in a machine age is an important justification of these 
social controls. 
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as well as to demonstrate that in itself it is not a satisfactory theory of the 
secular trend in profits, and another to identify it, as Mrs. Robinson does, 
with Marx’s theory of crises. The latter, I repeat, is coextensive with his 
comprehensive and many-faceted analysis of the contradictions which attend 
the capitalistic process in the machinofacturing stage. The theory of declining 
profits is but one of the many theoretical models, chains of reasoning, which 
Marx employs in his analysis of these contradictions. It is, to be sure, the 
most important single model, precisely because it is oriented to what is for 
Mrs, Robinson, as well as for Marx, the central and inescapable contradiction 
of capitalism, “the maldistribution of income.” “Why is this maldistribution 
so deeply seated in capitalism?” It would appear that Mrs. Robinson should 
be concerned to refine and develop, in a modern realistic setting, the implica- 
tions of Marx’s model for this issue. . 

In order to appreciate the bearing of the thecry of declining profits on the 
issue of crises and cyclical fluctuations, it is necessary, furthermore, to place 
this theory in relation to the rest of the Marxian analysis in Volume III, 
and in Capital as a whole. With respect to Volume III, Mrs. Robinson stops 
with the chapters on The Theory of the Law (chap. XII) and the Counter- 
acting Causes (chap. XIII). She should have proceeded, at the very least, to 
the chapter on Internal Contradictions which immediately follows. For it is 
in connection with the contradictions that the problem of realizing the eco- 
nomic surplus of production in excess of the real income of the workers first 
emerges. Until Marx attacks the problem of the realization of values, he 
obviously does not trench directly on the problem of demand, profits, induce- 
ments to invest, and crises. 

What Marx calls “the theory of the law” cf the tendency to declining 
profits, że., the theory in abstraction from counteracting causes, will be re- 
ferred to here as the theorem of declining profits. The theorem is premised 
on the undeniable increase in both the technical and the organic composition 
of capital. The composition of capital is expressed by Marx not with respect 
to the structure of the entire capital employed in the economy,® but with 
respect to the relative inputs of constant and variable capital in the 
course of an average period of turnover of the circulating means of produc- 
tion. The variable capital (v) refers to inputs of labor power. The constant 
capital (c) includes the inputs of raw and auxiliary materials (r), together 
with the input for the replacement (f) of fixed assets (F) depreciated in 
the course of the current period of turnover. Then, c = 7 + f; total inputs =: 


“ 
c+ v; the composition of capital = —; value added? = v + s"; gross 
v 


*Or in the representative enterprise with a composition which corresponds to the aver- 
age for the economy. 

2 Whether by the representative firm or the economy as a whole. 

“ Value is added, according to Marx, only by what wə shall call output enterprises, as 
distinguished from mercantile and financial enterprises, and by the output enterprises 
only in connection with the turnover of the means of production, as distinguished from 
stocks of commodities. 
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value of produce = c + v + s; rate of surplus value = —; average rate 
v 


s 
of profit = pres Since s includes mercantile profits, “interest of money” 
c+u 


s 
and rents, in addition to industrial profits, PET is really the average 
Cre 


rate of surplus value relative to inputs of the material and human means of 
production.” . 

Limitations of space forbid that we enter into all the complications result- 
ing from the “esoteric” terminology employed by Marx. The definitions and 
the symbolism are given mainly for the convenience of the readers of Capi- 
żal? To begin with, let us attend to those aspects of the theorem which are 
obviously acceptable on logical and empirical grounds. 


c 
I have referred to the undeniable tendency to the increase of —. Let us 
v 


view this ratio first with reference to the technical composition of the inputs 
of the means of production; ż.e., in abstraction from the value of a unit of 
the “material substance” of c and the value of a unit of labor power. Ob- 
viously, with the increase in the amount and quality of equipment at its 
disposal,** a given amount of labor power will convert more raw material 


C 
into finished commodities. That alone points to the increase of — with the 
v 


increase in the powers of production which attend capitalist development. In 


*In the course of competition, attended by the mobility of capital, the rate of profit 
of the output concerns will be equalized, regardless of the respective organic compositions 
_of their inputs of means of production and of the proportions which these bear to the 
value of stocks of commodities. The rate of profit of the commercial and financial enter- 
prises will tend to equal that for the output enterprises. In terms of certain simplifying 
assumptions, therefore, the trend of the rate of profit of the output concerns will cor- 





s 
respond to the trend of . If we denote total constant capital employed by C, then 
cH 





C=F+r fixed assets other than land+r, The trend of — : 


will correspond 
+ 


sS 








S 
roughly to the trend of . The expression a brings us closer to the conventional 
v 


c+v 
conception of the rate of profit, but it still remains within the confines of the output 
concerns, and only with reference to the real assets which, tozether with labor power, con- 
tribute to inputs of means of production. One further point should be noted. The annual 





s S 
rate of — and of is derived by multiplying the corresponding values for one turn- 
v v 


over of r by the number of turnovers in the course of the year. The period of turnover 
for v will, obviously, correspond to that for r. 


37 have added r and f for the breakdown of c; also, in the preceding footnote, C and F 








$ S 
for the transition from to the more conventional i 
c C+4v 


This includes.animal and mechanical energy. 
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addition there will take place a relative increase, as compared with the de- 
mand for labor power, in the auxiliary material component of 7, as well as 
for the replacement of fixed assets (f).¥ 

The demand for labor power thus decreases relatively to both inputs of 
the “material substance” of constant capital and to real output, This Marx 
unquestionably demonstrates in his theorem of declining profits.*® No labored 
theoretical analysis is necessary, in fact, to demonstrate the tendency to 
increased output per man hour, together with the increased output per man, 
despite the great decrease in the duration of the working day which has 


C 
taken place since Marx’s time, His analysis of the increase of — is more 
v 


of a contribution. It is this, moreover, which Marx emphasizes as the premise 
for his demonstration of the over-riding tendency to declining profits. Within 


5 
the context of the theorem, i.e., with constant — (in real terms), the in- 
n , 





c S 
crease in — logically implies a decrease of a. on 
v ctt 


s 
On the level of real output, the assumption of constant — is, however, 
v 


contrary to Marx’s own position that the growth of the productive forces, 
c 


which is the essential premise for the increase of -—, itself implies an in- 
v 


crease in output per man, and, on Marx’s assumption of a constant real 
$ 5 
wage, a consequent increase in —.?® Marx relegates the increase of — 
v v 
from this, as well as other sources, to the sphere of counteracting causes. 


¢ 


That is admissible only with respect to the less important increase of — 
v 


derived from the alleged increase in the duration of the working day,?° and 
the increased intensity of labor. On the level of real output, therefore, in- 


S 
creasing — needs to be included within the body of the theorem. The de- 
y 


cline of 





Ss ' 
may still be demonstrated in this reference on the postulate 
v 


* The relative increase in the amount of f is somewhat more complicated than that of r, 
since f is partly a function of the durability of the fixed assets. 


1? Much of the three volumes of Capital is devoted to the irresistible tendency to the 
accumulation of labor-saving assets. 

“ Marx’s postulate that labor power is the unique source of value does not enter in on 
this level of analysis. 

* To which, as we shall see, Marx does not ultimately adhere. 

* Particularly when abstraction is made from periods of stagnation. 


* Admissible, in the absence of the social controls exercised by labor combinations and 
social legislation. 
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c s 
that the rate of increase of — is greater than that for —. That would be 
v v 


logically sound. There would still remain the empirical issue of the relative 
trend in the rate of increase of the two ratios. 

In any event, the argument for declining profits appears far less conclu- 
sive when posed in the foregoing manner, There is no getting around the 
circumstance that the increase in productive capacity, on which the increase 


c 
of — is premised, may result in the production of a sufficiently large surplus 
v 





S 
to prevent the decline of . It is on this aspect that Mrs. Robinson 
a 


focuses her criticism of the law of declining profits. But this criticism is 
far less decisive when it is recognized that, even in his theorem,”* Marx oper- 
ates with the organic, and not the technical, composition of capital in rela- 
tion, not to the trend of the real output, but the value of output. I have 
examined the theorem of declining profits in terms of the technical composi- 
tion of capital and the trend of real output in order to indicate the sense in 
which Mrs. Robinson’s criticism is valid;?* but it is not a criticism of the 
Marxian theory. 

Let us now examine the theory of declining profits in the reference in 
which c, v, and s are value magnitudes. Within the body of the theorem, 
before he proceeds to both the counteracting causes and, particularly, to the 
internal contradictions, embodied labor is Marx’s measure of value.” In 
terms of this measure, the trend of net national output, of aggregate value 
added (v + s) will correspond by definition to the trend in the inputs of v. 
On historical and sociological’ grounds, Marx postulates that the incredse 
in the productive power of the economy will be accompanied by an absolute 
increase in the inputs of v. In consequence, there takes place an increase of 
total value added (v + s) proportionate to the increase of v. On the assump- 
tion that the rate of increase of c is greater than that for v, there takes place 





+ v 
a decline in . That follows logically on the embodied labor value 
v 


s 
level of analysis. On the assumption of the theorem that — is constant, 
v 


there will also take place a decline of . To be sure, the increase in 





y 


$ 
productive power no longer necessarily implies an increase of —-. That dis- 
v 





aTh so far as it looks to declining as distinguished from the decline in the de- 


$ 
C+ 
mand for labor relative to expanding Eis capacity and real output. 
2 As well as to bring out the decline in the relative demand for labor power. 
See Volume ITI, p. 306. My citations are to the Charles H. Kerr & Co. ed. of Capital: 
Vol. I, 1926; Vol. II, 1925; Vol. ITI, 1909. 


* Persistent absolute displacement of labor, asserts Marx, would result in revolution. 
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poses of the type of criticism which does not distinguish between the real 
and the value levels of analysis. However, even on the labor value level, 


S C 
there may take place an increase of — which is greater than the increase of —. 
v v 


In that case there would be no decline in 





v 

At this point, it is necessary to follow Marx in his transition from the 
sphere of production to the market place with its Internal Contradictions. 
The very fact that “the mass of surplus-values?® thus produced is swelled 
to immense dimensions” militates against the realization of these values. 
The “total gross product must be sold. The conditions of direct exploitation 
and those of the realization of surplus value are not identical. . . . The first 
are only limited by the productive power of society, the last by the propor- 
tional relations of the various lines of production and by the consuming power 
of society.”?6 

The theory of declining profits is obviously oriented to the limited con- 
suming power of society. The following by Marx is extremely significant 
as an indication of the limited scope of the theorem, which identifies the 
consuming power of society with that of the laboring class, and is in other 
respects a highly abstract theoretical model. “Let us suppose that the whole 
society is composed only of industrial capitalists and wage workers. Let us 
further make exceptions of fluctuations of prices. . . . Let us make ab- 
straction of the bogus transactions and speculations which the credit system 
favors.” These are all implicit assumptions of the theorem. “In that case, 
a crisis could be explained only by a disproportion of production in various 
branches, and by a disproportion in the consumption of the capitalists and 
the accumulation of their capitals. But as matiers stand, the reproduction of 
capitals invested in production depends largely upon the consuming power 
of the non-producing [rentier] classes.”** The last sentence in the foregoing 
quotation appears to dispense with the poverty of the masses as a cause of 
crises, In the setting of the actual class structure of society, it harks back, 
rather, to the Malthusian conception of inadequate consumption by the 
rentier class, as the essential premise of excessive saving and accumulation. 
But, according to Marx, notably in the machinofacturing stage, it is in the 
very nature of the capitalist process to promote rapid accumulation. A large 
proportion of Volumes I and III are devoted to this thesis. 

Now, the very dependence of “the reproduction of capitals invested in 
production . . . largely upon the consuming power of the non-producing 
classes” is predicated upon the limited consuming power of the laboring class. 
It is precisely in order to accentuate the significance of this aspect of con- 
sumer demand that Marx forges his theory of declining profits. As the quo- 


* The expression “economic surplus” would be more meaningful to the modern reader 
who is habituated to think of values of finished commodities as determined in the market 
place. Marx refers to real net output im excess of the subsistence requirements of the labor- 
ing class measured in embodied labor. 

2 Vol. IN, p. 286. 


* Vol. III, p. 568. Italics mine, 
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tation given above clearly indicates, the latter is an extremely limited and 
artificial theoretical model. Not only does it abstract from price fluctuations 
and speculations, but it reduces the composition of society to industrial 
capitalists and wage workers. The last assumption implies an approximate 
identification of the “consuming power of society” with that of the laboring 
class. This identification is necessary if the value of net output (s + v) in 
the market place is to correspond to the embodied labor values in the sphere 
of production. In this way, the decline in the total input of labor power 
relative to the increasing net real output is implicitly translated into a cor- 
responding relative decline in the value of net output. 

With a constant technology and simple reproduction (no net accumula- 
tion), the problem of the transition from embodied labor values to values 
in the market is very simple. The value of net output equals the labor 
income. With net accumulation in the form of labor-saving innovations, 
there emerges the problem of realizing the economic surplus represented by 
this accumulation. This requires adequate expansion of demand for capital 
installation by the consumer goods industries. Such expansion will not take 
place in the presence of a decline in the demand for labor power relative 
to increased real output coupled with the tendency for real wages to be kept 
at a minimum, largely because of this relative displacement of labor. The 
process of accumulation will only be resumed after a crisis of overproduc- 
tion has effected a great deflation in the value of the constant capital em- 
ployed(C). l 

It should be noted that, as compared with the actual vicissitudes of his- 
torical capitalism, the foregoing theoretical model proves too much. The dis- 
proportion between the expansion of productive capacity and the consuming 
power of the laboring class would not require from seven to ten years to 
assert itself. But as has already been indicated, the theorem of declining 
profits involves the extreme limiting assumption of the identification of the 
consuming power of society with that of the laboring class. Actually, the 
contradictions in the way of realizing the economic surplus are relaxed in 
part by “the consuming power of the non-producing classes.” Up to a point, 
accumulation may feed on itself, the later stages of investment sustaining 
the earlier stages in the hierarchy of producer goods. The process of accumu- 
lation may also be sustained for a time by the discovery of new outlying 
fields of investment,?® as well as by new products which stimulate increased 
spending from the surplus.?° 

On the other hand, historically extant capitalism, according to Marx, is 
fraught with contradictions from other sources than the inadequate consumer 
demand to which his theory of declining profits is oriented. In part, these 
other contradictions account for the minor crises as opposed to the “real 
crises” of overproduction. In part, they serve to account for the recurrence 
of real crises in the presence of both the large consuming power of the class 
of proprietors and the discovery and exploitation of new markets and new 


* Chap. XIV, sec. V. 
2 Vol, III, p. 277. 


1944] BOOK REVIEWS 133 


human and material resources of production. Marx’s celebrated theorem on 
the probability of crises under simple reproduction is a case in point. Crises 
may result from the circumstance that, except on the premise of one given 
age structure of durable assets, the value of production for replacement of 
these assets will not correspond to the allowance for depreciation included 
in the price of gross output. In consequence, the equation between the value 
of inputs of c in the consumer goods industries and of inputs of v in the 
producer goods industries will be violated, and disequilibrium will result. 

It is to this theorem, as against the theorem of declining profits, that Joan 
Robinson refers when she expresses a decided preference for the argument 
of Volume IT as compared with that of Volume III (p. 87). It would appear 
that Mrs. Robinson should have preferred the theorem of declining profits 
which implicitly points to maldistribution of income as the cause of crises. 
The model in Volume II leaves it an open question as to whether disequi- 
librium is initiated from the side of demand for consumer goods or for pro- 
ducer goods. This model, moreover, operates with all the abstractions which 
characterize the premises of the theorem of declining profits. In addition, 
by posing simple reproduction, it abstracts from the expanding essence of 
capitalism. But it provides a useful insight. It is only a theorem. Simple . 
mathematical constructions cannot capture the great and ever-changing 
variety and complexity of human affairs. The same is true of the theorem of 
declining profits. Inasmuch as it is not a static model, it approximates more 
‘closely the actual career of capitalism, But it abstracts to such an extent 
from important aspects of historically extant capitalism that Marx finds it 
necessary to supplement his analysis of contradictions by all of Volume II 
and large parts of Volume III. 

The réle of credit, the incidence of the interest rate relative to profits of 
enterprise, extravagant inflation in the value of securities,?° unwise monetary 
legislation and monetary policy, the vagaries of the seasons with their inci- 
dence on the supply of raw materials, disproportionalities resulting from the 
lack of over-all planning aggravated by financial and commercial specula- 
tion, forced contraction of consumption through the rise of prices during 
the period of rapid accumulation—these and many other complications Marx 
abundantly recognizes,in Volume ITI. They have an important bearing on 
the timing and extent of “real crises,”** as well as on the advent of minor 
recessions. 

The argument in Volume II is by no means limited to the theorem which 
develops the probability of crises under simple reproduction. It proceeds to 
a more finely articulated analysis of disproportions between the various 
spheres of production, in both the vertical and horizontal aspects of the dif- 
ferentiation of production. Further, it develops at great length the proba- 
bility of disproportion resulting from the pronounced lack of. synchroniza- 
tion between the turnover of circulating means of production and the turn- 


» See Vol. II, p. 362; Vol. II, p. 580, and Theorien uber den Mehrwert, Vol. I, Pt. II, 
p. 266. 


3 Of overproduction. 
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over of mercantile assets, under circumstances in which commerce imple- 
mented by credit drives production beyond the limits of ultimate demand. 
It is not, therefore, merely a matter of limited consumer demand, but of a 
highly differentiated and roundabout process involving production for dis- 
tant markets, which both screens and serves to exaggerate the extent of 
ultimate demand. In this reference, the cause of crises is the planlessness 
of an economic process the very nature of which requires planned integra- 
tion. 

Joan Robinson is correct in her assertion that the emphasis of Marx, and 
still more of his disciples, on what I have called the theorem of declining 
profits has militated against an explicit and more empirically grounded 
examination of the incidence of restricted consumer demand on crises. But 
she tends to mislead the reader by the extent to which she identifies the 
theorem of declining profits with the theory of crises. The latter, it must be 
repeated, is coextensive. with Marx’s entire analysis of the contradictions 
which attend the machinofacturing stage of capitalist development. Marx 
forged his theory under the impulse of the aspiration to social revolution 
by means of the dictatorship of the proletariat.” This results in certain 
magnificent exaggerations, derived largely from his failure to reckon suff- 
ciently with state intervention in general and the uses.of the state for the 
protection of the wage worker and the small producer in particular. I: is, 
nevertheless, important to recognize that his enormous revolutionary energy 
led to such an exhaustive investigation of the category of capital and the 
pathology of capitalism that no economic theorist who is concerned with 
the development of a reasoned appeal to facts in order to implement an 
orderly transition to a better society can afford to ignore Marx’s Capital. 
It is to be feared that, on the basis of Joan Robinson’s in certain respects 
sympathetic and very able Essay on Marxian Economics, academic econo- 
mists would be inclined to persist in such a neglect. 

Leo ROGIN 

University of California 

Berkeley 


Full Employment. By Joun H. G. Prerson. (New Haven: Yale Univ. Press. 
1941, Pp. ix, 297. $2.50.) 

The reader is soon struck by the fact that Dr. Pierson has a great deal in 
common with the Keynesian New Dealers. And yet there are important dif- 
ferences. Most Keynesians, for instance, regard public spending as the best 
of the available weapons for combatting depression and unemployment. Dr. 
Pierson does not agree with them. 

“So far as it has been attempted, public spending has failed to reduce 
unemployment to any great extent. Certainly the public spending program 
has not been pushed as boldly as it might have been, Certainly also the New 

%2 He does not insist on violent revolution, but anticipates that, except possibly in Eng- 


Jand, the working class must be prepared for violent resistance on the part of the capitalist 
class. 
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Deal approach has had other shortcomings. . . . The really crucial point, 
however, is that the prospects of the whole policy of public spending have 
necessarily been highly dubious from the beginning because there has not 
been any assurance that private spending would not react negatively to public 
spending...” (p. 89). 

The trouble with public spending, he goes on to explain, is that it involves 
an extension of governmental activity, or “planned production,’* which 
private business fears and resents. Business expresses its hostility by cur- 
tailing its own spending as government spending increases. Unless the govern- 
ment is prepared to expand its activities to the point of taking over the entire 
field of production, there is no assurance that it will be able to achieve a 
satisfactory level of employment (p. 114). 

This conclusion is certainly open to serious question, on the ground of 
past experience with public spending as well as of general analysis of economic 
behavior. I shall not stop to argue the point, since it Is more important here to 
examine the author’s own proposal for maintaining full employment, a pro- 
posal which he thinks would avoid the difficulties attendant on public spend- 
ing. Instead of trying to increase employment and income in periods of 
depression by expanding its own activities, the government should, he sug- 
gests, confine itself to a guarantee that aggregate consumer demand would 
never be allowed to fall below a certain figure. This would give business men 
the assurance of an adequate market for their products and would induce 
them to go ahead themselves and provide the desired amount of employment. 
The government would not have to do anything that would compete or 
interfere with business. “Ideally, the guarantee would motivate and result in 
the anticipated level of production for market, thus securing full employment 
without any expansion of public works” (p. 127). In practice there might 
be a certain amount of irrational opposition on the part of business and there 
would also still be secondary fluctuations in private activity to be smoothed 
out. But these difficulties normally would be of a minor order and could be 
overcome without disturbing the main current of business activity. 

If it would work, the consumption guarantee policy would obviously have 
great advantages. It would not only keep the government from stepping on 
the toes of business, but would also avoid the increase in public debt, or the 
use of redistributory taxation, price policy, and other measures to force a 
change in the community’s propensity to consume, which most current pro- 
posals for combatting severe unemployment entail. 

Dr. Pierson’s faith in his consumption guarantee plan rests on the assump- 
tion that output as a whole is governed by the anticipated demand for con- 
sumer goods. This is clearly true of the production of consumer goods them- 
selves. Producer goods in turn, Dr. Pierson argues, are used in making con- 
sumer goods and have no value apart from such use. The production of 
producer goods is consequently governed by the rate at which consumer 


*Dr. Pierson seems to assume that public spending necessarily involves an extension 
of governmental activity in the production sphere. This is, of course, not true. Public 
spending may equally well take the form of direct payments to consumers such as social 
security benefits, farm parity payments, educational grants, etc. 
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goods are being produced. Thus, directly or indirectly, production as a whole 
. is determined by the anticipated demand for consumer goods. “The demand 
for producer goods derives'of course from the demand for the goods or services 
that they will create, so that at each point the demand in the last analysis 
comes back through as many stages as may intervene before the end results 
of productive effort are disposed of in some consumer market. Expected final 
consumer demand is the ultimate magnet to which production responds” (p. 
125). 

This argument unfortunately breaks down on its treatment—or, perhaps 
better, its neglect—of the demand for new capital goods. Replacement of | 
existing capital equipment does, broadly speaking, depend on the aggregate 
production of consumer goods. But the demand for capital goods over and 
above replacement requirements depends, not on total consumption, but 
rather on the rate of change and growth in the economic system. It would 
be quite possible, as Mrs. Robinson, Professor Hansen, and others have 
pointed out, to maintain indefinitely a high rate of consumer goods produc- 
.tion without any net production of capital goods at all. 

But if the production of capital goods depends- on factors other than the 
rate at which consumer goods are being turned out, there is absolutely no 
assurance that the guarantee of a certain volume of consumer demand will 
maintain production as a whole at the desired level, Dr. Pierson says it would 
be “fantastic” to think of “production for market slowing down and coming 
to a virtual standstill in the face of a guaranteed consumer expenditure of 
a hundred billion dollars a year” (p. 158). Actually, there is nothing fan- 
tastic, or even unlikely, about it at all. The only way the government could 
guarantee consumer expenditure of 100 billion dollars would be by guaran- 
teeing the income which would make people willing to spend that much on 
consumption, The propensity to consume in this case might be something 
like five-sixths. That would mean that the government would have to guaran- 
tee a national income of 120 billions in order to call forth the desired 
100-billion consumer expenditure. There would then be a 20-billion dollar gap 
between income and consumption which would have to be filled in some way. 
Whether or not private investment could do the job alone would depend not 
on aggregate consumption but on the rate at which new industries were de- 
veloping, new opportunities for investment abroad were being opened up, 
population was growing, etc. If the stimulus provided by these factors was 
inadequate, total spending, investment plus consumption, would fall short of 
income, and a cumulative decline in income and consumption, accompanied 
by a decline in output and employment, would take place. 

If the government went beyond a mere guarantee and took steps to see 
that income actually was maintained at the desired level, the outcome would, 
of course, be different. But the government could maintain income only by 
itself spending an amount sufficient to make up for the deficiency in private 
investment expenditure, or by changing the community’s propensity to con- 
sume through taxation, pressure on profit margins, etc. These, however, are 
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the very New Deal measures Dr. Pierson was hoping to escape through his _ 


consumption guarantee plan. 

Although Dr. Pierson has been much influenced by Keynes in his mone- 
tary and income analysis, he fails to take full advantage of Keynes’s General 
Theory in his treatment of saving. Instead of focusing attention, as Keynes 
does, on the fundamental fact that saving, whatever form it may take, is 
not-spending on consumption—a fact which, incidentally, many people are 
able to see clearly for the first time now as a result of our experience with 
a war economy—he breaks saving up into various parts and tries to deter- 
mine the significance of each separately (pp. 215-17). This procedure has 
serious drawbacks. For one thing, it keeps him from taking a broad view 
of the income process and accounts, in large part, for his failure to ask, in. 
the case just discussed, what income total would be necessary to produce 
consumption expenditure of 100 billion dollars and how the gap between 
consumption and income at that level would be filled. It also leads to diffi- 
culties in his treatment of hoarding. 

Saving is all right, according to Dr. Pierson, unless it takes the form of 
hoarding.” If it does take the form of hoarding, the flow of money against 
goods is reduced and production and employment fall off. In order to make 
people “invest” their money and thus keep the spending stream going it 
would be a good idea, he thinks, to put a tax on hoards (p. 241). But what 
does “hoarding” mean in this context? If I use part of my income to buy 
securities, I certainly cannot be accused of hoarding the money. The person, 
or corporation, who sells me the securities may turn around and buy securi- 
ties from some one else. He Is not hoarding either. And yet, in spite of the 
fact that no one is hoarding, the demand for new capital goods may be 
falling off and the economy heading into a severe depression. It is futile to 
try to assess the responsibility for the decline by examining what individual 
savers do with their money. All are equally guiltv in that their saving reduces 
the demand for consumer goods. But all are also equally innocent in that 
it is not their fault that total investment expenditure is insufficient to keep 
income at the higher level. 

Dr. Pierson raises some very important problems in this book. He does 
it with the vigor and independence of thought that characterize all of his 
work. The difficulties that have been discussed in this review are common to 
much of the contemporary literature on income and employment. Rarely, 
however, are they developed in so bold and interesting a fashion. For this; 
if for no other reason, the book is well worth the careful attention of students 
in the field. 

ALAN R. SWEEZY 


Williams College 


7“There is no reason why the individual citizen or business management will neces- 
sarily experience any loss of freedom of action in the disposal of unspent money. On the 
c(ntrary, matters can be expected to stand as before—provided only that conflict between 
SC ial and private interests does not arise out of large-scale hoarding ...” (p. 266). 
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Cost Behavior and Price Policy. Prepared by the Committee on Price Deter- 
mination for the Conference on Price Research. Price stud. no. 4. (New 
York: Nat. Bur. of Econ, Research. 1943. Pp. xix, 356. $3.00.) 


This recent book of the National Bureau of Economic Research draws the 
theoretical economist one step nearer to the realities of the operating 
economy. The main body of the discussion (after the theoretical introduc- 
tion) is limited almost altogether to the subject of cost behavior; a single 
chapter at the end is devoted to an exploratory survey of The Implications 
of Cost Behavior for Price Analysis. 


Part One: The Nature of Costs and Prices 


The first fifty pages present a very succinct statement of the theoretical 
setting of the problems which are to be discussed in the main body of the 
book, and provide in addition a very enlightening discussion of some of the 
difficulties to be overcome by the theorist who undertakes to employ em- 
pirical tools of analysis. 

These difficulties are impressive. The trouble with using accounting data 
arises largely out of the genesis of accounting procedures, which seldom draw 
clearly the lines of distinction between the categories so important to the 
economist. Extreme difficulty is experienced in distinguishing between long- 
and short-time cost factors. Too frequently accounting purposes are satis- 
fied without separating out the expenses that apply to particular operations 
or commodities. Moreover, the dollar figures often defy breakdown into 
quantity, quality, or price elements. These and a number of other “tough 
. nuts to crack” are discussed in a way that convinces the reader that the 
authors approached their task fully cognizant of the difficulties with which 
it was beset. 

The interesting account of the “dimensions of price” cannot fail to make 
the price analyst more humble in his work. Conventional price quotations— 
and this includes the prices of various cost elements as well as finished 
product prices—cannot be accepted as tools of analysis without exploring 
their numerous “dimensions”-—their specifications, contract terms, customer 
classification, credit considerations, and a host of others. In a description of 
prices for various classes of book paper (outlined in an appendix) it is 
estimated that standard product specifications alone would give rise to a 
possible 170 million different “products” quite apart from other terms of 
sale, such as delivery, credit, guarantees, etc. 

At the end of this discussion the reviewer is impressed with the herculean 
task encountered by the empirical investigator who attempts to forge analyti- 
cal machinery which will refine, purify, and extract from such data a dis- 
tillate which conforms even workably with the concepts of economic theory. 
And, if he does succeed in straining out such purified evidence, there is a 
real question as to whether he has secured a sample of the economic phe- 
nomena his theory covers that represents more than a few isolated—possibly 
nontypical—instances. 
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Part Two: Cost Behavior 


The authors have undertaken in the body of their discussion a critical re- 
view of the work and the tools that others have developed and an appraisal 
of such results and methods in the light of their possible contribution to 
the economic theory of costs and prices.* 

The chapters in Part Two follow a common three-part pattern. First, there 
is a statement of the technical or statistical problems involved in securing 
refined numerical data for testing or measuring the cost factors under con- 
sideration in the chapter. Then, there is a critical evaluation of existing 
materials and studies.? Finally, each chapter closes with suggestions of 
further research possibilities. 

One of the important contributions of the book—as well as one of its 
limitations—is the organization of its analysis of the elements which influ- 
ence costs. As stated before, the outline is based primarily upon the con- 
cepts of economic theory, rather than upon the elements which may have 
been developed by accountants or the elements which entrepreneurs might 
regard as of particular importance to themselves in arriving at cost or price 
decisions. 

The analysis of the behavior of costs in Part Two considers first the 
relationships between costs and the rate of output, assuming plant and 
equipment to remain unchanged. At this stage it was necessary to investigate 
ways of finding or simulating conditions where costs of individual products 
were isolated, where differing and arbitrary methods in allocation of fixed 
costs over time do not destroy the comparability of data used, and where 
changes in the price of input factors or changing technology do not distort 
the data. 

As a result of the survey of studies which have yielded data of this sort 
the authors reach one of their significant conclusions (p. 109 ff.): a consider- 
able number of instances seem to indicate that the economist should reéxam- 
ine his assumption that the individual firm has a cost-output relationship 
described by a U-shaped marginal cost curve. With few exceptions, the 
studies available have indicated marginal costs which are approximately 
horizontal over a wide range of output. 

The successive chapters in Part Two proceed with the relaxing of the 
limiting assumptions required for isolating a cost-output function, Changing 
of input factors are next analyzed, then technical changes. The statistical 
isolation of these factors is far from easy, as indicated by the scant evidence 


*The book was written for economic theorists. They occupy the box seats. A few lines 
are dropped here and there for the business man or the public administrator, but they 
will have to go to the economist after the show is over and ask him what it was all about 
and what use it is to them. 


* Some of the studies cited had, of course, been made with a purpose different from the 
analysis of cost behavior. In a number of cases, therefore, the authors had to do a con- 
siderable amount of translating or interpolating from the original studies to secure com- 
parability of results. In bringing together such scattered data and relating them to the 
problem at hand, the authors were careful and on the whole judicious, 


140 THE AMERICAN ECONOMIC REVIEW [MARCH 


available. Then in considering such problems as those created by the alloca- 
tion of common costs among multiple products produced by the same enter- 
prise, and in developing data to show how costs differ solely because plants 
or firms are of different sizes, the statistical difficulties of creating a syn- 
thetic state of ceteris paribus are enough to make the investigator turn for 
inspiration to the story of Joshua who was able to command the sun and 
the moon to stand still—and they did! 

Finally, the relatively new field in economic theory, the analysis of selling 
costs, is given a very interesting discussion, although the authors concede 
that the work done in this field has brought to light only a few bits of 
evidence. It appears to the reviewer that this area holds great promise for 
the economist and the statistician. Consider only one problem—input com- 
binations, Business men have had to make decisions about the relative 
efficiencies of various selling “input” combinations (advertising, sales meth- 
ods, packaging, servicing arrangements, and many others) without any re- 
liable guidance of the sort which engineers provide for the factory manager.® 
This is only one of the undeveloped aspects of the analysis of the behavior 
of selling costs but it alone suggests a large and fruitful field. For many 
products there is little question but that a study of selling costs is far more 
important to an understanding of price than is a more complete analysis 
of production costs. 

In their introductory remarks the authors state that they “wish to em- 
phasize that this report in no sense represents a complete study of the 
principal cost problems confronted by the individual firm. They are acutely 
aware that in many places in the discussion the difficulties associated with 
the isolation of the influence of one variable on costs from others operating 
simultaneously have not been encountered effectively. In addition, many - 
other cost problems just as significant as the ones treated here have perforce 
been neglected for lack of time. The Committee will be content, therefore, 
if this report is accepted as an introduction to a body of imperfectly known 
material, as a criterion appraisal of existing studies of cost behavior, and as 
a presentation of suggestions for further research.” 

This modest appraisal by the authors should in no sense detract from the 
positive contributions of their work. To undertake at this stage in our 
knowledge of cost behavior an integration of the empirical approach with 
the deductive theoretical is both necessary and valuable, even though the 
results are seldom final, and an almost prohibitive amount of work would 
be involved in carrying such studies to a comprehensive set of definite con- 
clusions. 

Practical Limitations 


In a subject of such vital concern to business managers, it. would be fair 
to assume that there should have emerged from the mass of practical ex- 


7 As science advances, and methods of measurement and classification improve, differ- 
ences which were earlier regarded as qualitative in nature are found to lend themselves to 
quantitative appraisal. The science of selling has many areas now treated in a general 
qualitative way which will some day be measured and analyzed according to quantitative 
methods, 
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perience something more tangible than the fragmentary evidence which the 
authors were able to marshal in their attack upon the problem of cost 
behavior. This suggests that perhaps the business man, in approaching his 
cost-price problems, did not have the same framework of deductive eco- 
nomic theories in his mind as the authors had in theirs. The business man 
may have had specific decisions to make which did not require him to de- 
velop the continuous cost functions of theory. He may have been choosing 
between only two or three fairly specific alternatives in respect to costs and 
volume, or in respect to changes in the use of certain input factors. His 
answers may not yield data which would permit the tracing of a complete 
cost function, but they would give him a satisfactory practical solution and 
they should also be of considerable value to the economic analyst. 

This suggests that there is an important area for the price economist 
which does not require that he go to the tremendous work required in the 
construction of a system of costs based upon a group of related continuous 
functions. Indeed, such an approach may be closer to the facts that actually 
brought about a particular price decision or price change than would an 
elaborate process which interpolates its way across gaps in the basic cost 
data. The filling of the gaps themselves may not be a valid operation since 
the conditions represented by the minimum point may not in reality exist. 
The discrete nature of the jump from one size plant to the next larger, or 
possibly a consideration of the physical limitations imposed by the geog- 
raphy of the market, may be the governing elements rather than theoretical 
considerations of maxima, minima, inflection points, etc. 

Another advantage which might be gained in using actual case data (even 
though it is considered inadequate by the theorist who requires a complete 
system of continuous functions) lies in the fact that business men have a 
perception of which factors are likely to be strategic in particular cost-price 
problems. The study of actual essential cases, therefore, may assist the 
analyst in keeping these critical factors clearly in focus in arriving at his 
conclusions, 

It is not suggested that this sort of inductive, perhaps almost a case by 
case, approach is any substitute for that employed in Cost Behavior and 
Price Policy. Rather it would supplement it, and it might make the further 
work of the Committee on Price Determination easier as well as more useful. 
Certainly it has the distinct practical advantages of opening the way to 
an additional amount of data which might not lend themselves to use in the 
more elaborate ‘“‘cost-function” approach. It also may make it possible for 
theorists to undertake studies which would otherwise entail a prohibitive 
amount of work. The present book provides tools that are more refined than 
many price analyses will have to use to secure practical results. Napierian 
logarithms are not needed to multiply two by two. The unfortunate entre- 
preneur, buffeted on a turbulent and changing sea of competition, faces many 
problems. This book is like a manual for “navigating by instruments” refined. 
by the statistician and theorist to meet and overcome complicated obstacles. 
With its help he can theoretically be a master of intricate problems of busi- 
ness navigation. His first difficulty, however, would be to construct his craft 
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with quarters to accommodate a goodly crew of technicians and research 
workers. He might then arrive at the point of considering whether the cost- 
volume function applied to research expenditures had not produced a curve 
so steep as to cause the ship itself to founder. 

In Cost Behavior and Price Policy, the theorist finds a preliminary effort 
fo fit together into a more or less complete system the findings of the all 
too infrequent and fragmentary analyses in a field of prime economic im- 
portance. The student of prices can find the work helpful even if he uses 
the study to assist him in applying the proper tools to certain elements in 
his particular price problem which his judgment tells him are of primary 
importance, and to guide him in the intelligent disregarding of elements 

which can be ignored without seriously affecting his results. 
| H. B. ARTHUR 
Swift and Company 

Chicago 


Interest and Usury. By BERNARD W. Dempsey, S.J. Introduction by JOSEPH 
A. SCHUMPETER. (Washington: Am. Counc. on Public Affairs. 1943. Pp. 
x, 233. Cloth, $3.50; paper, $3.00.) 

Modern thought, in more than one sector, resembles Aristotelian scholasti- 
cism. Professor Whittaker views certain developments in modern physics as a 
return or at least a tendency of returning to the true Aristotelian outlook.* 
Lord Keynes was actually accused of Scholasticism. Since Wicksell, all 
eminent theorists of interest, doubtlessly without intent, were engaged in — 
establishing new bonds between the world of the economist and that of the 
followers of the Philosophia Perennis. 

Robbins and others have been in search of the purely economic element, 
the formal object of economics. Traveling with them, we must discard spatial, 
temporal, technical, groupist, ethical and other elements. Perhaps we shall 
end up on this road with the strictly measurable value. We would be pro- 
tected by such method from the confusion of material and formal object, an 
error committed by Professor von Mises and corrected by Professor Lange. — 
We must recognize that, dependent on the characteristics of noneconomic 
elements, various sets of strictly measurable value can emerge. Thus, we 
do not need markets in the contemporary sense as a necessary condition of 
rational economic disposition; other institutions might perform this function. 

The effect of noneconomic on purely economic elements certainly has been 
recognized in some fields. The introduction of space into the economic 
universe gave rise to theories of international trade, that of physical and 
psychological elements, to theories of economy of size, and there are others. 

When the term “ethics” is mentioned, many economists get reluctant; yet 
it would seem that there is here only another noneconomic element, let us 
say orderable values, the relationship of which to strictly measurable value 
requires explanation. The point is sensitive, but no longer so touchy that 
it must be avoided. 


*JIn an article appearing in Nature, January 9, 1943. 
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Father Dempsey, a scholar competent in the field of economics as well as 
scholastic philosophy, entered the twilight zone between ethics and economics 


by way of comparing interest theories of selected Scholastics with those of 
the eminent moderns in this field. 

The first part (chaps, II-IV), of Interest and Usury, covering Wicksell, 
von Mises, Fisher, Schumpeter, Hayek, Keynes, is written in the language 
of the economist and will require much patience on the part of the reader 
whose main work is in other fields. Chapters VI-VIII cover the Schoolmen 
selected—Molina, Lessius, and De Lugo. 

The criteria of selecting the men in these two groups for purposes of com- 
parison can hardly be objected to. The moderns are beyond doubt the most 
influential figures in the field of interest theory in this and the last generation. 
The particular Schoolmen were chosen because they considered themselves 
absolutely at one with the medieval way of thinking and yet worked on 
economic and financial problems which were becoming modern in their con- 

notations (p. 117). 

' Chapters IX and X compare the two bodies of general principles by formu- 
lating propositions which, in some sense, would be admitted by all the modern 
writers considered, and by seeking to discover what would be the attitude of 
the medieval writers on the same propositions (p. 191). These propositions 
will be quoted here in full. They are in such excellent form that they will 
undoubtedlv be of great help to those seeking precise information on the 
tenets of modern interest theory. 


Proposition I. Money interest, apart from that on consumption loans, rests upon an 
underlying relationship of productive factors, such as yield a net value surplus, a profit. 

Proposition II. The rate of interest would be zero in an economy in which all saved 
resources were employed in maintaining productive capacity without improvements in its 
technical efficiency; that is, in an economy in which both the motive and the opportunity 
for alternative methods of the application of resources are absent. 

Proposition III. Rates of interest represent the common market estimate of the ad- 
vantage of present control of resources for various lengths of time, and produce a balance . 
between the superiority in income yield of the marginal unit of saved resources and the 
marginal unit of resources not saved (in so far as the opportunity for superior employ- 
ment is open to both borrower and lender). 

Proposition IV. The source of interest is the margin between value and costs made 
possible by control of resources in the hands of those able to combine them in more 
efficient ways; for this, time is a condicio sine qua non. But processes longer in time are 
not necessarily the more economic. 

Proposition V. Loans of funds which involve an antecedent sacrifice to the lender, other 
things being equal, produce a different price complex and disposition of resources from 
those which do not so impose a Sacrifice; that is, loans made from funds which have 
been income affect the price complex differently from those which, not having been income, 
can involve no antecedent sacrifice. 

Proposition VI. Money loans made out of funds which have never been income and 
which therefore involve no antecedent emergent loss, impose a consequent loss on persons 
other than the lender from which their economic validity is derived. 

Proposition VII. There is, therefore, a valid and useful—though as yet imperfectly de- 
scribed—distinction between natural interest, in the determination of which changes in 
the volume and value of money, broadly understood, are not active, independent variables, 
and money interest in which changes in the volume and value of money are active inde- 
pendent variables. 
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Proposition VIII. Loans contracted out of funds notably larger in volume prevailing 
when there was formed an equable price complex with reference to which the loans were 
made, may produce a price complex such that a large proportion of loans, either new or 
previously outstanding, cannot be paid. 


Father Dempsey concludes that in general the moderns and medievals will 
agree on these propositions (pp. 192-202). The last of these, discussed in 
greater detail than the others, leads him to generalize the Scholastic notion 
of usury, applied primarily to persons, to usury applied to a process, or 
institutional usury (p. 212). This generalization is suggested by the fact that 
in the modern world the commercial banks, employing fractional reserves, 
as well as central banks, can “create” funds—that is, can make loans which 
were not parts of previous incomes (p. 210). Such procedure is looked upon 
as potentially usurious on the part of the institution. Father Dempsey states 
that the Scholastics of the seventeenth century, like Professor Fisher, viewing 
this monetary and credit problem, would readily favor a 100 per cent reserve 
plan, thus abolishing fractional reserves and excluding commercial banks as 
“creators” or “destroyers” of funds. 

Such a generalization amounts to identification of the set of economic 
values resulting from the economic dispositions of just men with the simul- 
taneous values of general equilibrium. The just prices, including interest, 
would then be the same as the equilibrium prices. A very enticing proposition, 
indeed, and furthermore, one that has precedent in the identification of normal 
price with just price. 

The reviewer would have liked to have this proposition examined, especially 
since he has grave doubts about it. 

-The strict principle of equivalence presupposes, of course, that prices are 
data to both contracting parties. No matter what the origin of these prices, 
whether they are arrived at competitively or in some other way, the persistent 
application of the principle of equivalence must result in the most rational 
disposition of all known economic resources, The reason for this is that the 
principle of equivalence is a consequence of the simultaneous maximization of 
net revenues on the part of the entrepeneurs, as well as the striving for the 
most preferred consumption combinations on the part of the consumers, with 
prices beyond the direct influence of any buyer or seller. So far, Scholastics 
are general equilibrium theorists, and so far, the just price is the general 
equilibrium price. “Institutional justice’—the term being intended to be 
analogous to Father Dempsey’s “institutional usury” (p. 212)—would be 
the note of an economic configuration in which the two maxima mentioned 
before would be achieved universally and simultaneously. It is easily seen 
that there is no room in this solution for time; it is, in modern terminology, 
instantaneous, or as the moralists put it, the passage of time does not confer 
any title at all. 

In such an order where all commodities are perfect substitutes for each 
other, there are no surpluses at all. Where this is not the case, there would 
be only one type of surplus—rent. The Scholastics also came to this con- 
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clusion by declaring that the census, i.¢., recurrent annual payments con- 
nected with land use, were non-usurious. 

But what of the extrinsic titles and interest? There is no room for them 
whatsoever in the above system. All contractual payments on loans beyond 
the principal would have to be declared usurious, A$ a warning it should 
perhaps be stated that we are not free to postulate the existence of an 
independent agent of production, called capital, whose net product would be 
the value covered by the extrinsic title. The reason why we are not free to 
assume such existence is that the existence of this agent depends on the exist- 
ence of a surplus. 

Father Dempsey’s Proposition I, in perfect agreement with modern teach- 
ing, violates the principle of equivalence. Those Scholastics who are con- 
sidered in Interest and Usury also speak of gain, which is interpreted by - 
Father Dempsey to mean surplus. Are they then also violating the equivalence . 
principle? It will be recalled that such suspicion was voiced in their own days, 
and it seems now to gain support from our reflections. 

In his Proposition II Father Dempsey states that in a stationary state, 
which is clearly an instantaneous solution, there can be no interest at all. In 
the closed communistic state, Professor Schumpeter finds surpluses, if there 
be any change in the economic disposition by the governing authority, in the 
form of profit or reward for leadership, but discovers no interest, ¿.e., a con- 
tinuous flow of surpluses other than rent.? What are the reasons for the 
existence of such surpluses, which might be looked on as the new values 
covered by the extrinsic titles? 

Professor Schumpeter gives? two reasons: First, instantaneous imputation 
cannot take place because the old values of the means of production are so 
strongly anchored in the consciousness of the economic leader that he cannot 
yet perceive their dependence on the new values of the product. We should 
remind ourselves that if this leader acted rationally, or could act rationally, 
imputation would be instantaneous. The old values of the means of production 
would no longer have any meaning whatsoever, and there could not be even 
a temporary surplus, There would be gain in welfare but no profit. 

The second reason given for the existence of profit in such a communistic 
state is that leadership is an agent of production and must therefore have a 
corresponding marginal product. But this would not be a value surplus. We 
conclude that there can be surpluses in such a communistic state only 
if the leader acts irrationally. For the stationary state as well as for the 
rationally conducted communistic state we must, therefore, assert that the 
cost or equivalence principle excludes not only usury but also interest and 
profit. 

What is the situation in an order which recognizes private property and 
is not stationary? It is clear that there will be surpluses other than rents. This 
is so because private property precludes an instantaneous solution, since dif- 


* Theory of Economic Development (German ed.), p. 225. 
* Ibid., p. 222, 
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ferent individual dispositions could not all be directed necessarily toward the 
same point of time. Thus, even under conditions of free competition—to be 
distinguished from perfect competition or simultaneity—costs and prices 
cannot be equal unless the surpluses are added to other costs. There is an 
inevitable source of nonrent surpluses, when seen from the social point of 
view, in a dynamic society having the institution of private property for 
reasons analogous to the irrationality of the communistic leader. The prin- 
ciple of equivalence does not hold for the system as a whole. Temporary 
surpluses, out of which interest-—a nondisappearing revenue—will grow, 
owe their existence to elements preventing a fully rational social disposition 
of all economic resources. The equivalence principle can never apply to 
society as a whole, if the institution of private property is natural. 

For the single individual, however, with all economic values given and 
beyond his control, this is not true, Here, if there is rationality in disposition, 
the equivalence principle can and must apply for the reason that he can 
codrdinate his disposition in time, or better, that his equilibrium is instan- 
taneous. 

In keeping with these considerations, it would seem that we would hold 
to the procedure of the Schoolmen, limiting the equivalence principle to 
persons. Father Dempsey suggests the generalization to institutional usury. 
Accepting this generalization, we would have to hold that all economic insti- 
tutions would have to follow the equivalence principle. We saw, however, that 
if they did there could never be any interest. Furthermore, since the institution 
of private property is natural, we saw that there always must be surpluses— 
in other words, that the application of the principle of equivalence is never 
possible institutionally. Ad impossibile nemo tenetur. 

Surpluses, profit, and interest under certain circumstances are inevitable. 
Innovations can never pay the full equivalence, whether there is bank credit 
or not. The problem then is one of distributive justice, but not one of com- 
mutative justice on the institutional level. It is conceivable that this implies 
minimizing surpluses, as Keynes maintains, or finding conditions for optimum 
values. But this might very well require the use of credit from commercial 
banks with reserves less than 100 per cent and dispositions undertaken by 
civil authority in matters of money and credit beyond a mere definition of an 
objective monetary standard, At any rate, this reviewer cannot accept Father 
Dempsey’s tenet (p. 212) that fractional reserves and central banking would 
in all probability have had no appeal to the Schoolmen, being subject to , 
the suspicion of institutional usury. 

Inflation or deflation of a kind is simply inevitable if the institution of 
private property is natural. Reflecting on this sentence, it occurred to the 
reviewer that he knew of no currency that had not lost purchasing power 
in the course of time, and finally disappeared. This is in keeping with our 
conclusions, and it seems impossible to square it with the suggested notion 
of institutional usury. 

Professor Schumpeter, introducing Interest and Usury, calls it an important 
contribution to the history of economic thought. The concurring reviewer 
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wants to add the expression of the hope that Father Dempsey’s work will help 
to break the ice which for more than a century has separated two fraternities 
of learning. 


JOSEPH SOLTERER 
Georgetown University 


A Dimensional National Economy. By Dav ATKINS. (San Francisco: Author, 
1055 Green St. Westminster: King and Staples. 1942. Pp. xiv, 228. 17s. 
6d.) 


In this book, Mr. Atkins has attempted to construct a new system of eco- 
nomic thought and to propose corresponding changes in economic organization 
and policy. These proposals require rather drastic revision of many cherished 
economic doctrines. Exchange value, for example, must be replaced by the 
view of value as “effective human effort,” a definition, which according to the 


author, permits increases in value to be measured directly rather than in- ``, 


versely as in the case of value as ordinarily defined. This advantage is con- ` 
sidered important particularly since it avoids the paradox of less value with 


increasing abundance. The concept of “economic dimensions” which pre- _ 
p . 


sumably gives the book its title, together with the notion of economic value 
as “effective human effort” provides the foundation of the analysis. The 
economic dimensions, we are told, consist of time, area, population, and 
“occupancy-value.” The latter concept, defined as land area multiplied by 
population is especially significant because it forms the anchor of the proposed 
monetary svstem. 

The explanation of economics in terms of dimensions is a prelude to the 
author’s program to rid free societies of the curse of unemployment and un- 
necessary poverty. Our monetary system, particularly the gold standard, is 
to be replaced -by a new type where money is measured in terms of occupancy- 
value. Banks will be permitted to continue, for Mr. Atkins has no quarrel 
with them, but their operations will be limited by a system of proportional 
reserves set in terms of units of occupancy-value. These units will be subject 
to correction with shifts of population. What the author calls “credit cur- 
rency” can be created by banks in exchange for liens upon “non-dimensional” 
wealth such as equipment and improvements on land. 

Mr. Atkins paints with a broad stroke and leaves many important questions 
unanswered. One might wish a more detailed explanation than is provided 
of the operation of this rather novel monetary system. How this system would 
regulate human affairs as to insure full employment of resources automati- 
cally is not explained. Perhaps more consideration will be given these points 
in the two works on money the author plans to publish. Until a more careful 
analysis is provided, it is doubtful whether the author’s novel suggestions 
constitute an important contribution to economic thought. 


EARL ROLPH 
University of California 
Berkeley 
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The Growth of American Thought. By Merte Corti. (New York: Harper. 
1943, Pp xx, 848. Trade ed., $5.00; student ed., $3.75.) 


Those who have been niet in teaching the ee of economic thought 
in the United States in the way that Veblen taught the history of economic 
thought in Europe at first had difficulty in getting material to put in the 
hands of the students. This difficulty has gradually been reduced. 

First, there was the collection of Veblen’s own writings in the book, The 
Place of Science in Modern Civilization. This gives Veblen’s analysis of the 
philosophical backgrounds of the Physiocratic and Classical doctrines, the 
-Marxian writings, the writings of John Bates Clark, etc. 

.Next came Vernon L, Parrington, Main Currents in American Thought. 
As first published, this was in three volumes but now it is available in a 
cheaper one-volume ‘edition. Parrington is, of course, writing a history of 
` general literature explained in Veblensian terms. It is particularly good in 
giving the European background of colonial thinking. 

Now we have Curti’s The Growth of American Thought. Curti is an his- 
torian. He gives in a moderate-sized volume an excellent treatment of the 
background of American economic writing. Among the topics treated are the 
Enlightenment, the Advance of Science, Evolution, Transcendentalism, Edu- 
cation, and Religious Movements. He has a bibliographical note of 60 pages 
which will be very helpful. A good feature of the bibliographical note is the 
notice of forthcoming books. 

With the above frame of reference, it was probably difficult to bring: in 
the economists. But the economists will be disappointed at the treatment. For 
example, the following who seem to many economists to be significant are 
not mentioned at all: Amasa Walker, H. J. Davenport, C. F. Dunbar, H. C. 
Adams, A. T. Hadley, J. W. Jenks, E. R. A. Seligman, David Kinley, R. F. 
‘ ‘Hoxie, and A. L. Perry. Daniel Raymond has only one paragraph. Francis 
A. Walker is represented only by a quotation at the head of a chapter. John 
Bates Clark is represented by his earlier book of more or less popular articles, 
The Philosophy of Wealth, Nothing is said of his later Distribution of Wealth, 
which was so influential in setting the theoretical pattern of economic writing 
in the United States. J. Laurence Laughlin appears only as the wicked deleter 
of portions of J. S. Mill’s Political Economy, with no mention of his work’ 
for sound money and banking reform. Presumably we should be thankful for 
the good things in the book and not stress too much the omissions. 

James D, MAGEE 

New York University 


Die Lehre von der Wirtschaft. By WILHELM RÖPrKE. 2nd ed. (Erlenbach- 
Zurich: Rentsch. 1943. Pp. viii, 203. Fr. 6.) 

This small book represents a type of introduction to economics which is 
completely lacking in English literature. The author says in the Preface 
that it was his intention to write the book which he wanted to have when 
he was a student. Indeed any student confronted with economics for the 
first time is fortunate if Röpke’s book gets into his hands. It contains hardly 
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anything of the technical apparatus of economics (cost and revenue curves, 
supply and demand curves, etc.) with which American textbooks on the 
introductory level are overloaded and which all too often frighten the student 
away from economics. Instead, the book concentrates on presenting the main 
problems which economists try to solve, giving enough of the solution to 
arouse the reader’s curiosity. Hints are thrown in now and then showing the 
relation of economics’ to other fields of study. Whenever the argument war- 
rants it, conclusions are drawn for economic policy. The book is written in a 
lively style filled with striking and cogent illustrations. This, together with 
the broad background of history and sociology which is everywhere apparent, 
makes not only a readable book, but one which also admirably fulfills its 
purpose. It stimulates the student’s interest in economics and at the same time 
provides basic information on economic problems and their solutions which 
every educated person should possess, 
F. A. Lurz 
Institute for Advanced Study 
Princeton, N.J. 


Economic History 


English Social History: A Survey of Six Centuries. By G. M. TREVELYAN. 
(New York: Longmans Green. 1942. Pp. xii, 628. $4.50.) 


As a canny craftsman George Macaulay Trevelyan does not attempt to 
define social history. For “social” is among the most unruly of words and 
history rides against any wind that blows. He teases with “the history of 
a people with the politics left out.” But, if politics were extracted from 
the orthodox tome, there would be little left; and a bit of it must be put 
in to make even a broad account of a culture stand up. So he lists the 
kinds of strands which make up the unbroken fabric of national life and 
in a quick retreat gets at once to his task. Others may trumpet and 
theorize “the new history”; the Regius Professor at Cambridge does no 
more than practice it. 

History—-whether of politics, industry, the mind or in general—is in- 
tended, I take it, to be useful. As stuff for idle curiosity, a reminder of 
other ages and ways, a genetic groping toward the reasons for things, a 
bringing of the dimension of time to the here and now, it lends its aid to 
understanding. The current scene holds all the ages; the stream of causal 
events, unfixed by positive dates, “flows on like an underground river”; 
a culture in all its confused contrariness is adamant to the keen tools 
of logical analysis. It can be explained only in terms of how it was shaped 
` that way. The historian, with a shrewd eye for telling items, must put 
down nothing which does not have meaning. Yet he must not arrest his 
narrative to say what his chosen events signify. He must become an inter- 
preter without ceasing to be a story teller. 

This mosaic quality in a people’s culture is a fact that can not be 
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escaped. Trevelyan is too honest to attempt to keep it out and too good 
a craftsman to allow it mastery. Impose a design if you must; yet reality 
exhibits far more color and drama than a sharply-etched pattern can ever 
catch up. Every facet of a nation’s culture must be brought into play; 
every entry must carry far beyond the fact it records. The identity of 
an act, event, habit may be lost, yet its influence is not spent. In the 
alliteration of an index, as exciting as any book ever possessed, you can 
glimpse the range of phenomena which are Trevelyan’s raw materials. There 
is Anselm, the African company, and agnosticism—John Ball and James 
M. Barrie—bicycles, bishops and birth-control—beards and Blackstone 
and the battle of Blenheim—Jeremy Bentham, beggars, and William Blake 
— Cambridge, playing cards ard capitalism—the Corn Laws and congrega- 
tional singing—the cross-bow, the village commons and the common law 
—~fairies and the Fabian society-—free trade and the French Revolution— 
golf, gin drinking and Nell Gwynne—Thomas Hardy and Thomas Hobbes 
—-George Meredith and methodism—monks, money-lenders and monopolies 
—-Napoleon and Cardinal Newman—newspapers and Sir Isaac Newton— 
Florence Nightingale and the non-conformists—Thomas Paine, Samuel 
Pepys and Piers the Plowman—photography and the Philistines and the 
Puritan Fathers—-the plague, the postal-system and the prayer-book— 
Ricardo, roads and riots—-Robin Hood and the Rochdale movement—the 
Christian saints and the Salvation Army—skepticism and sanitation— 
sculpture, scurvy and social security—silk, snuff and the slave trade—Law- 
rence Sterne and old Bishop Stubbs—tapestry and the Taff Vale decision— 
tea and Alfred Tennyson—the theatre and the tithe system—totalitarianism 
and the Tower of London—trade unionism and Trafalgar—usury and the- 
utilitarians—William Wallace and Graham Wallas—wigs, witches and David 
Wilkins—the wool trade and William Wordsworth—the yeoman and the 
travels of Arthur Young—and, to depart the alphabet, the noble poete and 
great clerke Vyrgyle and the olde and auncient englysshe liberties. The pa- 
geant, of which this is a fair sample, indicates the rich texture of the weave. 
All such items, however, are only stuff to the historian’s art. The ones just 
selected carry meaning to the mcderately informed person, such as the reviewer 
or his reader. But each must be made to reveal a larger significance even to a 
person unacquainted with the name, event, or usage. Each detail must be care- 
fully placed and sharply pointed. The language must be concrete, the sig- 
nificance general. Here it is easier to display, than to describe, the Trevelyan 


touch ... Printing became a battering-ram to bring castles crashing to the - 


ground ... Cardinal Wolsey, Archbishop of Canterbury, Bishop of Durham, 
Abbot of St. Albans, drew his revenues, neglected his offices, maintained the 
station in life to which God had appointed him . . . The Christian prince, in 
his religious faith, was dutiful in the roasting of heretics . . . As against the 
practice of Rome the new religion was of the Book, the sermon, the psalm 
... The enclosure movement was an expression of the radicalism of the rich 
.. » Until the Eighteenth Century the roads followed clay and hard soils... 
Between 1710 and 1795 the weight of the average sheep which came to 
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Smithfield market was doubled . . . Reform was halted by England’s angry 
fright at the French revolution . . . The masterless men, who were victims of 
social change, were blessed with liberty of contract ... The farm hands were 
given the franchise after the agrarian interest had passed into decline... 
The Eighteenth Century shaped its very language in the likenes of its rigid 
social structure ... Men had to meet the modern world with heads full of 
medieval notions; and in entries such as the above we discover the stress and 
strain of the transition which is history. 

But, if Trevelyan endows an item with meaning, he never leaves it in isola- 
tion. Over the centuries countless human beings respond to diverse motives— 
and the social fabric, always weaving yet never woven, is the emergent by- 
product ... As the fox replaced the deer, the hunt ceased to be a quest for 
food and became the sport of gentlemen. Its immediate result was a plague of 
game keepers, spring guns and man-traps. Its more lasting incidence was a 
harsh rule against trespass on land from which only lately has American law 
freed itself ... As the ale of Merrie England gave way to gin and whiskey, 
the change was recorded in morals, the police records and a higher death rate 
... A system in which real property passes to the next of kin, carries to the 
estate the ways of the dynasty, lists marriage among the most valuable of 
goods, and even endows murder with an instrumental value... The strength 
of mercantile England derived in no small part from the openness of its rigid 
classes. Younger sons of noble families went into trade; men enriched by 
commerce came into the squirearchy; and lawyers and merchants had social 
traffic with soldiers and country gentlemen. In so mixed a society even a 
theatre manager, settled down as a leading citizen of his native town, could 
have his bust in the chancery. 

As act joins act, or is multiplied, a trend is made; and out of the merging of 
trends the future is forever born. The events in Trevelyan’s account, not only 
illumine the contemporary scene, but, weighted with the past, they drive 
toward ends which the actors never intended . . . Today, in form at least, 
the English social order—in Monarchy, Peerage, Commons in Parliament, 
the church hierarchy——is impressed with the mortmain of medieval caste... 
As late as Elizabeth horses were still being bred to carry a knight in armor; 
it took time and a struggle for the thoroughbred to escape the ghost of 
chivalry ... The dissolution of the monasteries, like a war gone wrong, was 
muffed. Henry the VIII, as a follower of Erasmus, was a sincere anticlerical. 
But he allowed the properties to be put to no better use than to invest a 
new gentry. The event could have been made to ring down the centuries had 
the wealth been converted into a magnificent endowment for education ... 
In a moment of superb sanity the Scots traded in their parliament for full 
rights in the rising British empire. The cost was low; for, whereas, like all 
who had experienced the disciple of the kirk, they took government by debate 
solemnly, as good Calvinists their hearts were far more in the General Assem- 
bly than in the civil legislature. As a result Scotland, which had been a land 
of poverty, began to prosper, to send its sons abroad and to assert mastery over 
the larger realm. The moral is clear; a state comes up in the world by the 
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surrender of a sovereignty which it lacks an economy to support. .. . Thus 
events are linked into strands and unlike strands are gathered into a moving 
social life too rich for easy pattem. 

As items come into their orderly places Trevelyan is reasonably objective. 
He respects the output of painstaking research; yet he does not conceal his 
own scheme of values. The book now and then exhibits that confusion of the 
insular with the universal with which even the best of English scholarship is 
tainted. He speaks of the English “race”; makes John Milton’s Comus the high 
mark of British culture; finds in England “a beautiful equilibrium between 
men and nature”; sports cricket as “the best game in the world to watch”; 
laments that never again can humanity produce giants like Burke, Gibbon, 
Samuel Johnson. A historian should be aware that every country, every age, 
has its own distinctive idiom in the moulding of great men. The Eighteenth 
Century could never have produced a historian like Carl Becker or George 
Macaulay Trevelyan. And America could not more have produced F. H. 
Bradley or F. W. Maitland than England could have shaped William James, 
Thorstein Veblen or Mr. Justice Cardozo. Among unlikes there may be dis- 
tinction but there is no greatest. But he can smile—a historian is never per- 
mitted to laugh out loud—at the disposition of his fellow countrymen to make 
honorary Englishmen of the Greeks and Romans. And he can record, with even 
the bite of irony, the waste, cruelty and sheer inhumanity which his record 
reveals. Above all his interest is captured by the march of mind which com- 
mutes the dormant qualities of men into human capacities for attainment and 
enjoyment. And, although I wish he had linked the rise of the Royal Society 
with the Industrial Revolution, I rejoice at his recognition of the progress of 
the intellectual arts. It is education which stirs his enthusiasm, and to it he 
returns again and again as cause to the wealth of the nation. 

And the objective is further compromised in the framework of the book. The 
course of events happens in space; it goes roaring down time. It would take at 
least a four dimensional medium to “set things down as they happened”; and 
the historian can command only a single indeterminate line of print. Accord- 
ingly periods are “retrospective conceptions of past events’; and in their em- 
ployment there is no escape from an art-form. Trevelyan substitutes for a 
verity which no man can capture a series of rather dynamic pictures. They 
present English society in the ages, among others, of Chaucer, Shakespeare, 
Daniel Defoe, Cobbett, and Queen Victoria—one wonders how the good queen 
made the grade. It is all convenient, if you will; arbitrary, if you must. In 
social history there is nothing to compel it; the people would never have called 
their periods by such names; and an American like Conyers Read or an 
Englishman like Arnold Toynbee would have handled it differently. It is social 
history and excellent social history at that. But it is Trevelyan as well. 

But, if it is social, is it scientific history? I for one do not know—or care; 
and I suspect that this judgment goes for the author. The man who selects, 
arranges, interprets the annals of men can not himself remain inert. If he keeps 
faith with his “facts,” he must also respect his perspective and his purpose. If 
lack of accuracy is a venial sin, lack of significance is a mortal one. By what- 


1944] BOOK REVIEWS 153 


ever guile and device, incidents must be made to tell a story which far 
transcends them; fragments must reveal the moving society which throws 
them off. As we emerge from our slavery to Science, history again wins its 
independence., If, as here, the fullness of six centuries must be displayed in as 
many hundred pages, the workman’s touch must be impressionistic. The “new 
history”—isn’t it a necessary variation on an old theme?—must harness the 
precisions of a craft to the objectives of an art. It is not enough that every 
detail be verifiable; the picture as a whole must not tell a lie. If in this era of 
change, such a synthesis has not yet been realized, this study of Trevelyan’s is 
among the pioneer ventures which point the way. When it is attained, history 
in the recreation of the past will become the instrument for the discovery of 
the present. 
WALTON HAMILTON 
The Yale Law School 


French Mercantilism, 1683-1700 By Cuartes WooLseY Core, (New York: 
Columbia Univ. Press. 1943. Pp. 354. $4.25.) © 


The author modestly calls this book a sequel to his two volumes, Colbert 
and a Century of French Mercantilism, published by the same press in 1939. 
It has, however, the full stature of a third volume, although his researches in 
France were cut short by the present war. Students of mercantilism and 
economic historians have read the first two volumes, and should have 
read this one by the time this review appears. The careful handling of French 
source materials and wide study of the standard works of French scholars 
which characterized the first two volumes is maintained in the third. 

It is only possible to suggest, in a review, the quality and quantity of 
thorough investigation and weighing of evidence which is embodied in the 
first four chapters of this study. The subjects which were analyzed in the 
earlier work naturally reappear, and the story of French mercantilist regu- 
lation of commerce, companies, the navy, shipping, and industrial develop- 
ment is carried forward to the turn of the century after the death of Colbert. 
One general impression arises from the reading of these chapters, in which 
a great amount of detail is marshalled into an orderly story, and that is that 
Colbert’s policies lived on after him with extraordinary persistence. The 
pattern of commercial and industrial regulation and the chief objects of 
policy retained the shape impressed upon them by the vigor of the great 
minister who had first formulated them; although his successors, being lesser 
men both in sheer force of industry and diligence and in quality of mind, could 
hardly maintain the level of administrative efficiency which their predecessor 
had established. The outlines of the whole subject are made clear by judicious 
summaries appearing at the close of the sections which deal with particular 
topics; and general conclusions are set forth with admirable brevity at the end 
of each chapter. 

The wealth of detail—which is at times, it must be admitted, a little over- 
powering—#is fully justified by the fact that this book and the two preceding 
volumes give the student the best account in English of French commercial 
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policy and practice during the last half of the seventeenth century. Some 
parts of the first four chapters should be pointed out because of their 
special value to the economic historian. 

In the first chapter, there is an excellent analysis of the French tariffs, 
supplemented by an appendix (Appendix A, Tariff Changes, 1684-1700) 
which gives a careful picture of this important aspect of commercial policy, 
supplying figures which are of great interest, In the same chapter there is 
an illuminating account of the affairs of French East India Company year 
by year throughout the period, which affords some extremely interesting 
contrasts with the Dutch and English companies, especially with regard to 
the degree of state regulation imposed on the business of a great trading 
company. . 

The description of industrial regulation given in the third chapter is 
enriched by the reports of the officials who were administering it, and by 
statistical tables—admittedly incomplete because of insufficient data—which 
are well organized to supply a concrete account of prices and of amounts of 
state aid. The difficulties of enforcing the regulation of industry, and es- 
pecially the problems of adjusting the conflicts of interest over the importa- 
tion of calicoes, are fully treated with excellent handling of all significant 
- details, 

The famine which occurred in France, 1692-1694, and the efforts of the 
government ‘to meet the crisis are dealt with in the fourth chapter. This 
discussion leads naturally to the treatment of policies toward poor relief and 
agriculture. The mercantilist state in both France and England assumed 
some responsibility for the welfare of its citizens—though public aid was 
certainly meagre by any modern standard—and the concern of officials with 
the distress of the people is given due consideration. Agricultural policy is 
given its proper place in the pattern of mercantilist regulation and promotion. 

These scattered references can only serve to suggest the wealth of informa- 
tion which will undoubtedly receive in future the sincere, but often unac- 
knowledged tribute of furnishing the content of many lectures in appropriate 
university courses! 

The rest of the book is devoted to the discussion of ideas, interpreted in 
the light of the actual conditions in which they arose. Professor Cole in 
chapter 5 sets himself the difficult task of assessing the growth of viewpoints 
which were opposed to the prevailing mercantilist doctrines of the time. Two 
distinguished dissenters, Vauban and Boisguilbert, are given extended treat- 
ment. In addition, French manuscript sources and standard published works 
have been thoroughly explored, and the various viewpoints of less famous men 
are surveyed, particularly the memoires of the deputies to the Council of 
Commerce created in 1700. 

As the author suggests, criticism of mercantilist policies by the writers of 
the time falls roughly into two classes. First, there are the men who believe 
in the chief tenets of the creed, but criticize particular applications of it to 
the national economy. They quarrel about the level of import duties, or the 
granting of monopolies, or the methods and objects of taxation, Second, there 
are the more thoroughgoing heretics who doubt the very foundations of the 
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faith—Boisguilbert is one of these agnostics—and they frequently foreshadow 
the laissez-faire doctrines of a century that was still to come. Professor Cole 
compares Boisguilbert to Barbon and North in England, but it seems ques- 
tionable whether he achieved as much independence of viewpoint as did his 
English contemporaries. 

. This chapter admirably presents the mercantilist climate of opinion, at the 
same time that it reveals the dissension which in the end was to lead to a 
different set of doctrines and policies. The chapter closes with an acute 
analysis of some of the reasons which might explain the growth of dissent; 
and the shrewd suggestion is made that, perhaps when administration was 
tightened up in France, conflicts of interest provoked protest against the 
extensive pattern of regulation which had been imposed upon the French 
national economy. 

It is only in the last chapter that some objection might be made to the 
author’s attitude of scholarly detachment. ‘Speculations and Hypotheses” is 
a title which should give some freedom for the expression of opinions which 
had been properly withheld in earlier chapters concerned with narrative, 
description, and analysis. What is presented, however, is a series of possible 
interpretations of the phenomenon of mercantilism: an explanation in terms 
of money; an hypothesis based on growth and expansion as a factor; and 
finally a series of shorter discussions dealing successively with investment 
of capital abroad, nationalism, war, technology, class interests, and the adap- 
tation of economic theory to changing economic conditions. 

Having weighed these various viewpoints, Professor Cole says at the end 
of his final chapter: “It seems likely that there is no single key, no one 
interpretation, for a process of change so complex that it is tangled with the 
warp and weft of more than four centuries of human history. Indeed, it 
seems probable that each of the explanations has some degree of validity. 
Taken together, in some undetermined proportion, they might well give a 
certain insight into and understanding of the problem under discussion” 
(p. 286). This is a conclusion which hardly concludes. 

It must be instantly admitted, however, that Professor Cole is well within 
his rights when he refrains from formulating a philosophy of history which 
would serve to unravel this long and complex process of change. Any student 
realizes as he reviews the divergent opinions of the writers of the period, and 
investigates the social and economic scene in which they lived, that there 
is still much work to be done before a satisfactory judgment as to the essential 
nature of mercantilism can be formulated. Particularly there is need to un- 
cover the real authors of policy. Was it the king, or his great ministers like 
Colbert and his successors, or the bourgeois merchant community in France, 
or some determinable combination of the three which laid down the main 
lines of state action? And if the identity of these policy makers can be dis- 
covered, what conditions of economic development exerted the most powerful 
influence upon their action? Although the subject bristles with difficulties, 
we need to learn something about what might be called the pressure politics 
of mercantilism. 

One thing at least appears clearly from the detailed picture that is given 
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us in this study: the national government took charge of the national 
economy and was ready to regiment capital, labor and trade in the interest 
. oi-the state. Although criticisms and questions were voiced quite frequently, 
and often from high quarters (Vauban might be cited as one influential 
‘objector on details of policy), the community as a whole consented to such 
a course of action. Divine right may have had much to do with the support 
the state received; but general opinion clearly reinforced authority a large 
part of the time. In these times, when national and even international plan- 
ning are constantly the subjects of discussion, the study of political economy 
as practiced by mercantilist nations is not a mere exercise of scholarship. 

We must all be deeply indebted to Professor Cole for this work of enlighten- 
ed and careful scholarship, supplying shrewd and illuminating analysis as well 
as a full account of the conditions and policies of the time and lines of general 
interpretation from which the reader is allowed to choose whatever hypothesis 
his opinions lead him to elect. 

Puitie W. Buck 
Stanford University 


Studies in the History of the English Feudal Barony. By SIDNEY PAINTER. 
Stud. in hist. and pol. sci. ser. LXI, No. 3. (Baltimore: Johns Hopkins 
Press, 1943. Pp. 211. $2.00.) 


Mr. Painter has written a stimulating book. As he explains in his Preface, 
he has turned aside from research on the reign of King John to explore the 
Angevin and Plantagenet baronage. The result is just what its title indicates 
—not a history, but studies for a history yet to be written. The central theme 
is the methods by which the barons sought to satisfy their “desire for pres- 
tige in this world or the next” (p. 13). Aside from an introduction and 
conclusion, the book is a survey of these methods: two chapters on the 
barons’ obligations to the crown, four on their resources and income. The 
survey is avowedly incomplete, and the conclusions tentative. The reader, 
however much he may disagree at some points, is left with the wish that the 
volume were longer, so that more of its provocative suggestions might be 
elaborated. Of how many studies in medievalism can the same be said? 

Mr. Painter is far from an economic determinist. He deals with a period 
in which economic factors were interwoven with social, political, and military, 
perhaps more inextricably than in any other historical epoch, and which is 
therefore understandable only as a complex whole. While he is by no means 
unique in his awareness of this truism, he is unusually successful in applying 
it to his subject. His approach is not that of any one type of historian, but a 
synthesis of many. The synthesis gives his Studies their particular distinction. 

His approach is implicit from the beginning in his interpretation of terms. 
When he sets out to consider baronial revenue, he makes it clear that “the 
satisfaction received by the baron from holding a rare franchise was just as 
much a part of his revenue as the actual profits which came from its exercise. 
I am interested in how the barons used their fiefs to satisfy their desires” 
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(p. 19). The same standard is applied to baronial resources, which are so 
defined as to include those which furthered a baron’s prestige as well as those 
which provided his wealth. His position was not—and therefore cannot be— 
evaluated only in money and kind; it was affected by the number of his 
vassals, by whether he had a gibbet in his castle yard, by whether his political 
influence was sufficient to induce the king to remit his debts. “A baron’s 
political and economic positions were completely interdependent” (pp. 189- 
90). Behind them both was that fundamental of power politics, the knights 
ai his disposal. so 

Mr. Painter’s discussion of this military factor is one of the best examples 
oi his power of integration. The changing political background as royal 
emphasis shifted from the defense of England to wars in France, the increas- 
ingly bad economy of the feudal host, the consequent growth of scutage into 
a force which undermined the feudal structure—these various threads are 
woven into a clear and persuasive argument. 

The argument leads to a conclusion which challenges the traditional view. 
According to the latter, the Hundred Years’ War was the climax in the 
process of change from the lords and vassals of the twelfth century to the 
nobles and liveried retainers of the fifteenth. Mr. Painter argues, however, that 
baronial military resources had ceased to be feudal by the beginning of the 
thirteenth century, because they were no longer derived from vassals serving 
in return for their fiefs; the vassals paid cash with which soldiers were hired, 
so that “tenure by knight service became in reality tenure by scutage” 
(p. 196). As the price level rose, these tenurial payments decreased in 
relative importance, until by 1350 the barons were living very largely from 
their demesne manors. The change from a feudal to a cash nexus, which 
had begun to appear by the reign of Henry H, was virtually accomplished by 
the reign of Edward III. “There were still barons and baronies, but I cannot 
call them feudal” (p. 197). 

This thesis is hard to accept, less because of what it covers than of what it 
omits. The evidence adduced is impressive, and may well modify the tra- 
ditional view of the change in tenurial relations. But the thesis rests on a 
definition of feudalism which, in contrast to the author’s usual use of terms, 
is dangerously narrow, The danger is illustrated by two concluding generaliza- 
tions: that by 1350 “the personal relationship between lord and vassal dis- 
appeared,” and “the barons’ relations to their vassals were almost entirely 
financial” (pp, 196, 197). These statements are at best highly misleading. 
At whatever date the lord became a landlord and the vassal a tenant, the 
relationship between them did not become almost entirely financial. Far from 
it. One of the salient characteristics of later English society was the per- 
sistence of a personal relationship between landlord and tenant. As late as the 
seventeenth century, long after feudal forms had lost their original meaning, 
much of the feudal spirit survived in this relaticnship. Whether or not it 
should be called feudal at any particular period, it was the most enduring 
element in the feudalism from which it derived. It may be excluded from 
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discussion, since an author is free to bound his own subject, but its existence 
cannot be denied. | 

The detailed shortcomings of the book are balanced by its virtues. The 
general reader will occasionally be puzzled by phrases such as “tenure-in- 
chief de corone” and “tenure in capite de honore,” particularly since there is 
in most places a scrupulous definition of terms. He may notice several mis- 
prints, and even a quotation from Magna Carta which is abbreviated at the 
cost of clarity and grammar (p. 147); he may object to obsolete spellings such 
as ‘“Teukesbury,” and to a wholly uninformative index. But he should be 
grateful for the clear structure and frequent summaries which assist him 
along the path of argument. 

The economic historian may regret that the chapter on manorial resources 
has no information on the profits of manorial courts and heriots, or on the 
comparative value of free and servile tenements, but in general he will find 
far more to value than to regret. The constitutional historian may criticize 
the arbitrary omission of the ecclesiastical baronage, and the condensing of 
such an important subject as the growth of primogeniture into a single 
paragraph, Yet he too will find ample compensation, particularly in the dis- 
cussion of scutage, of withername, and of that old and thorny problem, the 
distinction between the tenurial and parliamentary baronage. 

To the social historian, above all, this book will be welcome. He may dis- 
agree with the author’s narrow concept of feudalism. But he will recognize, 
within the limits which this sets, a breadth of view which is that of social 
history at its best, and a rare gift for dealing with a class as a collection of 
human beings. The barons’ individual eccentricities are perforce ignored, but 
never their humanity. They are alive, unlike the automata of many similar 
studies. They are also intelligible, for the very reason that their motives are 
not arranged more systematically than human motives will bear. 

Mr. Painter has made a preliminary survey of a subject as yet insufficiently 
explored, in the hope of tempting more students into the study of baronial 
history. The lucidity and challenge of his presentation should provide the 
necessary bait. If he has tempted himself, in the process, into writing a his- 
tory of the baronage during this period, we may look forward to a work 
which will be a classic in its field. 

W. B. WILLCOX 


The University of Michigan 


National Economies 


Économie et Finances de la France: Passé et Avenir. By ROBERT WOLFF. 
(New York: Brentano. 1943. Pp. 320.) 

Robert Wolff has covered a wide field in his book on the past and future of 
France. He discusses political, economic, psychological, and demographic 
tendencies over a period of more than 25 years. Inevitably, he is forced to 
rely on generalizations and summary statistics with an occasional specific 
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reference to tax legislation, working hours, the education of the bureaucracy, 
the devaluation of the franc, and other matters he considers important. The 
first two hundred and fifty pages are devoted to the past; the last sixty 
pages to the future. 

In this latter section he discusses economic and financial reconstruction 
and proposes reforms in the fields of population, education, production, social 
legislation, taxation, public finance, and monetary policy. In conclusion he 
asserts that the psychological and physical bases for a real recovery exist 
in the country and can be revitalized by a determined people with a real sense 
of its opportunities. 

The book is, in essence, a plea for a change in the trends which have 
dominated France in the last few decades. He does not admit the necessity 
for continued decline but stresses rather the French failure to seize oppor- 
tunities. The picture he paints, while discouraging, is not hopeless, His plea 
is for a change in mental attitude, for a strengthening of will, for a reform of 
political aims, and for a revival of the concept of France as a large and 
growing nation. 

In describing various aspects of French life the author suggests that during 
this time France had not lost its vital sense of liberalism but had temporarily 
allowed control to pass out of the hands of the more dynamic leaders to 
those who were clinging in a defensive fashion to the false security of a 
strongly entrenched bureaucracy. He claims that even the emerging talent of 
the younger generation was stultified by the conventionalism of an inadequate 
education and that the resulting collaboration of technicians with limited 
horizons and an overwhelming desire to enhance personal security prevented 
adaptation to new conditions, 

To the extent that his picture is valid and reflects the moral and philo- 
sophical tendencies of the country, it serves to account for the sudden, and 
to many unexpected, collapse under the impact of German aggression of a 
country which had known greatness. The explanation gives the perspective 
of decades and the resulting picture while less dramatic is more realistic 
than are those which ignore the earlier origins of political and economic 
confusion. 

Mr. Wolff inevitably poses questions to which it is difficult to find answers. 
He makes a valiant effort to produce solutions and manages in spite of every- 
thing to avoid a defeatist attitude. In the second part of the book he describes 
the nature of the reconstruction which he considers possible. Before pro- 
ceeding to the measures which France itself can take, he sets forth some 
conditions which are essential if the French effort is to yield reasonable 
results. He assumes, for instance, that peace and security are guaranteed by 
the United States, Great Britain, France, and Russia. He also posits col- 
laborative effort which will facilitate the physical reconstruction of France. 
Implicit in all this is the general abandonment of economic and political 
isolationism and essential coöperation in both economic and financial affairs. 
He also takes for granted the restoration of the French empire on a pre-war 
basis. 
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Granted these conditions, he calls for fundamental changes in French 
policy. These include a renewed determination to become again a great world 
power. He also calls for a political system which provides for continuity of 
policy and more definite responsibility. While much of his discussion is 
elaborated with concrete detail, it takes on at times an almost mystical quality. 
In his discussion of political factors, Mr. Wolff lays stress on the dangers 
that have resulted from the weakness of the president, frequent changes of ° 
ministry, and the almost frivolous manner in which parliamentary action has 
been reversed in times of need for continuity and national unity. He refers 
to the thirty-three changes in “Presidents of the Council” in twenty-two 
years, 

He includes in these political reforms a change in the departmental struc- 
ture of the country. He says that the 89 departements have no meaning, 
whereas the 25 or 30 provinces would make more significant divisions and 
would enhance the unity of the nation. In specifying desirable reforms he 
indicates a belief that the experiences through which France has passed have 
eliminated the dangers of communism as a serious element in French political 
life. He suggests that the experiences with controls and dictatorial measures 
of the nazis will result in a strong trend toward a liberal economics with the 
desire for collaboration with other democratic nations. 

Problems of population are placed high in order of importance. Granting 
that the French population will be terribly weakened at the end of the war and 
that it had already been reduced by earlier wars, he says that it is still 
possible to develop a policy to bring the numbers up to approximately 50 
millions. In view of the fact that France has been able to assimilate the 
second generation of immigrants, the goal of creating a stronger nation could 
he thinks be attained by the adoption by the state of four policies designed 
(1) to increase the birth rate, (2) to ease naturalization, (3) to increase the 
effectiveness of the labor of existing population, and (4) to initiate com- 
parable policies in the colonies. It is not possible for the reader to appraise 
his argument at this time because insufficient information is available about 
mortality, prisoners of war, and the immigration and emigration which have 
taken place during the war. At first sight his ideas appear somewhat sanguine, 
though not completely impossible of attainment., 

There is a somewhat new slant in Mr. Wolff’s attitude toward education. 
He is emphatic in his belief that the preparation of the youth for the difficult 
tasks which lay ahead of them has been inadequate and thinks that much can 
be done in the future by offering a broader education through scholarships 
and foreign travel as well as through reforms in the national educational 
system itself, He believes that measures can be taken to prevent the monopoly 
of opportunity on the part of bureaucrats and the larger corporations so as 
to give more chance to rising talent. 

Artificial restrictions in production and barriers to the free interchange of 
goods have, he says, unduly restricted French capacity. He differs from some 
recent writers in that he does not stress the emergency period during which 
many think rigid controls are necessary but prefers to emphasize the time 
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when a freer type of economic life is possible. In this connection he recom- 
mends the abolition of the French Office of Wheat and the Office of Wine. 
In the interests of a more natural competitive situation, he believes that such 
action, if combined with a liberal economic commercial policy, can be con- 
structive. 

He also discusses many of the problems of social legislation, adding a 
caution against excessive liberality in unemployment insurance, as he urges 
the preservation of some of the more valid privileges gained by the workers, . 
such as paid vacations, Although he recognizes the need for extra pay for 
longer hours he does not favor policies which restrict the volume of produc- 
tion. 

In reviewing some of the more important aspects of the financial situation 
of France and its future policy, he indicates that France will count heavily 
on replacement of looted goods from Germany, that it will be important 
tor the nation to draw on the United States during the reconstruction period 
to the tune of several billion dollars and that a customs union with Great 
Britain is urgently to be desired. After considering these prospects and the 
size of the public debt, he makes a number of assumptions with regard to the 
future value of the franc on the exchanges. Assuming the public debt to 
be approximately one hundred billion French francs and the rate of interest . 
on the debt to be 4 per cent on the average, he recommends that the franc 
be tied to the dollar on the basis of a gold exchange standard in a ratio of 
approximately 80 francs to the dollar. 

A constructive series of recommendations such as those made by Mr, Wolff 
in this book can be very useful in focusing attention on specific programs and 
policies. While his general conclusions are somewhat more optimistic than 
those of some other observers, it is probably too soon to judge whether France 
will have the vitality and the resources for a sound recovery. This book is 
limited in that he fails to discuss some of the more troublesome problems, 
for instance, the future leadership of business men who may have been 
tainted with collaborationist ideas, the lack of any discussion of the problem 
of cartels, and the failure to face some of the more critical problems with 
regard to the French empire. Has he considered, for instance, the possibility 
that the French empire is not a source of enrichment for continental France? 
One might comment that his remarks about the future of the major political 
' parties and his hopes of a liberal economic system are somewhat utopian. 
In any case his observations are illuminating and his suggestions deserve 
careful consideration. 

i ELEANOR LANSING DULLES 
Washington, D.C. 


Economic Systems; Post-War Planning 


Reflections on the Revolution of Our Time. By Haror J. Laski (New York: 
Viking Press. 1943. Pp. ix, 419. $3.50. 


Nobody qualifies better for the task of restating the creed and program 
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of modern radicalism than does Professor Laski. This is what he has done in 
the eight chapters of this book, the headings of which will usefully comple- 
ment the suggestion of its title: The Spirit of the Age; The Russian Revolu- 
tion; The Meaning of Fascism; The Democracies at Bay; The Internal Con- 
ditions of Democracy; The International Aspect; The Threat of Counter- 
revolution; Freedom in a Planned Democracy. As everyone would expect, 
the argument moves on a high level and makes excellent reading. 

The diagnostic picture of the social situation which we face is painted on - 
a familiar background supplied by the theory of the Mature Economy. When 
this theory is taken for granted, it follows with the utmost ease that capitalist 
institutions, deprived of the impetus of incessant expansion which used to 
make them function, have now become bars to economic progress and are 
henceforth bound to produce political as well as economic deadlock—situa- 
tions which, essentially untenable in themselves, drive people mad with fear 
and frustration and in which the one hope for humanity to avoid chaotic ~ 
violence is held out by the civilization of Soviet Communism. 

Professor Laski is not a Stalinist. Unlike other exponents of the same 
creed, he does not attempt to defend what, from his own system of values, 
he feels to be indefensible both in the foreign and in the domestic policy of 
the Stalinist era. He even speaks of the “Byzantine tradition of Czarism” 
carried on by the Soviet dictatorship in Stalin’s hands (p. 89). The “saints and 
heroes” whose work holds out the promise are Lenin and Trotsky. But stric- 
‘ture, even where most severe, remains tempered by understanding sympathy 
that gives full weight to the compelling nature of given conditions, and in 
any case the ideal emerges unsinged from the Stalinist inferno. The upshot of 
Professor Laski’s argument is a plea for embracing this ideal now. Though 
no doubt in a democratic way, decision on fundamental reconstruction should 
be taken before the end of hostilities. “Totalitarian war compels men to live 
on the heights; as they stand upon that eminence they can see vistas which 

become obscure once more when as the challenge is overcome, they descend 
= again into the valley” (p. 418). f 

Evidently, Professor Laski has no confidence in what people will decide 
to do when they are once more in their normal frame of mind. The inertness 
‘of fatigue or the violence of despair seem to him to be the alternatives that 
- are left unless his advice be taken. It should be added that within his scheme 
of things the “liquidation of imperialism” is an essential complement of the 
liquidation of capitalism. Needless to say, English political society in general 
and Mr. Churchill in particular do not come off well in either respect. l 

A faith is a faith. Its exposition—and the coördination of its often dis- 
cordant elements—is a distinct task and a service to friends and foes alike. 
Particularly when it is so well performed as it has been in this case, the 
reviewer ought perhaps to confine himself to recording the fact and leave the 
rest to those friends and foes. Unfortunately, however, our professions of 
faith, unlike those of other ages, always consist in part of assertions about 
observable facts. They are essentially centaurs. And the analytic halves of 
them do call for comment here. 
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The theory of the Mature Economy is clearly an ideology in the Marxist 
sense; that is to say, it is a doctrine that conforms to, and reflects, the group 
interest of the modern intellectual. This does not necessarily mean that it is 
wrong—ideologies may reflect objective fact as well as wishes. But it does 
mean that it is being repeated by one writer after another exactly as the 
Athanasian creed was repeated by the men of another age and not because 
of such analytic merits as it may have. Since—barring ethical preferences— 
Professor Laski does not offer any other reason why the destruction of the 
capitalist order should be a matter of such urgency, his structure might 
possibly have gained in strength by the addition of a few flying buttresses of 
an economic nature. 

His sociology is not so easy to convey as is his economics. He does not keep 
strictly to the principles of Marxist orthodoxy, but it is not clear what he 
means to substitute for them. In the matters of imperialism and of fascism, 
this lack of firm foundations is particularly noticeable. 

The Russian case certainly does not lend support to any theory that links 
Imperialism to capitalist interests as the prime mover. For Lenin’s and Trot- 
sky’s teaching and policy prove nothing since under their régime Russia was 
in no position to indulge any imperialist urges. And as regards what was to 
follow, it is sufficient to point to Russia’s Chinese policy. If tis bears a non- 
imperialist construction, then practically any policy will, since, as the histories 
of Roman and of English imperialism show, there are always particular cir- 
cumstances available that may be appealed to in order to motivate—without 
obvious absurdity—any individual step in a nation’s career of conquest. But 
if the Russian attitude toward China as well as toward other border states 
be accepted as genuinely imperialist, this would suggest that imperialism might 
have noncapitalist or indeed noneconomic roots and that it might survive in a 
socialist world. 

In his analysis of fascism, Professor Laski meritoriously, if somewhat half- 
heartedly, indicates distrust in the last-card theory which enjoys the support 
of official socialist opinion but which besides being wrong, completely bars 
the way to a realistic sociology of the phenomenon, Both in the German and 
in the Italian cases the position of the industrial bourgeoisie was, at the time 
of the rise of the fascist régimes to power, by no means so desperate as to 
call for the playing of any last cards. In Germany, in particular, things had 
been steadily moving toward a conservative régime ever since 1928 and the 
world crisis itself, though it swelled the numbers of the communist party, 
worked in the same direction. 

In fact, Professor Laski perfectly realizes two essential truths: first, that 
the German and Italian bourgeoisies submitted to a mass movement that was 
far from congenial to them as classes; and second, that much can be explained 
in terms of the foreign experience of both nations. A third truth it would 
not, perhaps, be fair to expect him to realize: the strong similarities in vital 
respects that exist between fascism and bolshevism, similarities that stand out 
the better the more we take into account the differences in the objective condi- 
tions of the respective countries. Things were possible in Russia (though not 
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without producing starvation in the midst of practically unlimited facilities 
for agrarian production) that would have spelled chaos in Germany or Italy. 
All these clues, however, do not yield explanation, and Professor Laski’s 
analysis, though among the best that have been offered, does not provide us 
with one. Socialism as it were, we see lying ahead on a trend line which we 
think we can understand. Fascism, whatever else it may be, is for the analyst 
as yet a riddle. 

Professor Laski is at his best when discussing the difficulties that are bound 
to arise for the democratic form of government whenever opinions on funda- 
mental issues are hopelessly divided. Nevertheless he hopes for “readjustment 
by consent,” to be brought about by “great leadership.” He warns us of 
“immature adventurism” yet brings up, for derogatory comment, a pretty com- 
plete list of all the groups from which mature guidance could possibly come. 
Many readers will emerge from a perusal of this mosaic of arguments and 
counterarguments with a not unnatural “So what?” And others will draw 
the inference that there is after all a lot to be said for the method of “muddling 
through” considered as a practical device. Still others, and the reviewer 
is among them, will behold with melancholy sympathy this battle of ideals 
and party slogans against unwillingly perceived hard facts that rages through- 
out the last two hundred pages of the book. 

JosrepH A. SCHUMPETER 

Harvard University 


The Conditions of Peace. By EDwArp HALLETT Carr. (New York: Macmillan. 
1943, Pp. xxiv, 282. $2.50.) 


It is a pity that Professor Carr’s book did not appear in this country at 
the same time as it was published in England. The passage of time has some- 
what impaired the usefulness of his broad survey as a stimulus to contemporary 
thought. Nevertheless, since the problems with which it deals are still very 
far from solution, it remains a book which everyone concerned with the future 
of international relations will do well to study. 

It must, however, be said at once that the value of Professor Carr’s effort 
lies more in the care with which it marshals problems than in the degree of 
penetration of its analysis of the causes which have produced our present 
discontents or in the novelty of its proposals for their removal. Almost exactly 
half of the book expounds issues and analyzes their origin; while a large part 
of the second half of the book consists of a call for imagination and leadership 
in facing and overcoming these issues. In between, there is sandwiched an 
outline of policy, written particularly for Britain but applicable to other 
countries. But after the stimulating exposé in the first part of the book and 
the rousing call with which it ends, the sandwich filling appears somewhat 
stale, flat and unprofitable. 

There is nothing small about Professor Carr’s appraisal of the issues now 
facing the world. He rightly begins by emphasizing that the present war is 
an episode in a revolutionary convulsion in the history of the world, and 
more particularly the history of modern Europe; and he rightly rejects the 
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attitude of mind, so prevalent in the last war, which regarded a return to 
normality as the highest hope. He therefore rightly asks that serious think- 
ing be directed toward the positive objective of a “new order” as well as 
toward the negative objective of defeating those who stand in the way of any 
progress of mankind. 

There are many points in Professor Carr’s formulation of this thesis—that 
contemporary problems are part of a general revolution—with which the 
present reviewer and other readers would wish to take issue. In particular 
there remains, even in this book written in 1942, rather too much of the 
lumping together, so common in the years before the war, of communism, 
fascism and all other unorthodox régimes without any attempt at any careful 
differentiation of their quality and cause. It may be argued, however, that 
such a differentiation was not the author’s task. What is a little more disturb- 
ing at this point is the somewhat undiscriminating method of quotation. 
(See, for example, that from a very dubious American author on page 33.) It 
is necessary that the reader should be very sympathetic and should seek the 
main emphasis of the thesis; otherwise, he might easily be so much disturbed 
by some examples of the uncertainty of Professor Carr’s touch as to be di- 
verted in these early pages from pursuing the problem to the end, 

Professor Carr’s principal thesis in regard to the conditions which will 
determine whether a new democracy is to be born is that equality and liberty 
must be reinterpreted in predominantly economic terms; that political rights 
must be made effective over economic power; and that there must be a moral 
re-birth which would give each member of the community a sense of common 
obligation as well as of common benefit. With none of these three prerequisites 
would any serious-minded student of affairs wish to quarrel; nor would he 
wish to dissent very much from Professor Carr’s method of applying to the 
international field the factors of crisis which he has developed on the national 
scale. Even if his chapter on the crisis of self-determination is not perhaps 
as searching as one might wish, particularly since it leaves out completely 
any analysis of the economic basis of states, the exposure of the errors com- 
mitted at the end of the last war in the name of the principle of self- 
determination of peoples is useful as a basis upon which to construct for the 
present a more realistic approach to the problems of nationalities and fron- 
tiers. 

Perhaps the least satisfactory chapter of the analytical part of this book 
is that dealing with the economic crisis. Here one finds a disappointing Jumble 
of platitudes in terms of a contradiction between welfare and wealth which 
leaves one uncertain as to what it is that Professor Carr really believes to be 
the fundamental dilemma in the economic structure of present-day society. 
Professor Carr’s statement at one point: “We are once more thinking, like the 
schoolmen, in terms of ‘just price,’ not of price determined by the ‘economic,’ 
amoral laws of the market” makes it rather tempting to suspect a predilection 
for social credit theories; while at another point we find social credit explicitly 
rejected, 

The final chapter of the expository part of the book deals with the moral 
crisis. There is not much new in this. Professor Carr, as so many before him, 
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is oppressed with the dilémma of preserving liberty while marshaling the 
enthusiasm and faith of all the members of the commmunity toward a 
common effort.“He points, as others have done, to the irony of war as the one 
cause which manages to achieve a subordination of the individual to the 
common purpose when that purpose itself is the preservation .of individual 
liberty. But beyond calling for a moral solution, he does not indicate just 
exactly what that solution is to be. 

When one turns to the positive portions of the book, disappointment is 
aroused by the author’s ideas both in the domestic field and in the inter- 
national field in so far as economic problems are concerned. Professor Carr’s 
proposals are little more then a somewhat uninspired washing list of prac- 
tically every well-meaning proposal that has ever been put forward in public, 
ranging from public works, direct support of minimum consumption needs and 
a judicious mixture of public and private enterprise to international planning 
commissions, international banks and the like. The best part is perhaps that 
which deals with British agriculture (particularly pages 154 and 155) in 
which Professor Carr’s anxiety to steer a middle course finds its most suitable 
application. The fact that it is now nearly two years since this book was first 
written is particularly noticeable in this part. It would have been useful had 
Professor Carr been able to include in his considerations some of the more 
recent developments in regard to international relief, international monetary 
management, revisions of commercial policy, etc., which have been very much 
the subject of official and public discussion during the last year or two. It may 
be that even so Professor Carr’s conclusions would not have been any more 
specific in view of the absence to this day of any clear indication of the policy 
of the major powers. However, his discussion might well have been made 
rather more substantial. 

Professor Carr is not an economist and he would no doubt wish his book 
to be judged primarily in relation to its proposals regarding the political 
aspects of international relations. It is indeed in regard to these that public 
discussion of his work has been most active. His opinions certainly deserve 
to be treated with careful a:tention since they are of considerable influence 
at the present time in moulding opinion, if not official policy, in Professor 
Carr’s own country. Certainly that most influential organ of British opinion, 


_ - the London Times, has by all accounts been greatly influenced in recent years 


by Professor Carr’s views. 

Professor Carr very carefully steers a middle course between the many 
conflicting schools of thought which have been produced by the very per- 
plexing situation in which Great Britain finds herself in contemporary inter- 
national relations. He neither subscribes to the exclusively European school 
which would regard Britain’s fate as being wholly bound up with that of the 
European continent, nor does he align himself with those who—possibly 
frightened. by the spectacle cf Russian power or the possibility of a recrudes- 
cence of German power—would tie Britain’s fate wholly to that of the New 
World. His treatment of the part which the relationship of Britain to the 
Empire would play within the wider relationship of the British Commonwealth 
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to the other great powers which will emerge after this war is not very satis- 
factory. It is, however, quite clear that Professor Carr believes that Britain’s 
dilemma of being both a European power and a world power can be turned 
into a factor of strength. “Her rôle must be to serve as a bridge between the 
‘Western civilization’ of Europe and the same ‘Western civilization’ in its new 
homes in other continents” (p. 210). 

The precise method by which this is to be achieved is not very clearly 
stated. Neither strategic nor economic factors are brought into account to 
explain how this undoubtedly desirable part is to be played; and in the 
absence of such a precise statement Professor Carr’s objective must be re- 
garded as a pious hope. He leaves the reader a little too much with the 
impression that he is anxious to be all things to all men even though in regard 
to one or two matters he takes a very positive line. For example, he quite 
definitely rejects the Vansittart school of thought in regard to Germany; 
and he also refuses to be frightened by the Russian bogey. Perhaps the very 
refusal to take an extreme view, while at the same time failing to show how 
a more moderate and all-embracing policy can in fact be pursued, explains 
the influence of Professor Carr and of the school of thought which he repre- 
sents. 

There can be very little doubt that those who think about the manner in 
which British policy is to be fashioned are faced with grave problems. No 
wonder then that, faced with the uncertainties of the future, they are anxious 
not to be forced into a choice of policy before such a choice has become es- 
sential. No wonder also that they would prefer a situation in which no choice 
was necessary. To the extent that Professor Carr and those of his way of 
thinking may contribute toward the creation of an international relationship 
which is so far removed from the conflicts of the last one hundred years that 
it in fact eliminates the need for choosing, he will have rendered a valuable 
service. 


Editors note—For' reasons that appear adequate, this review is published anonymously. 


An Economic Program. for a Living Democracy. By Irvine H. Framm. (New 
York: Liveright. 1942. Pp. xi, 342. $3.00.) 

The author, a lawyer who has drawn up reorganization plans for corpora- 
tions, argues that most of the suggestions for improvement of our economy 
suffer from the fact that they are not complete and detailed proposals which 
can be studied by all those concerned, and adopted after specific compromises 
and amendments. He therefore submits a draft, in legislative form, which he 
believes embodies the basic essentials required for full production and em- 
ployment, with substantial justice to all. 

In drafting this proposal, Mr. Flamm has been impressed by the potential 
product capacity far above actual performance (the book was written before 
the war), the wastes of natural and human resources incident to lack of 
planning on a national scale, and the meager or often undesirable results of 
governmental regulation of private enterprise. He believes that where public 
regulation is necessary, ownership should go with it, but that where private 


168 THE AMERICAN ECONOMIC REVIEW [ MARCH 


enterprise is desirable, it should be freed from all interference and even from 
taxes, 

The legislation recommended, therefore, would set up a ‘mixed system of 
public and private enterprise. The government would acquire all land and 
natural resources, together with such buildings and improvements as the 
present owners wished to sell, and all productive enterprises which are essen- 
tially monopolistic or require regulation in the public interest. Payment would 
be made in 3 per cent bonds with a term of perhaps one hundred years. Income 
from these bonds would be taxable for their amortization—on the theory that 
it represents unearned increment—but no other income or personal property 
would be, taxable. Governmental revenue would be derived mainly from its 
. business operations or from land rentals. Home owners and farmers would be 
assured of tenure by payment of a moderate rent. States and other govern- 
mental subdivisions would receive the money necessary for their expenses 
from the federal government, 

This cross between the single tax and partial socialization would be further 
modified by the introduction of a planning system, A national planning board 
would draw up a quadrennial production plan after consultation with all the 
operating agencies. The board would have no powers of compulsion. The plan 
would be subject to ratification by Congress, and would be offered to a sort 
of referendum at presidential elections. At all times the board would be in- 
structed to supply the public what it wanted, whether or not the planners 
approved of the consumers’ choices. The government would be permitted, 
however, to attempt to educate the taste of consumers. Presumably the plan 
would be carried out in the public sector through the power of the chief 
executive, but the author does not make clear how it would be effectuated in 
the private sector. Perhaps the very weight and influence of the public plan- 
ning would be enough. Certainly the control of access to land, natural re- 
sources and the products cf basic industries could become a very potent 
regulatory force under conditions of relative scarcity, though the author does 
not appear to have considered this possibility. 

Tt does not seem to the reviewer that detailed drafting of a scheme of this 
sort will bring it any nearer to acceptance than mere expression and elabora- 
tion of the ideas behind it have done in many previous publications. The 
prospective bondholders are not ready to sell their equities, and the other 
producers and consumers, though perhaps possessing the fundamental legal 
powers to force them to do so, do not at present have either the will or the 
political means to exercise these powers. If at some future time the economic 
order as a whole should be threatened with bankruptcy, it is possible that the 
lawyer with knowledge of reorganization procedures might be called in, though 
basic social changes usually do not proceed with such rational and legal 
smoothness. In default of such a crisis, any approach to planning for full 
production and employment will have to be made along avenues involving a 
greater likelihood of consent on the part of those we actually wield power. 

GEORGE SOULE 


New York 
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The Transition from War to Peace Economy: Report of the Delegation on 
Economic Depressions. Part I. (Geneva: League of Nations. New York: 
Columbia Univ. Press, 1943. Pp. 118. $1.00.) 


This publication, dealing with “the transition problem,” is the first part 
of a report of a special delegation appointed by the Council of the League of 
Nations, in January, 1938, to consider measures that might be employed 
“for preventing or mitigating economic depressions.” The second part, to be 
issued later, will be directed to the longer term problem. 

The report opens with a statement of the objectives of post-war economic 
policy: the fullest possible use of all human and material resources; main- 
tenance of full employment; provision of goods and services to meet essential 
physiological needs of all classes; distribution of the risk to the individual 
resulting from interrupted or reduced earning power; equal educational oppor- 
tunities and liberty of the individual to choose his own occupation; progres- 
sive removal of barriers to the freedom of each country to share in world 
markets and world sources of supply; and courageous international measures 
of reconstruction and development. 

The body of the report is concerned with problems of transition both in 
countries which after the war will be in possession of adequate raw materials 
or of the means of obtaining them from abroad, and in countries needing 
food, raw materials and capital goods while lacking means of making pay- 
ments abroad. Emphasis is laid upon international action, and among the 
measures recommended are the following: (1) participation of all nations in 
a common relief and reconstruction program; (2) international understandings 
relative to changes in rations and in maximum prices for rationed goods in 
the early post-war period; (3) machinery for the purchase and international 
distribution of scarce materials, and joint control of tonnage; (4) relaxation 
of exchange controls, meshing of national price levels, adjustment of dis- 
equilibria in balances of payments, and rapid resumption of multilateral trade; 
(5) control of inflation through various national and international policies 
and devices; (6) international lending policies designed to place a minimum 
of strain on the borrower, to facilitate necessary capital expenditures, and to 
protect labor standards in borrowing countries; and (7) general adoption by 
all countries of commercial policies designed actively to promote multilateral 
trade—together with the establishment of an international body to help gov- 
ernments, through study, advice and mediation, to develop commercial poli- 
cies conducive to economic stability. 

This is a first-rate report—comprehensive, well organized and concise. The 
argument flows clearly and confidently. None the less, the net effect of the 
report is depressing. The problem of transition which lies just head is as 
important and as challenging (not to say “demanding”’) as any the world © 
has ever faced. The need for common international action is imperative. The 
report diagnoses the difficulties and prescribes a program calling for swift and 
decisive moves along lines which cut boldly across national, political and 
personal interest and prejudices, Most people will agree with the larger 
ideological ends to be achieved, many will agree that “something ought to be 
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done,” and a considerable number may agree with specific parts of the 
program; but there will be very few among all of the persons whose active 
support and participation must be gained who will be willing to agree upon 
and to enter fully and effectively into the program as a whole. 

It is painfully difficult, even in the patriotic atmosphere of wartime, to plan 
and carry out effectively the most limited and simple governmental programs 
within the narrow fields of, say, national finance, or national wage and price 
control, or rationing. Every move by the government in any one of these areas 
regularly encounters suspicion and fierce and vicious opposition at every 
stage. It requires little imagination to picture the force and character of 
the opposition which will inevitably be ranged against controls and programs 
which, to be effective, must be participated in by a large number of powerful 
national governments, and which will necessarily involve sacrifices and con- 
cessions in “sovereignty” as well as in immediate national economic interests. 

If experience is to be accepted as a guide, there is a pitifully small chance 
that the actual approach which the post-war world will make to the prob- 
lems of transition will reflect any large part of the considerations set forth 
in the report, or that any attack which eventuates will bear a recognizable 
working resemblance to the program which the report recommends. This is 
not in any sense, it seems to me, a reflection upon the purpose or the content 
of the report. The course to be followed certainly needs such charting as this 
report affords. And there is always hope, of course, that, as a result of this 
and other efforts, some of the shoals may be avoided and some of the ships 
may reach some of the ports. 

Bren W. Lewis 

Oberlin College 


Die Gesellschaftskrisis der Gegenwart. By WILHELM ROpxKeE. (Erlenbach- 
Zurich: Rentsch. Pp. 410.) 


It is difficult to do full justice to this book in the compass of a short 
review. W. Röpke, a scholar of international reputation who has made 
valuable contributions to economic theory, has embarked here on the 
daring enterprise of devising the model of a new economic and social order 
which he terms the “third way.” This name indicates his intention to 
propose a far-reaching reform of the structure of the capitalist system as 
an alternative to socialist tendencies. The program of “action” which is 
presented in the second part of the book is methodically and carefully pre- 
pared by an analysis of the ideological, social, and economic origins of 
what Röpke calls “the world-wide crisis of our times.” This analysis covers 
a large field extending over centuries of ideological and economic develop- 
ments; it bears witness to the author’s remarkable scholarship and his 
knowledge of a comprehensive literature; it shows an alert and sagacious 
critical mind, and it is interwoven with many acute and striking observa- 
tions. 

The general line of Répke’s approach to his problems is clear and con- 
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sistent. He starts from a discussion of the “two revolutions,” the political 
and economic, the origins of which can be traced back to the period of 
the Renaissance, which, however, were fully developed into their conse- 
quences in the eighteenth and nineteenth centuries. Röpke rejects the 
materialistic interpretation of history and considers ideas the true moving 
forces of historical developments. He criticizes the political revolution 
which took place in the eighteenth century on the ground that it resulted 
in destroying the-‘‘genuine structure of society” and thus prepared the 
way for a process of disintegration in the course of which society was 
transformed into an undifferentiated congeries of individuals. Mass civili- 
zation, he states, tends toward nihilism and collectivism. 

In Röpke’s view the political revolution engendered its economic counter- 
parts, the introduction of the capitalistic methods of production and 
economic liberalism which assigned “‘sociological autonomy” to the free 
competitive market and ignored the question of how to limit and control 
competition, in order to prevent it from destroying the “social. organism.” 
Particularly the cult of “bigness” or “megalolatry” is emphasized by 
Röpke as an outstanding characteristic of present-day ideology. This 
cult is made responsible for the development of sociological phenomena 
such as nationalism, imperialism, socialism, monopoly capitalism and etatism 
(p. 99), and a logical connection is shown to exist between this cult and 
modern philosophical currents such as positivism, relativism, and determinism 
which, according to Röpke, are indicative of the loss of moral values. 

In his analysis of the political problems of our times Röpke insists upon 
the close relationship between the political organization of a country and its 
economic order. He strongly attacks the idea cherished by many socialists 
that freedom of the individual is compatible with a collectivistic organization 
of production operated by the government. In an economy ruled by the 
principle of free competition, he states bluntly, the final judgment is carried 
out by the bailiff; in a socialist economy, however, by the executioner. 
Political autonomy as realized in a democracy, he argues, cannot exist except 
under a competitive order. A lengthy discussion is devoted to the refutation 
of the thesis that the transformation of the capitalist system into a socialist 
one is inevitable. 

It is obvious that this analysis is primarily based on European experience, 
although American conditions are frequently mentioned. Just because of this 
approach, the reader is struck by the fact that neither the nazi philosophy, nor 
the revolutionary transformation of the political and economic structures of 
Germany, and, subsequently of almost the whole European continent, are 
given any consideration. It is to be remembered that the book was written 
in 1941, when the National Socialist régime was at the zenith of its power. 
Nevertheless, that régime and the present global war are treated like episodes 
in the history of ideological, social and economic developments, on the im- 
plicit assumption that, at the end of the war, conditions in Europe and else- 
where will return, after a short transition period, to approximately the same 
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state which existed before the totalitarian ideology and ruthless nationalistic 
imperialism swept over Europe and shattered the fundaments of the capital- 
istic, competitive order. 

The question may be raised whether Ropke’s analysis will still be appli- 
cable to the conditions of post-war Europe. It is equally doubtful whether the 
ideological and material developments which promoted the rise of the Na- 
tional Socialist philosophy and its amazing achievements can simply be ex 
plained in terms of the political and economic revolutions which started in 
the eighteenth century. Moreover, it is obviously impossible to establish a di- 
rect causal relationship between the ideas of economic liberalism and rational- 
ism on the one hand and the bolshevist revolution and its consequences for 
Russian economic and political life on the other. Like many other authors 
in the field of the philosophy of history, Röpke appears to have oversimplified 
his analysis and indulged in sweeping generalizations which, on closér exam- 
ination, do not tell the whole story. 

Another objection can be raised against his fundamentally voluntaristic 
philosophy. He appears to suggest that at the beginning of the revolutions 
the various peoples were perfectly free to limit technological progress, to 
prevent the introduction of mass production and to avoid all the other evils 
of modern social life which he so violently criticizes. This philosophy is, 
incidentally, somewhat inconsistent with Ropke’s thesis that there exists a 
certain cyclical behavior in the development of social ideas, a thesis which 
encourages him to believe that the ideology which created the capitalist 
system is likely to be replaced by another more ready to endorse the principles 
of a well-organized society (p. 113). 

The well-organized society, the main features of which are outlined in 
Ropke’s program of action, corresponds approximately to the political and 
economic system developed in Switzerland with its strong, independent and 
well educated peasantry, its stock of highly trained artisans and small mer- 
chants, its decentralized industry. This pattern is used for analyzing some 
important aspects of welfare policies, regulation of competition (including the 
fight against monopoly capitalism), and international organization of trade. 
The reviewer wonders where, outside of Switzerland and perhaps some Scan- 
dinavian countries, Röpke expects to find the nations that are ready and in 
a position to adjust their economic life to his program. 

KARL PRIBRAM 

Washington, D.C. 


Economic Planning—Its Aims and Implications. By C. D. BaLowin. (Urbana: 
Univ. of Illinois Press. 1942. Pp. 188., $2.50.) 

This doctoral dissertation examines critically some of the implications of 
economic planning. In doing so, Mr. Baldwin synthesizes the major ideas on 
the subject under the following chapter headings: The Objectives of Economic 
Planning, The Place of a Pricing Mechanism, The Organization of Production, 
and Distribution of Income and Allocation of Labor. 

His “essential ingredients” of economic planning include positing an objec- 
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tive or purpose; the rational arrangement of economic resources so as to 
attain the objective; control over resources that are subject to the plan; and 
substitution of collective (state) control for private individual decisions over 
these resources. The implications of his definition are that collectivist or state 
economic planning involves (1) the abolition of private ownership in the 
means of production; and (2) the direction of the economy toward ends that 
may or may not be considered desirable by all. He demonstrates the the- 
oretical possibility of rational calculation in a planned economy. Restricting 

economic theory to “the quantitative analysis of the effects of a certain scale l 
of values (ends) upon the means” (p. 65), his conclusion is that “economic ` 
theory as such offers no stumbling block to the attainment of a planned system, 
but that it is to the ethical and political implications of economic planning 
that attention should be directed” (p. 172). 

The many footnotes and the judicious handling of controversial material are 
evidence of Mr. Baldwin’s scholarship. Unfortunately much of this skill is 
wasted in an effort to cover the breadth of Economic Planning—Its Aims and 
Implications in 188 pages. What he has produced is a survey of the literature 
available in English. The manner of presentation is sometimes reminiscent of 
a debate book. Moreover, his precious discussion of the place of ethics in eco- 
nomics and his concern about “the possible incompatibility of planning and 
equalitarianism (sic) with cultural progress” (p. 55) seem somewhat incon- 
gruous in the face of a universal recognition of the need for planning—a 
recognition evident in the post-war proposals of the National Association of 
Manufacturers, the Committee for Economic Development, the National 
Resources Planning Board, and many labor and private research groups. His 
doubts about whether the economist “whose training has been so specialized 
that his competence to speak on sociological and political problems may be in 
question, can be trusted to broaden his perspective and to enlarge the scope of 
his research” (p. 36) does injustice to the many economists now on the staffs 
of government agencies and preparing programs for post-war reconstruction. 

Myron L. Hocu 

The City College 


Public Finance; Fiscal Policy; Taxation 


Taxing to Prevent Inflation: Techniques for Estimating Revenue Require» 
ments. By CARL SHoup, MILTON FRIEDMAN, and RutH P. Mack. (New 
York: Columbia Univ. Press. 1943. Pp. vii, 236. $2.75.) 


The highly competent piece of research which has resulted in this book 
was started in June, 1941. A preliminary report on the amount of taxation 
needed in June, 1942, to avert inflation was the first product of the research. 
The introduction of the present book states that practically everything that 
was contained in the report appears, in expanded form, in Parts I and II of 
the book. The book itself was completed by December, 1942, and it appeared 
in print in the summer of 1943. Obviously, the numerical estimates have lost 
their timeliness; this is inevitable in times of rapid change. Yet it should be 
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called to the reader’s attention that profitable use of the book requires ab- 
stracting from the specific numerical context and concentrating on the analyti- 
cal aspects of the study, The quantitative data of course continue to illustrate 
what the authors have to say about the nature of their problem and about 
the methods of analysis. 

The book should be studied carefully by economists interested in the infla- 
tion problem. Moreover, it contains much that can be made to apply to 
monetary problems in general and also to tax problems in general, with the 
appropriate mutatis mutandis clause. 

The study consists of four parts of which the first describes a technique 
originally developed by Milton Friedman and successively elaborated by the 
authors jointly. Inflation is here defined as suggested by Pigou, namely, as 
a rise in money earnings per unit of real input; and a distinction is made, 
also following Pigou’s suggestion, between such inflation as develops in conse- 
quence of concerted income-raising action on the part of the income recipients 
- and such inflation as originates in a discrepancy between consumer incomes 
and the volume of goods and services. The latter type is termed atomistic 
inflation. The study is concerned with the latter type because taxation has 
little bearing on the former. The interaction between the two is not, however, 
= disregarded. It is then shown with the aid of simplified models that the 
inflationary gap is an ex ante concept which always proves to be “eliminated” 
ex post (although it may become eliminated by a rise in prices). The first 
part of the study leads to a formula indicating the amount of taxation required 
to avert inflation, as a function of seven variables. The variables of course 
partly reflect psychological attitudes. 

The second part, of which Carl Shoup is the author, contains an excellent 
discussion of alternative methods of taxation. Several sections of this dis- 
cussion possess considerable interest per se, that is, even if their relation to 
the problem of war inflation were ignored. The main line of argument, 
however, is, naturally, focused on the effectiveness of alternative tax pro- 
grams in suppressing inflation tendencies. The author concludes that it 
seems most appropriate to combine a source-collected income tax with a 
retail sales tax. As between the retail sales tax and the source-collected 
income tax, the author favors the latter up to the point where a further 
increase would interfere seriously with the willingness to work, The concluding 
section of the analysis expressing this view is preceded not merely by the 
usual reference to the regressive character ‘of sales taxation but by an 
elaborate comparison of the relative merits of income and sales taxes re- 
spectively. 

Before this conclusion is reached, the relative demerits of other types of 
taxation are discussed in some, detail. The problem of personal excess-income 
taxes, directed at increments of income as compared to some base-year level, 
is subjected to analysis and it is argued that taxes of this kind would not 
merely raise substantial technical difficulties but that they also would have 
consequences generally regarded as unfair unless the law provided for a 
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complicated system of exemptions. The ineffectiveness of corporate taxes 
in combatting inflation tendencies is pointed out briefly, and it is shown that 
among the various types of sales taxes the balance of considerations favors the 
retail sales tax. 

In Part III of the book, Milton Friedman gives a critical appraisal of 
“pioneering attempts” at predicting the onset of the inflationary movement. 
The work of Professor Angell, that of the Iowa State College group (Profes- 
sors Hart, Allen, and collaborators) and that of Dr. Gilbert and Dr. Perlo 
(of the Office of Price Administration) are discussed. 

In Part IV, Ruth P. Mack describes a new technique for analyzing and 
anticipating changes in national income. The method consists of comparing 
what the author calls “consumer ready purchase money” with what she 
terms “goods ready for sale.” The latter includes only consumer goods. Invest- 
ment is conceived as being strongly influenced, although not as being uniquely 
determined, by the discrepancies existing between consumer ready purchase 
money and goods ready for sale. It is emphasized, however, that in a war 
economy the possible amount of real Investment is determined by factors 
of a different character, and that discrepancies between consumer ready 
purchase money and goods ready for sale express themselves increasingly 
in price changes (rather than physical investment) as full employment 
is approached. 

Estimates of consumer ready purchase money and of goods ready for 
sale imply evaluating (1) the income “out of which” consumption spending 
takes place, (2) the amount of saving “out of income,” (3) the current 
output, (4) “planned” inventory changes. Considering that the income “out 
of which” consumption spending takes place, saving “out of income” and 
planned inventory changes are concepts of the period analysis, it is impossible 
to arrive at numerical estimates without making arbitrary assumptions as 
to the length of the psychologically significant time-lags and as to the rela- 
tionship between entrepreneural experience (ż.e., ex post data) and inventory 
planning for definite periods. The author makes it clear that the assumptions 
from which she deduces her estimates are arbitrary in a large measure and 
that they could be replaced by alternative sets of assumptions. 

In matters like these one has a choice between two types of approach. 
The one is characterized by using “rough general data” from which admittedly 
vague estimates are deduced “that present largely personal judgments.” The 
other approach might be called one of quasi-precision. This approach is 
characterized by arbitrary but precise assumptions concerning phenomena 
about which we do not know much and by careful and elaborate treatment 
of a substantial amount of statistical material on the basis of these assump- 
tions. If this method is used, it is necessary to emphasize the arbitrariness of 
the assumptions and to call the reader’s attention to the vagueness of the 
results in spite of their apparent precision. Ruth Mack uses this method and 
she adds carefully all the qualifications a scientifically minded investigator 
should add. 
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In the preceding part of the study Milton Friedman observes somewhat 
critically that the Iowa State College group used the other method, that is, 
the method of building “personal judgments” on “rough general data.” In 
the reviewer’s opinion one makes a statement concerning one’s own sub- 
jective preferences rather than with respect to the outside world if one calls 
either of the two methods superior to the other. After all, it would be difficult 
to say what tke appropriate method is of treating a nonhomogeneous universe 
as though it were homogeneous “with qualifications.” Much can be said in 
favor of basing personal judgments on rough general data where the pre- 
cision of the alternative method must be abandoned before the results are 
applied to reality. 

Each part of the book ccntains a valuable contribution. It would be 
easier for the reader to appraise the value of the book as a whole if the 
analysis were not built around the problem of the degree of taxation that 
would have been required in the summer of 1942 to prevent inflation at that 
time. Yet, in the present stage of historical development, certain features of 
a book on contemporary problems are bound to be untimely by the time the 
book is published. 

WILLIAM FELLNER 

University of California 

Berkeley 


Excess Profits Taxation. By KENNETH JAMES Curran. Introduction by 
A. G. BUEHLER. (Washington: Am. Counc, on Public Affairs. 1943. Pp. 
vii, 203. Cloth, $3.50; paper, $3.00.) 

This small volume represents a substantial contribution to the literature of 
the excess profits tax, a subject which up to this time has received scant 
treatment at the hands of the authorities. Why this particular levy has been so 
long neglected by students of taxation is not entirely clear, During World 
War I it was a major source of federal revenue, and there are indications 
that the yield during the present conflict will be even larger. Because of its 
potentialities as a revenue producer, the excess profits tax has been employed 
in many parts of the world during periods of national emergency, and there 
is at least a possibility that it may become a permanent element in the 
American tax structure. From the standpoint of both tax theory and tax 
history this particular levy is important, but Curran is the first tax student 
to evaluate properly its early American history and to lay a sound foundation 
for further research into its possibilities. 

The author has skillfully woven together a carefully documented analysis 
of the legislative and administrative history of the excess profits tax in the 
United States, with his core of emphasis on the period from 1917 to 1921, 
Beginning with the Munitions Manufacturers’ Tax of 1916, the levy from 
which the first federal excess profits tax sprang, he delineates the successive 
stages in the rise and decline of the excess profits tax of World War I, its 
reappearance in the guise of a pseudo-excess profits tax in 1933, and finally 
its restoration to the rôle of a major wartime revenue producer in 1940. 
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The author has made no attempt to treat this most recent program for 
taxing the excess profits of business in an extended manner, nor has he 
undertaken a detailed analysis of the shifting and incidence of the tax. He is, 
however, well justified in delimiting his treatment of the subject, for it will 
be some little time before the history of this latest American venture into 
the field of excess profits taxation can be properly appraised, and it will 
most certainly be necessary for someone to undertake extensive research of 
an inductive character before many of the uncertainties which obscure the 
economic effects of this tax are clarified. 

Measured by the criterion of yield, the excess profits tax of World War I 
was highly successful, and there is no substantial evidence that it inflicted 
serious economic injury upon any group of taxpayers, in spite of the many 
annoyances which resulted from the defective character of the legislation 
and from poorly coérdinated attempts at enforcement. No doubt the evolution 
of other taxes, some of them now major components of the federal revenue 
system, will reveal difficulties in definition and practice quite as perplexing 
as many of those which limited the effectiveness of the first excess profits 
tax laws. The whole situation has been complicated by the fact that there 
has been little inclination on the part of business men to accept the excess 
profits tax on any other basis than as a purely emergency levy to be dis- 
carded as soon as the pressing need for additional public revenues has 
passed. Furthermore, as the author makes clear, there has been no substantial 
agreement among legislators and taxpayers as to what constitutes an ap- 
propriate measure of excess profits. 

It may well be said that if this levy becomes a fixture in the national tax 
system, excess profits will be variously measured according to whether the 
government has under consideration peacetime or wartime revenue needs, 
for there is abundant evidence that profits of a so-called normal period cannot 
be taxed fairly by the same standards as those which apply to periods of 
war, If these distinctions were given legal sanction it would contribute 
substantially to sound administration and economic justice, both of which were 
‘sadly lacking during the early history of the excess profits tax, but it would 
also introduce an element of long-range fiscal planning which has not been 
a conspicuous feature of federal finances up to this time. 

RALPH B. TOWER 

West Virginia University 


The Shifting and Incidence of Taxation. By Orto von MERING. (Philadel- 
phia: Blakiston. Pp. xiii, 262. $3.25.) 

Since Pantaleoni’s Teoria della traslazione dei tributi, published in 1882, 
only rare attempts have been made, here and abroad, to treat shifting and 
incidence of taxation in a general and systematic way. E. R. A. Seligman’s well- 
known study, conspicuous by reason of its abundance of historical information, 
was too deficient in the theoretical analysis to outlast even one generation. 
The best minds in the field confined their attention to various aspects of the 
controversial questions or to shifting and incidence of individual taxes. Has 
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Professor von Mering, as his title may seem to imply, succeeded in offering 
the long waited for general and systematic view? Has he developed an orig- 
inal conception or, at least, blended the opinions of various schools of thought 
into a timely compromise? 

If we judge only from the pattern of presentation, a full synthesis may 
seem to have been achieved. It is fitting for a systematic treatment to start . 
with methodological considerations. The first part promises nothing less 
than “the general theory of tax shifting.” The author proceeds step by step, 
beginning with such an oversimplification as Boehm-Bawerk’s exchange be- 
tween. one seller and one buyer haggling about one indivisible good. In the 
following sections, other market conditions are introduced, with emphasis 
on pure monopoly and pure competition. In contrast to most recent writers 
in the field, the author shrinks from the application of the monopolistic com- 
petition approach. As he frankly admits, “the theory of monopolistic compe- 
tition, as expounded by Mr. Chamberlin, is not a very fruitful basis of investi- 
gation concerning tax shifting” (p. 76, note 1). Perhaps he would have 
revised his skeptical attitude if, before the completion of his work, he could 
have consulted John F. Due’s valuable monograph, The Theory of Incidence 
of Sales Taxation, reviewed in this journal in September 1942 (pp. 604-606). 
A large number of cases are carefully examined by Professor von Mering with 
the help of numerous charts. At least occasionally, marginal analysis is quali- 
fied by taking account of less abstract conditions. The numerous delicate 
economic miniatures, used for illustrative purposes, seem to me the greatest 
achievement of the author. They may be useful in training university students 
in the marginal approach. 

While the first part is the core of the study, the second part is designed to 
supplement and verify the “general theory.” It deals with less “typical” 
cases by examining the shifting of various kinds of taxes: on agriculture, real 
estate, trade, industry, labor, wealth, income and transactions. 

Generalization and systematization, however, are more apparent than real. 
It seems surprising that such a broad study has been completed without any 
attempt to define the concept of tax shifting. The author simply contends that` 
no “unequivocal definition” can be offered and then finds consolation in the 
thought that a search for a definition “constitutes but a waste of time and 
energy” (p. 2). Consequently, the analysis is hampered at the outset in 
determining its field of examination, in classifying the various processes and 
in segregating incidence and economic effects of taxation. 

With regard to the first problem, however, the author submits a superficial 
suggestion: “The economic effects which follow from the moment of the 
impact of a tax until the ultimate incidence of that tax constitute the subject 
matter-of the theory of tax shifting. The further effects, that is, those which 
may follow the placing of the ultimate burden of a tax on certain persons 
or groups are no part of the theory of tax shifting” (p. 3). Apparently, the 
author believes that the difference between the two groups of processes can 
be simply stated in terms of time. By following him, however, we are led to 
strange conclusions, A new protective import duty may immediately curtail the 
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profit of the importer while the placing of the ultimate burden—for instance, . 
its distribution between the various arrays of domestic consumers—may take 
considerably more time. Is it appropriate to consider the economic effects on 
the importer as part of the subject matter of the theory of tax shifting be- 
cause they occur at once? 

Any “general theory of tax shifting” rests on the assumption that the 
economic processes under examination are subject to the same regularity or 
follow a common rule. The cornerstone of a general theory, therefore, is the 
general principle of tax shifting. What is Mering’s contribution to this funda- 
mental question? 

The author discusses the popular notion that, in the struggle against the 
incidence of the tax burden, those who are in a stronger economic position will 
nnally emerge as the victors. Obviously, this proposition is rather vague and 
incomplete. If, however, economic strength and economic weakness are 
thoroughly defined in terms of bargaining power, the principle is not neces- 
sarily incorrect. It can be reconciled even with the famous classical case of the 
unfortunate monopolist who, because of having formerly maximized the price, 
is doomed to absorb any new tax on the monopolized commodity. We may 
simply say that the monopolist had previously exhausted the advantages of 
his market position, or, broadly speaking, shot up all his economic ammuni- 
tion. Thus he has turned out to be the weaker party in the market. 

Mering, however, draws another paradoxical ccrollary. He maintains that, 
to become true, the popular principle may be reversed: “If one must speak 
of an influence of economic power on the process of tax shifting, it might be 
more nearly true to say that it is the economically stronger who bears the tax” 
(p. 19). 

Apparently, the author does not think too highly of his discovery for, 
later on, he submits another solution. Surprisingly, this conception is of old 
stock, It is a revival of a principle expounded in 1866 by an almost forgotten 
French economist. In his four-volume study Traité des Impôts, Esquirou de 
Parieu contended that the result of any tax shifting depends upon the pos- 
sibility of restricting the demand and the supply of the taxed object. Mering 
accepts this rule with only one qualification: “whether and to what extent 
taxes may be shifted depends on the degree to which supply and demand may 
be restricted with advantage” (p. 21; italics by the author). This amendment, 
however, is of doubtful value since the criterion “with advantage” is open 
to various interpretations; for instance, advantage with regard to an individ- 
ual transaction, advantage with regard to the result of a business year or 
advantage in the long run. What is still worse, successful shifting is often 
tied up with disadvantages in both the short and the long run. Although a 
manufacturer may be able to shift entirely a manufacturer’s sales tax to his 
customers, he may still lose in real income either because of a decrease in 
turnover or an increase in unit cost. Perhaps he loses more than the indi- 
vidual customer does by paying a higher price. Should we therefrom conclude 
that the manufacturer failed to shift the tax? 

Fritz KARL MANN 

The American University 
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Public Control of Business; Public Administration; 
National Defense and War 


Readings in the Social Contro! of Industry. Selected by a Committee of The 
American Economic Association. (Philadelphia: Blakiston. 1942. Pp. viii, — 
494. $2.75.) 

The present volume is the first in a series planned to number at least five 
collections of articles of enduring interest. In December of 1940 the Executive 
Committee of the Association entered into an agreement under which the 
‘Association will arrange the selection of, and the Blakiston Company will 
publish, articles appearing in journals devoted to economics and related fields 
of interest. Edgar M. Hoover, Jr., and Joel Dean were the Association’s 
committee of selection for Readings in the Social Control of Indusiry. A useful 
bibliography of articles, prepared by Horace G. White, Jr., is appended. 

Teachers and students of economics cannot but applaud the project and 
be appreciative of the care displayed in the planning and execution of this 
initial volume of the series. Good planning is reflected in the evident decision 
to confine the scope of the subject matter sufficiently to permit the inclusion 
in one volume of a range of views on matters of major interest. Similarly, it 
is well that articles are reprinted in their entirety rather than being subject, to 
that precarious emasculation so customary in books of “readings.” 

In the present volume, Corwin D. Edwards, Edward S. Mason, Myron W. 
Watkins, Milton Handler, Arthur Robert Burns, Paul T. Homan, and Donald 
H. Wallace analyze and discuss the significance of monopoly, competition and 
competitive practices from the point of view of public control. The record and 
efficacy (past and prospective) of the antitrust law are examined hopefully 
(by Edwards), sardonically (by Watkins), questioningly (by Mason), and 
with yearning for an undiscovered but more salutary alternative (by Burns). 

The last two-fifths of the volume include a perhaps premature obituary re 
the “public utility concept” (Horace M. Gray), stimulating reflections con- 
cerning the “consumer” and “public” interest under regulation (Ben W. 
Lewis), and J. M. Clark’s “Toward a Concept of Workable Competition.” 
Theoretical orientation is provided by A. B. Wolfe’s discussion of “Full Utili- 
zation, Equilibrium, and the Expansion of Production.” There are interesting 
digressions into oil (Northcutt Ely) and recent British experience (Arthur F. 
Lucas). 

A reviewer’s inclination to find fault with at least something is apt to be 
diverted, in a selection as competent as this one, to a mere quarrel about the 
appropriateness of the title of the book (which in this case is surely much too 
inclusive). More importantly, however, there is little by way of thorough 
inquiry into whether competition in industry has really declined since, say, 
the Civil War period in this country, or whether and in what circumstances 
large scale enterprise is inherently of superior real efficiency. But to cavil about 
such matters is to forget limitations both of space within a single volume, and 
of the literature from which selection was perforce made. 

Readings in the Social Control of Industry is a highly useful offering, It is 
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to be hoped that the second volume of the series, on business cycles, will not 
long be delayed, and that economists will avail themselves of the Association’s 
invitation to suggest other subjects for later inclusion in the series. 
Joun D. SUMNER 
Washington, D.C. 


Labor and Industrial Relations 


Governmental Adjustment of Labor Disputes. By Howarp S. KALTENBORN. 
(Chicago: Foundation Press. 1943. Pp. xiv, 327. $3.50.) 


The primary purpose of this study is to examine critically the lessons 
which the United States has learned from a long and varied experience with 
governmental intervention in the adjustment of labor disputes, While some 
of the agencies, like the National War Labor Board and the Maritime Board, 
have been created in response to the needs of the current emergency, the 
experiences of these boards are viewed as an integral part of the more 
comprehensive national experience through more than fifty years. 

It is admittedly not an easy task to compress into a single, moderately 
sized volume the lessons learned by federal, state and local governments in 
the settlement of industrial disputes, but by discriminating selection of data 
and skillful analysis the author has done a most creditable job. The respective 
chapters deal with the United States Conciliation Service, the Adjustment 
of Labor Disputes in the Railroad Industry, the Maritime Board, the 
National Defense Mediation Board, the National War Labor Board, the 
States and the Adjustment of Labor Disputes, Local Governments and the 
Adjustment of Labor Disputes, and Major Problems in Labor Disputes. 
Supplementing the principal analysis are Appendix A, comprising an Abstract 
of State and Territorial Laws Concerning the Adjustment of Labor Disputes 
and Statement of Activity Under These Laws; Appendix B, in which the 
author somewhat courageously presents A Bill to Create a United States 
Mediation Board and for Other Purposes; and a Selected Bibilography. 

Even a casual glance at such an outline will reveal to special students 
of industrial relations the obvious gap filled by this volume. In fact, this is 
the first book devoted almost exclusively to the subject of mediation in 
labor disputes since 1916, when George Barnett and David McCabe pub- 
lished their Mediation, Investigation and Arbitration in Industrial Disputes. 
Like its predecessor, the present volume includes a discussion of investigation 
and arbitration in addition to mediation. 

After surveying the experience of the United States with conciliation, 
mediation, voluntary arbitration, compulsory investigation, and compulsory 
arbitration, the author reaches the conclusion: “Mediation is by far the best 
and most successful method of governmental intervention in the adjustment 
of labor disputes” (p. 3). This conclusion is reiterated throughout the book. 
Although the author concedes that mediation may sometimes be supplemented 


1 Editor’s note—The chairman of the committee in charge is Howard S. Ellis, Board 
of Governors of the Federal Reserve System, Washington, D.C. 
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effectively by jike types of governmental intervention in the adjustment of 
‘labor disputes, he is earnestly of the opinion that mediation should remain 
the basic process in the United States. . . 

Labor economists generally will concur in this judgment, since not only 
has mediation been our preferred policy historically but because our experience 
with the coercive methods of settlement in more recent years has been a 
disillusioning one. In this particular, as the author observes, the United. 
States reflects the experience of Great Britain and Sweden. In all three 
countries, mediation and voluntary arbitration have yielded more permanent 
benefits than have experiments with more arbitrary procedures elsewhere. 
~ Moreover, conciliatory methods of settlement fit better into the framework 
of democratic conceptions, which is expected to be greatly strengthened as a 
- consequence of the current war. 

In the light of his general conclusion that mediation is the best single 
method of governmental intervention in the settlement of industrial disputes, 
the author examines the major problems in mediation, including the rôle 
of mediation, wartime adjustment of labor disputes, the jurisdiction of 
various -agencies of adjustment, the influence of strong organizations of 
employers and employees on industrial peace, the desirability of industrial 
specialization in settling controversies, and the technique of mediation. This 
aspect of the study really is a synthesis of the author’s reasoning and 
deductions. Among various opinions expressed, the author thinks that co- 
ercive governmental action is justifiable during a national crisis, such as a 
war, and that strong unions of workers and equally powerful associations 
of employers probably conduce to industrial peace. 

While this inquiry presents no magic formula for effective mediation— 
the technique being different with different mediators—certain important prin- 
ciples of procedure are recommended, including determination of the most 
‘ strategic moment for intervention, the application of mediatory efforts only 
when mutual agreement by the parties seems far distant, intervention prior to 
a strike or lockout, conscious delay of intervention in strike situations until 
one or both sides appear weary of the conflict, and the choice of skilled, 
experienced mediators. Much of the effectiveness of mediation will be de-, 
termined by the careful formulation of legislation creating adjustment 
agencies, the care with which trade agreements are phrased, the provision - 
of ad hoc mediation boards, and the frank recognition of the limitations of 
mediation.’ 

The author’s most original conception is found in his proposed bill for 
encouraging industrial peace when coercive wartime boards have been aban- _ 
doned. Not only is the United States Conciliation Service to be removed from 
the Department of Labor, but a three-man board is to be substituted for the 
„present director. The Conciliation Service is to have jurisdiction over all 
industries, except the railroad industry. Ad hoc fact-finding commissions are 

to be created where mediation has failed or arbitration has been refused by 
the disputants and the controversy involves the public interest. Voluntary 
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rather than coercive methods are to continue to receive the central emphasis 
in our national policy, 

This volume will repay a thoughtful reading by labor economists, personnel 
.managers, employers, and labor leaders. Although there is much here that is 
familiar to the special student of industrial relations, the detailed, well- 
documented study and careful analysis will provide a very helpful guide to 
the judgment of the specialist and layman alike. It is an unusually constructive 
book and is an excellent addition to the literature of labor economics. 

GORDON S. WATKINS 

University of California 

Los Angeles 


Labor’s Voice in the Cabinet: A History of the Department of Labor from Its 
Origin to 1921. By Jonn Lomparni. (New York: Columbia Univ. Press. 
1942. Pp. 370. $4.00.) 


This study traces the various steps which ultimately led to the establishment 
in 1913 of the Department of Labor, headed by a secretary of Cabinet rank, 
The early agitation for such a department, beginning shortly after the Civil 
War, is described, and the various intermediate steps, such as the formation 
of the Bureau of Labor and the creation of a Department of Commerce and 
Labor, are set forth. The book concludes with a discussion of the rôle of the 
Department in the events of the years immediately following World War I. 

Of greatest current interest are those sections which deal with the period 
during the last war. While the book appears to have been completed before 
this country had become thoroughly involved in the present war and the author 
makes no attempt to draw comparisons between the two wartime situations, 
the present-day reader is inevitably tempted to indulge in such comparisons, 
Then, as now, there existed a need to formulate “policies” and to set up ad- 
ministrative agencies to act, with or without policies. Then, as now, the 
formulation of policies and the actions taken may have fallen somewhat short 
of perfection, 

Some of the comparisons suggested by a reading of these chapters are 
strikingly close, and perhaps somewhat disheartening. If the author’s evalua- 
tions were taken out of their context, a reader might be in doubt as to the 
period to which they were intended to refer. In this category may fall remarks 
relating to the geographical concentration of war contracts, the effects of 
“‘cost-plus” contracts, the niggardliness of appropriations for certain purposes, 
the conflicts between various federal agencies, the slowness and uncertainties 
of policy formation, etc. In reading of the difficulties of the earlier period and 
of the efforts which were made to surmount them, the present-day observer is 
likely to be haunted on more than one occasion by a vague feeling that “this 
is where I came in.” 

The author discusses in some detail the numerous currents and cross- 
currents of this earlier war period. The bulk of the emphasis is placed upon 
the problems concerned with unifying the labor program during the war, and 
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particularly with respect to the place of the Department of Labor in such a 
codrdinated program. At times, the threads are so many and so interlocking 
that the narrative becomes somewhat confusing. Basically, however, it is the 
subject-matter, and not the discussion thereof, which is confusing and complex. 
Then, as now, the labor problems of wartime were not simple, and the existing 
governmental agencies were not immediately prepared to handle them. 

In the light of more recent developments, the author’s conclusion that “In 
the short period of its existence the War Labor Administration proved its value 
and demonstrated the feasibility of a cabinet administration of labor activities 
_ through the Secretary of Labor” may seem too simple as a long-run general- 
ization. When we reflect, however, that the Department of Labor was in its 
infancy at the time of the last war, the contributions which it made during 
that period need not be minimized, even though the problems which it faced 
seem of lesser magnitude than those which have arisen during the present war) 

While the tenor of the book is sympathetic with the aspirations of labor to 
have a voice in the cabinet and with the efforts of individuals to make this 
' participation in national affairs effective, the author does not hesitate to call 
attention to shortcomings which appeared at various stages. The book will be 
of interest to all those who are concerned with the administration of labor 
matters, in times both of war and of peace. 

Douctass V. BROWN 

Massachusetts Institute of Technology 


The Pullman Strike: The Story of a Unique Experiment and of a Great Labor 
Upheaval. By Atmont Linpsey. (Chicago: Univ. of Chicago Press. 
1942. Pp. xi, 385. $3.75.) 


A half-century after the épic struggle between the railroads and the Ameri- 
can Railway Union, the author of this book brings to light for the first time 
many highly significant facts concerning the origin and development of this 
strike. The author’s exhaustive research on this subject has produced not 
only an exceptionally well-documented narrative of an historic event in our 
national economic life, but also a full-length portrait of this event with all 
its complex and interrelated features brought out in their true proportions. 
Written from a point of view frankly sympathetic toward labor, the author 
has carefully protected himself against charges of bias and partisanship by 
elaborate documentation. The result is a scholarly book, with the facts 
skillfully woven into an interesting narrative, letting the chips fall where 
they may. 

The author very properly views this conflict, not as an isolated event, but 
as a product of the social and economic environment of the times. This 
_ point is perhaps best emphasized by the fact that the first hundred and twenty 
pages of the book are devoted to background material in which the author 
traces in great detail the rise and growth of the “model” town of Pullman, 
Illinois. The part this unique social experiment played in the strike itself 
well merits the detailed analysis of its origin and growth. Interesting chapters 
on George Pullman, the growth of the Pullman Palace Car Company, and the 
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“model” town of Pullman, provide the reader with an excellent background 
for the strike itself. The extreme paternalism of the “model” town of Pull- 
man, in which the Pullman employees were denied all rights of property 
ownership and all rights of political or economic voice in the administration 
of town or industry affairs, while being charged high rents and high prices 
for utility services, is strikingly set forth in these chapters. The rebellion of 
the Pullman employees against this extreme paternalism reminds one of the 
parallel rebellion of “ungrateful”? employees of such “model” paternalistic 
towns as Hershey, Pennsylvania, and Kohler, Wisconsin, during the 1930's. 

The immediate or direct causal factors behind the Pullman strike were 
(1) the severe business depression of 1893-94, with its accompanying un- 
employment and wage cutting; (2) the rise of the American Railway Union 
headed by Eugene V. Debs; (3) the uncompromising antilabor attitude of 
the Pullman Company which refused categorically to entertain any petitions 
of the Pullman employees for a redress of their grievances. These grievances 
included protests against severe wage reductions with no corresponding re- 
ductions in the high rents charged them by the Pullman Company, against 
such serious shop abuses as arbitrary dismissals of employees, and favoritism 
and tyranny on the part of shop foremen, and against the extensive use of 
blacklisting. 

Although of comparatively short duration (from May 11 to approximately 
July 15), the strike attracted nation-wide attention for several reasons. In 
the first place, the entire burden of carrying on the strike fell upon the 
newly-organized American Railway Union. Strike strategy from first to last . 
was centered around the refusal of railway employees to handle Pullman 
sleeping cars on any railroad. In the second place, the entire management and 
direction of the opposition to the strike was turned over to the hostile anti- 
labor General Managers’ Association of the railroads inasmuch as the Pullman 
Company had contracts with all the railroads for carrying Pullman sleepers. 
The Pullman Company thus assumed a secondary rather than a primary rôle 
in opposing the strike. In the third place, the strike was marked by a con- 
siderable amount of lawlessness, violence, and destruction of property. And 
lastly, the strike itself assumed nation-wide proportions as it developed into a 
showdown struggle between Mr. Debs and his American Railway Union on 
one side and the General Managers’ Association and the federal administration 
on the other, 

The outstanding contribution of this book is the author’s painstaking and 
careful analysis of the close coöperation between the General Managers’ 
Association, the Department of Justice and the federal judiciary in their 
determination to crush completely the strike and the American Railway 
Union. Any one of them alone might not have so successfully achieved this 
end, but, working so unitedly as one team, the result was inevitable. The 
author demonstrates rather conclusively that Attorney General Richard 
Olney was anything but an unbiased dispenser of justice and enforcer of 
federal laws, being instead a labor-hating corporation lawyer with a deter- 
mined resolve to break the American Railway Union at any cost. It was 


~~ 
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mer 


he who was primarily resonable? for sending federal troops’ to Chicago- 
- _ without consulting Governor Altgeld of Illinois as to the need, for securing . — 


the federal injunctions against interference with mail trains, and for the final 
prosecution of Mr. Debs and other officials of the American Railway Union 


for violations of federal court injunctions and contempt of court. 


Although the injunction had been tried experimentally in the eighties in 
labor disputes, it was the Pullman strike that demonstrated what a powerful, 


paralyzing weapon it could be in the hands of a hostile management or gov- 
_ „ernment. According to the author, nothing contributed so much to the defeat 
~ of the strike as the blanket injunctions issued by federal courts at the request 


- of Mr. Olney. They badly demoralized the strikers and destroyed the leader- 
- ship of the Railway Union. The efficacy of the injunction in this strike led to 


its general adoption by hostile managements as a major weapon of industrial 


- „warfare for the next forty years. 


The responsibility for the mob violence and resulting loss of life ad 


-property in Chicago the author attributes to lawless unemployed elements 
„in Chicago rather than to the Pullman strikers, and he musters considerable . 
, evidence in support of this contention. The violence had an important 

influence on public opinion which crystallized almost completely against the 


- strikers after the outbreak. 


“Other factors weakening the position of the strikers were the failure of 


other railroad workers, notably the “Big Four” operating brotherhoods, to 
support the strike, and the decidedly unfavorable economic environment of 


unemployment and low business activity. The uncompromising attitude of the 


‘Pullman Company in refusing all suggestion of arbitration of the issues in 


the strike also contributed to the final defeat and destruction of the American 
Railway Union. 


l The Illinois state administration, headed by Governor Altgeld, and the 
Chicago city administration, headed by Mayor Hopkins, are given full credit 


by the author for pursuing a fair and impartial course during the entire period 
of the strike and at all times seeking to discharge their duties as honestly 


and fairly as possible toward all parties concerned. 


For the skill and fairness with which the author develops the narrative of 


3 this great labor struggle, Tke Pullman Strike is highly to be recommended. 


E. B. McNatr _ 
‘National War Labor Board 


Social Insurance; Relief; Pensions; Public Welfare 


_ Social Security and Reconstruction in Canada. By Harry M. Cassipy. (Bos- 


‘ton: Bruce Humphries. Toronto: The Ryerson Press. 1943. Pp. x, 197. 
$2.50.) 


Mr. Cassidy not only has written an engrossing examination of Canadian 


problems generally. The factual materials and specific situations treated relate 
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‘social security problems but at the same time has developed an excellent ` 
- introductory discussion of the nature and ramifications of social security 


1944] BOOK REVIEWS 187 


almost solely to Canadian developments, except for some twenty pages dealing 
with recent measures and thinking in the United States, Great Britain and 
New Zealand, but his definition and analysis of basic problems and of the 
obstacles to their rational solution are quite as applicable to the United States 
as to Canada. 

This is worth emphasis, for Mr. Cassidy’s book has much to commend it for 
choice as an auxiliary text for labor economics cr more specialized courses 
dealing with social security matters. The essential factors are put more clearly 
and forcefully than in most comparable works dealing more particularly with 
social security in the United States and, furthermore, the intrinsic nature of 
the problems confronting Canada has compelled the stressing of points which 
are of much greater importance in this country than much of the existing 
American literature seems to suggest. Among these are the necessity of adjust- 
ing social security policy and administration to the existence of large and 
politically important areas of low population density, the necessity of recon- 
ciling or compromising urban-rural divergencies of interest and thinking, the 
importance of bringing about codperative relations between the federal and 
state (provincial) governments on a constructive basis transcending legalistic 
and political squabbles, and a common disposition to substitute a succession 
of temporary expedients for direct solutions or canscious experimentation in 
dealing with difficult social problems. In addition the graphic description of 
the limitations of Canada’s current social welfare structure would have been 
equally valid only a few years ago for most or all of the United States; much 
of it is still all too pertinent. 

The ground covered begins with a brief sketch of the wartime and post-war 
significance of social welfare measures with which is joined a helpful attempt 
at distinguishing the several overlapping terms which have come into use with 
respect to social security or the social services. An historical summary traces 
the evolution of the social security measures now in operation in Canada. A 
provocative chapter on Goals and Realities proposes a series of norms for use 
in passing judgment on national systems of social services in the course of 
which (p. 47) Mr. Cassidy indicates his own point of view in the following 
passage: 

By virtue of the economic and social environment created by such measures many 
citizens, at least for the larger part of their lives, should be assured of economic security 
and of reasonable opportunity for personel development without leaning upon the social 
services. The peculiar, and the essential, function of the social services is then to meet 
the needs of the minority whose incomes from their own eforts cease or are not sufficient, 
even under generally favorable economic conditions; and to provide for all, or nearly all, 
certain facilities . .. which they cannot very well obtain individually. The social services 
cannot, by themselves, guarantee social security for all. But they play an indispensable 


role in supplementing the security which arises naturally, for a great many, from a reason- 
ably healthy economic and social order. 


Mr. Cassidy contrasts with the goals or standards which he has postulated the 
actual provisions for social security now in existence in Canada and the pro- 
posals for modifications and extensions which have been made by the several 
commissions set up since 1930. Against this background and his summary of 
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the Models from Abroad; he outlines the major elements of what to him would 
appear to be a satisfactory national social security program. 

Two major premises underlie his program of national action. The first is that 
social security will not be expected to do the impossible but will be regarded 
as supplementary to economic policies aimed at full employment and agricul- 
tural prosperity. The second is that the Canadian national income will be high 
enough to permit the finding of the necessary funds which, it is suggested, 
might perhaps run as high as $1,000,000,000 annually as against a pre-war 
annual governmental expenditure for the social services of about $250,000,000. 
These premises are, in the author’s words, “stated simply and bluntly, with- 
out further attempt to defend their validity or to examine their economic and 
political implications” (p. 138). 

An attempt to evaluate the constituent elements of the suggested program 
can not be undertaken in brief compass. Set forth with admirable clarity and 
with restraint save for a very occasional touch (see, for example, p. 23), they 
are necessarily controversial in character at many points. The author states, 
however, that in so far as specific suggestions on policy have been presented 
this “has been done more with the idea of throwing out something fairly 
definite for consideration by the readers ... rather than with strong conviction 
that all of them are valid” (p. 162). - 

Bearing in mind this reservation and the very broad range of subject-matter 
dealt with, it is not surprising that a very few questions of fact arise, none of 
them too important to the central argument of the book. In assuming (on 
p. 113) that in the United States “effective” action with respect to unemploy- 
ment relief began in 1933, there has been an oversight of the emergency relief 
program instituted in 1932 which, although somewhat haphazardly, estab- 
lished the basis for most of the sounder policies of the ensuing FERA. Those 
who in 1935 saw at close range the tangled maze of purposes concerning relief 
policy will doubt whether Congress “and the nation” exercised as much con- 
scious agreement with the decision to substitute WPA for the direct relief 
program as page 118 suggests, and it is not certain that there is still “much 
expert and lay opinion in the United States” which favors “a WPA type of 
work programme as a permanent measure of social security” (p. 120). 

Mr. Cassidy modestly describes what he has done as “more of a tract for 
the times than a careful research study” (p. vii). As a tract it well merits the 
attention of all Canadian readers who are disposed to reflect thoughtfully upon 
the social policies established heretofore and the choices which Canada must 
face during demobilization and afterward. This is by no means, however, a 
tract alone. It does much to differentiate between the issues which are almost 
necessarily matters of political choice and those to which research and factual 
knowledge are applicable. The closing pages and many earlier passages give a 
rather drab but challenging picture of the present state of organized and 
factual knowledge concerning social security in Canada. Research on social 
security matters has made greater progress in the United States, but Mr. 
Cassidy’s observations on various points will remind American students of the 
many gaps which still remain in their knowledge of social security issues. It 
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is to be doubted whether anywhere else in the existing literature there can be 
found an equally clear and satisfactory conspectus or checklist of the specific 
elements and ramifications of the complex of problems and measures which 
have become lumped together as related to “social security.” 
PAUL WEBBINK 
Washington, D.C. 


The Pillars of Security and Other War-Time Essays and Addresses. By SIR 
Witam H. BEverince, K.C.B., F.B.A. (New York: Macmillan, 1943. 
Pp. 248. $2.50.) 


The American public is well acquainted with the world-famous Report on 
Social Insurance and Allied Services, issued by Sir William Beveridge in No- 
vember, 1942, and published in the United States early in the following year. 
However, that volume is so thoroughly devoted ‘to the technical and policy 
problems of social security that there was little scope for an adequate explana- 
tion of the philosophic background of the Report. In a series of papers pub- 
lished during the years 1942 and 1943, Sir William Beveridge took the oppor- 
tunity of setting forth in more popular form some of the wider implications of 
the Report itself. It is this series of twenty-two papers which now appears under 
the title The Pillars of Security, which is itself the title of one of the key 
essays. 

This volume makes fascinating reading for economists and other students of 
social security, because through it one obtains a better picture of Beveridge the 
man and Beveridge the economist, in contrast ta Beveridge the technical 
expert. Sir William himself admits that in outlook he is an optimist, which 
leads us to reflect that all great constructive leaders in the history of mankind 
have been so. Such leaders achieve the impossible by “not having sense enough 
to realize it is impossible”; after which the populace jeers the “practical” men 
who “knew it could not be done.” As an illustration, at one point Sir William 
comments that the defeat of unemployment appears just as difficult as the 
defeat of Germany did several years ago—they were both equally impossible. 
But if it now appears that we can accomplish the one, surely it is not too much 
to say that we can achieve the other likewise. 

Equally interesting is the view in these papers of Beveridge the economist. 
It has not been so many years ago that economists were conceived of as philo- 
sophic theorists who had little contact with reality and desired less. On the 
other hand, experts in social security were viewed as “crackpots,” socialists, 
if not something worse. But in the last decade there has been the widest appli- 
cation of economic thinking to the practical problems of business and govern- 
ment, while social security students have acquired some status as economic 
thinkers, Sir William Beveridge has achieved stature in this special field, 
because he has demonstrated his breadth of vision and his technical skill as 
an economist. This is amply borne out by a review of these papers. 

In his key paper, Sir William points out that a basic assumption for the 
future must be the winning of the war—not that this is assured, but simply 
that if the enemy wins, he will do the planning, and it will not be along these 
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lines. He likewise emphasizes that full employment does not mean the elimina- 
tion of unemployment, but merely its limitation to a reasonable level, which 
he assumes might be set at 8.5 per cent of the total working population, or 
an average of 1.5 million persons at any one time in Great Britain, For the 
United States an equivalent number would be something like 5 million. ‘There 
is a realism about this which contrasts with the more optimistic viewpoint 
sometimes expressed that full employment after war should mean the degree 
of employment we have achieved during the war. 

Sir William also points out again and again that social security in the narrow 
social insurance sense is only one aspect of the broader problem of security 
in general. Unless we have a lasting and just peace coupled with continued 
coöperation among the United Nations, we cannot have national security in 
a military sense. Without an efficiently-functioning, internal economic system 
we cannot have productive security in an economic sense. And, of course, 
without some sharing among the nation’s families and individuals of the risks 
which are inherent in economic progress, we cannot have social security. 

“These are the three conditions of security—peace, a job when one can 
work, an income when one cannot work. The question may be asked, as to 
which of the three conditions is most important, or comes first in time. That 
is an idle question. All three conditions are indispensable. If we fail in any 
of them we do not achieve security... .” 

Some persons have drawn the conclusion that the causal sequence runs 
only in one direction through this list. There is, too, a viewpoint which sees 
these different aspects of security as independent of each other or sometimes 
even contradictory. Such a view leads to absurdities which have become quite 
current in present-day thinking. For example, the idea that if we can some- 
how establish national military security all other problems will eventually 
solve themselves; or that the chief task after the war will be the development 
of full employment through business expansion—this is the only security for 
the worker and his family. At worst, such viewpoints lead to the conclusion 
that social security as such is in direct conflict with business expansion and 
economic progress. If these views prevail in the post-war readjustment, it 
seems clear that we shall achieve none of these securities, not even the one 
which is set forth as the ideal objective. Surely it should be clear by this time 
that unless we have social security for the people themselves, we shall not 
long maintain a peaceful world order. 

EWAN CLAGUE 

Washington, D.C. 


Consumption; Income Distribution; Cooperation 


A Codperative Economy—A Study of Democratic Economic Movements. By 
Benson Y., Lanpis. (New York: Harper. 1943, Pp. vii, 197. $2.00.) 

This latest work by Mr. Landis on the subject of codperation is written 

in popular style for the “alert citizen” and to stimulate “action, inquiry and 


1944] BOOK REVIEWS 191 


discussion.” As stated in the Preface, it is concerned with “democratic eco- 
nomic movements in the United States, making in broad terms for a codpera- 
tive economy.” 

These democratic economic movements, as the author sees them, consist 
broadly of, first, the growth of voluntary people’s organizations “pointing 
toward a self-contained producer-consumer, codperative system”; and, second, 
the growth of governmental people’s agencies (p. 137). Examples of the former 
are (1) the consumer codperative movement in the fields of purchasing and 
finance; (2) the producer codperative movement, illustrated by farm coöp- 
eratives and labor unions; (3) professional organization; and (4) independent 
business men’s organizations. The growth of governmental agencies of a 
democratic, codperative nature are exemplified by those in the fields of pub- 
lic regulation, public ownership, public credit, taxation, and social security. 

Consideration of these movements occupies four of the five parts into 
which the book is divided. Part V is an inquiry into (1) international co- 
Operation; (2) economic duties and rights; and (3) “general directions which 
should be staked out for our strategy in this critical era of transition” (p. 137). 

An outstanding feature of this volume by Mr. Landis is its readability. 
The subject matter selected is interesting, and simply and clearly expressed. 
The author is at his best when writing about consumer and farm codperatives, 
cooperative ideals and principles, end codperative goals after the war. An 
interesting chapter is that stressing economic duties as well as economic rights 
for the citizen of a democratic society. 

The book is, however, open to criticism on several counts. It is written not 
from the consumer point of view, as stated in the Preface, but rather from 
the viewpoint of a small segment among consumers who accept codperative 
ideals and principles, and who believe in the desirability of establishing a 
codperative democracy. This may explain partly, but does not justify, the 
failure even to mention the important phase of the consumer movement which 
grew out of Dr. Wiley’s crusade for food and drug legislation, and the writings 
of Chase and Schlink. This phase in recent years has included the develop- 
ment of testing agencies such as Consumers Research and Consumers Union. 

It is to be regretted that a volume which purports to describe and discuss 
democratic economic movements “making in broad terms for a codperative 
economy” should ignore entirely such organizations as the consumer testing 
agencies, the Institute for Consumer Education, the Consumer Education 
Association, Codperative Distributors, Inc., Consumers National Federation, 
and the American Investors Union, not to mention many others, Surely con- 
sideration of the development of these organizations is just as pertinent as 
consideration of labor unions and independent business organizations, to 
each of which a chapter is devoted. 

Mr. Landis paints too optimistic a picture of the trend toward a codpera- 
tive economy. This is accomplished, whether intentionally or not, chiefly by 
an inadequate treatment of forces and agencies constituting a threat to the 
growth of such an economy. The expansion of monopolistic organizations is 
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only lightly touched upon. There is almost no mention of the too frequently 
successful efforts of powerful business groups to weaken or destroy govern- 

- mental regulations and agencies established for the protection of consumers 
and wage earners. 

A minor criticism is that the directory of selected national organizations, 
voluntary and government, on pages 183 and 184, has limited usefulness 
because it is incomplete. The most noticeable defect in the bibliography is 
the failure to include many leading books one might expect to find, such as, 
for example, Sorenson’s The Consumer Movement. Chapter 16, containing a 
short summary of “the codperative economy,” should prove helpful to the 
general reader, as should also the discussion syllabus in the Appendix. 

Roy C. CAVE 

Washington, D.C. 


Food and Planning. By Joun R. Marracx. (London: Gollancz, 1943. Pp. 285.) 


Professor Marrack, who teaches chemical pathology at the University of 
London, has written a very interesting book in which he endeavors to summar- 
ize the existing knowledge in the field of nutrition and to indicate broad 
plans for the post-war world. The thesis of this book is (1) that our knowl- 
edge is sufficient to enable us to know what the bady needs in the way of food 
to maintain health and vigor; (2) that the productive capacity of the world 
is sufficient, if land is used intelligently, to produce enough of the “right” foods 
to give all people a nutritious diet; and (3) that the planning organizations 
exist by which the available food can be distributed. 

The most adequate portion of Professor Marrack’s presentation is the first 
half of the book in which a wide range of information relating to the field of 
nutrition is summarized. The section dealing with the food eaten by the 
peoples of different countries is informative, but, unfortunately, the organiza- 
tion is not parallel for all of the countries considered, owing no doubt to the 
Jack of available information. The value of the book for the layman would 
have been increased by fuller documentation. 

That “The end of the war will bring an opportunity to plan a new system 
that will insure the nutrition of all peoples, and remove one of those inequali- 
ties that are the causes or excuses of war” (p. 263), is Professor Marrack’s 
hope and the basis for his final chapter, Planning for Plenty. His plan, which 
is exceedingly idealistic, foresees the use of the powers of the state in obtaining 
food, in distributing sufficient foods of the required type by different govern- 
mental methods of which one might be communal feeding, and in achieving 
needed reforms regarding the size and utilization of farms. Direct consideration 
is not given to the problem of maintaining an equitable distribution of food on 
a world basis, the crux of which is the movement of food in international 
trade. The immediate solution, which is only implied, would apparently 
embody the idea of an international food board which would temporarily ration 
the available food supply. The rationing would presumably exist for several 
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years following the war, during which an effort would be made to collectivize 
the small farms of some of the backward countries and to introduce -more 
efficient farming techniques. As soon as this is accomplished, the world would . 
be producing sufficient food for everyone, thereby obviating any further need 
` for rationing. For Professor Marrack, this is the solution to one important 
problem, but the equally important problem of distributing this abundance 
of food in the absence of rationing is not approached. 
Howard J. HILTON, JR. 

_ Washington, D.C. 
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(Washington: Supt. Docs. 1943, Pp. 203. 25c.) 


Wholesale prices, July-December and year 1942. Bur. Lab. Stat., bull. 736. (Washington: 
Supt. Docs. 1943. Pp. 58. 10c.) 
Business Cycles and Fluctuations 
SLICHTER, S. H. Present savings and postwar markets. (New York: McGraw-Hill. 1943. 
Pp. iv, 73. $1.) 
Public Finance; Fiscal Policy; Taxation 
Cray, W. C., Jr. The 1943-44 farmer's tax manual. (Garden City: Doubleday, 1943. $1.) 


Fercuson, D. G., and others. What wil! inflation and devaluation mean to you? 7th ed. 
(Cambridge: Am. Inst. for Econ. Research. 1943. Pp. 144. $1.) 


Garver, W., and others. The inflation crisis. Transcript no. 293. (Chicago: Univ. of Chicago 
Round Table, 1943. Pp. 25. 10c.) 


HOFMANNSTHAL, E, How to stop inflation. (New York: Unger. 1943. Pp. 59. 50c.) 


Kimme., L. H. Postwar tax policy and business expansion. Pamph. no. 53. (Washington: 
Brookings Inst. 1943. Pp. 46. 50c.) 


Lasser, J. K. Your corporation tax. 1944 ed. (New York: Simon and Schuster. 1943. Pp. 
144, $1.) 


Montcomery, R. H. Federal taxes om corporations, 1943-44, 2 vol. (New York: Ronald 
Press. 1943, Pp. 1137; 1122. $15.) 


. Federal taxes on estates, trusts and gifis, 1943-44. (New York: Ronald Press. 1943. 
Pp. xii, 821. $7.50.) 


Newcomer, M. A tax policy for postwar America. Postwar goals and econ. reconstruction, 
ser. 2, no. 6. (New York: Inst. on Postwar Reconstruction, New York Univ. 1943. Pp. 
13, 30c.) 


Sarro, P. Pay~as-you-go tax, current Tax Payment act of 1943; explanation, tax cal- 
endar, withholding tables, employer-employee duties, personal tax records. (New York: 
Author, 299 Broadway. 1943. Pp. 24. 10c.) 


Simon, H. A. Fiscal aspects of metropolitan consolidation. Admin. meas, stud. no, 3. 
(Berkeley: Bur. of Pub. Admin., Univ. of California. 1943. Pp. xii, 67. $1.) 


Budget of United States Government for fiscal year 1944, war supplement. (Washington: 
Supt. Docs, 1943. Pp. A 11, 161. 45c.) 
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The capital gains tax; it could produce revenue and stimulate enterprise [hearings before 
the House Committee on Ways and Means, 77th Cong., 2nd sess., on Revenue Revision 
of 1942, Pt. 12. Mar. 20, 1942]. (Washington: Am. Taxpayers Assoc. 1942. Pp. 145, 
mimeo.) 


Commonwealth of Kentucky: 25th annual report, Department of Revenue, with Appen- 
dices, ({Frankfort: Commissioners of Revenue.] 1943, Pp. 38; 22.) 


Federal, state and local government jiscal relations, letter from the Acting Secretary of the 
Treasury, transmitting in response to S. Res. 160, report submitted to the Secretary of 
the Treasury by a special committee to study intergovernmental fiscal relations, 78th 
Cong., Ist sess. S. doc. 69. (Washington: Supt. Docs. 1943. Pp. 595. 75c.) 


Internal revenue regulations: regulations 108, relating to gift tax under the internal revenue 
code; regulations 115, relating to the collection of income tax at source on wages under 
subchaps. D and E of chap. 9 of internal revenue code, as added by sec. 2(a) of the 
Current Tax Payment act cf 1943. (Washington: Supt. Docs. 1943. Pp. 113; 76. 15c; 
10c.) 


Revenue revision of 1943: hearings [House Ways and Means Committee], 78th Cong., 
1st sess., on revenue revision of 1943. Rev. Oct. 1943. (Washington: Supt. Docs. 1943. 
Pp. 1605. $2.) 


: kearings [House Ways and Means Committee], 78k Cong., Ist sess. Rev. Oct. 
1943, Reprint of pp. 1095-1272: considerations respecting a federal retail sales tax. 
(Washington: Supt. Docs. 1943. Pp. 1095-1272.) 


State finances, 1942. Vol, 3. Statistical compendium. (Washington: Bur. of the Census. , 
1943, Pp. 88. 20c.) 





Money and Banking; Short-Term Credit 
GROSECLOSE, E. Near eastern postwar monetary standards. Inquiry no. 5. (New York: 
Monetary Standards Inquiry. 1943. Pp. 14. 10c.) 


Harpy, C, O. The postwar role of gold. Inquiry no. 8. (New York: Monetary Standards 
Inquiry. 1944. Pp. 26. 10c.) 


Leavens, D. H. Far eastern postwar monetary standards. Inquiry no. 6. (New York: 
Monetary Standards Inquiry. 1943. Pp. 24. 10c.) 


McQueen, C. A. Latin America postwar monetary standards. Inquiry no. 4. (New York: 
Monetary Standards Inquiry. 1943. Pp. 23. 10c.) 


Spanr, W. E. Alternatives in postwar international monetary standards. Inquiry no. 7. 
(New York: Monetary Standards Inquiry. 1944. Pp. 23. 10c.) 


Taus, E. R. Central banking functions of the United States Treasury, 1789-1941. (New 
York; Columbia Univ. Press. 1943. Pp. xii, 313. $3.50.) 


Younc, J. P. Inter-war currency lessons. Inquiry no. 9. (New York: Monetary Standards 
Inquiry. 1944. Pp. 21. 10c.) 


Assets and liabilities of operation of insured banks, June 30, 1943. Rept. no. 19. (Wash- 
ington: Federal Deposit Insurance Corp. 1943. Pp. 34.) 


Comptroller of Currency: eizhth annual report, 1942. (Washington: Supt. Docs. 1943. 
Pp. 114. 75c.) 


Reglementation des paiements avec Pétranger: Suisse. Suppl. 1 and 2. F.E.R. 28(1) and 
28(2). (Basle: Banque des Reglements Internat. 1943. Pp. 24; 38. Sw. frs. 1.25; 2.) 


International Trade, Finance and Business Policy 
Brant, I. Road to peace and freedom. (Indianapolis: Bobbs-Merrill. 1943. Pp. 278. $2.) 


1944] TITLES OF NEW BOOKS 201 


BREWSTER, R. O., and others. Are America’s and Britain’s economic aims incompatible? 
Town meeting of the air bull., vol. 9, no. 28. (Columbus: Am. Educ. Press. 1944. Pp. 
24. 10c.) 


Brown, B. H. The tariff reform movement in Great Britain, 1881-1895. (New York: 
Columbia Univ. Press. 1943. Pp. x, 170. $2.50.) 


Darin, D. J. Russia and postwar Europe. Translated from the Russian by F. K. 
LAWRENCE. (New Haven: Yale. 1944. Pp. 240. $2.75.) 


EMENY, B. Mainsprings of world politics. Headline ser., no. 42. (New York: Foreign Pol. 
Assoc, 1944, Pp. 94. 25c.) 


Gui, E. M. British economic interests in the Far East. (New York: Inst. of Pacific 
Relations. 1943. Pp. 279. $3.) 


Kraus, H. P. Inter-American and world book trade; problems of organization. (New York: 
Author, 64 East 55 St. 1944. Pp, 32. 50c.) 


Marrry, A. and Lary, H, B. Foreign trade after the war. Bur. of For, and Dom. Commerce 
econ, ser. no. 28. (Washington: Dept. of Commerce, 1943. Pp. 22, mimeo.) 


Marquez, J. Bloques economicos y excedentes de exportacion. (Mexico: Informaciones 
Econ., Banco de Mexico. 1943. Pp. 87.) 


Riopre, J. H. Britisk and American plans for international currency stabilization. Our econ. 
in war, occasional paper 16. (New York: Nat. Bur. of Econ, Research, 1943. Pp. 42. 
35¢.) 


Saaw, A. International bearings of American policy. (Baltimore: Johns Hopkins Press. 
1943. Pp. 502. $3.50.) 


STETTINIUS, E. R., Jr. Lend-lease, weapon for victory. (New York: Macmillan. 1944. 
Pp. xiv, 358. $3.) 


TURNBULL, L. S. Post-war currency plans: selected bibliography of texts and comment. 
(Princeton: Internat. Fin. Sec., Princeton Univ. 1944, Pp. 6, mimeo.) 


Wappen, H. P., Jr. Britains postwar trade and world economy, Foreign pol. repts., 
vol. 19, no, 19. (New York: Foreign Pol. Assoc. 1943. Pp. 11. 25c.) 


Commercial policies and trade relations of European possessions in the Caribbean area, 
report on recent developments in the trade of the European possessions in the Caribbean 
area, with special reference to trade with the United States, under provisions of title 3, 
pt. 2, sec. 332 of Tariff act of 1930. Tariff Commission rept. 151, 2nd ser. (Washington: 
Supt. Docs. 1943. Pp. 324. 40c.) 


Foreign relations: papers relating to the foreign relations of the United States with Japan, 
1931-1941, Vol. 1. (Washington: Supt. Docs. 1943. Pp. 947. $2.25.) 


: papers relating to the foreign relations of the United States, 1919. Vols. 3 and 4. 
Paris Peace Conference. (Washington: Supt. Docs. 1943. Pp. 1062; 880. $2 each.) 


Lend-lease: twelfth report to Congress on lend-lease operations, reverse lend-lease aid from 
the British Commonwealth of Nations. Foreign Econ. Admin. (Washington: Supt. Docs. 
1943, Pp. 10. 5c.) 


Peace and war, United States foreign policy, 1931-1941. (Washington: Supt. Docs. 1943. 
Pp. 874. $2.) 


Relinqguishment of extraterritorial rights in China and the regulation of related matters, 
treaty and an accompanying exchange of notes between the United States and China, 
signed at Washington, Jan. 11, 1943, proclaimed by the President of the. United States 
May 24, 1943, Treaty ser. 984. (Washington: Supt. Docs. 1943. Pp. 35. 5c.) 


Twenty-five years of United States foreign policy; a symposium. For. pol. repts., vol. 19, 
no. 15. (New York: Foreign Poi. Assoc. 1943. Pp. 29. 25c.) 
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United States in the world economy, the international transactions of the United States 


. Guring-the inter-war period. Bur. of For. and Dom. Commerce, econ. ser. 23. (Wash- 


‘ington: Supt. Doc. 1943. Pp, 216. 35c.) , 
An analysis of the international transactions of the United States from the end of 


World War I to the beginning of World War II. 


Business Finance; Insurance; Investments; Securities Markets 


Hepces, J, E. Practical fire and casualty insurance. (Cincinnati: Nat. Underwriter. 1943. 
Pp. x, 278. $2.50.) 


Scaanpt, C. H. and Youne, R. A. The effect of war on business financing: manufacturing 


` and trade, World War I, Our econ. in war, occasional paper 10. (New York: Nat. Bur. 
of Econ. Research. 1943. Pp. 95. 50c.) 

Superintendent of Insurance, State of New York: 83rd annual report for year ended Dec. 
31, 1943, Vol. ITI-A. Casualty and surety companies. Vol. III-B. Fraternal benefit soci- 
eties. Leg. doc. (1942), no. 86. (Albany: Williams Press. 1943. Pp. 90a, 564, 380b.) 

Insurance: joint hearings [Senate Judiciary Committee], 78th Cong., 1st sess., on S,1362, 
H.R.3269, and H.R.3270, to affirm that regulation of the business of insurance remain 
within the control of the several states and that the acts of July 2, 1890, and Oct. 15, 
1914, as amended, be not applicable to that business. Oct. and Nov., 1943. (Washington: 
Supt. Doc. 1943, Pp. 257. 30c.) 


a Public Control of Business; Public Administration; 


National Defense and War 


- Barnett,-O. R. Patent property and the anti-monopoly laws. (Indianapolis: Bobbs-Merrill. 


' 1943, Pp. 662. $10.) 
Biocu, H. S. and Hosetirz, B. F. Economics of military occupation: selected problems. 
- (Chicago: Foundation Press, 1944. Pp, xii, 141. $1.25.) 


‘BuRNHAM, J. Total war-—the economic theory of a war economy.. (Boston: Meador. 


1943, Pp. 339. $2.) 


’ Frreprica, C. J. and Epcerton, R. C. War; the causes, effects, and control of inter- 


national violence, Prob. in Am. life, no. 11. (Washington: Nat. Counc. for the Soc. Stud. 
1943. Pp, 83. 30c.) 

HAMBURGER, L. How Nazi Germecny has controlled business. (Washington: Brookings 
Inst. 1943. Pp. 101. $1.) 

` HOLCOMBE, A. N. and Downes, J. E. Politics in action—the problems of representative 
government. Prob, in Am. life, no. 18. (Washington: Nat. Educ. Assoc. 1943. Pp. 56. 30c.) 

Howarp, L, V. and Bone, H. A. Current American government; wartime developments. 
(New York: Appleton-Century. 1943. Pp. 364. $2.75.) 


l Jounson, W., and others. Should subsidies be used to hold food prices? Transcript no. 296. 


(Chicago: Univ. of Chicago Round Table, 1943. Pp. 24. 10c.) 

Krout, J. A., editor. The problems of total war and roads to victory. (New York: 
Acad, of Pol. Sci., Columbia Univ. 1943, Pp. 147. $2.50.) 

Nicrorts, W. H. and Viec, J. A. Wartime government in operation, (Philadelphia: 
Blakiston. 1943. Pp. xiii, 109. $1.50.) l 

OXENFELDT, A. R. New firms and free enterprise; pre-war and post-war aspects. (Washing- 
ton: Am. Counc, on Public Affairs. 1943. Pp. 196. $3.25; pap. $2.75.) 

SHELDON, A, E. Nebraska civil government. Rev. ed. (Lincoln: Univ. Pub, 1943. Pp. 399. 
$1.44.) 

Weare, L. D., and others. M aking our government efficient: public administration in the 
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United States. Prob. in Am, life, no, 12. (Washington: Nat. Counc. for the Soc. Stud. 
Pp. 60. 30c.) 


Wise, H. L. Problems of price control, (Melbourne: Whitcombe and Tombs. 1943. Pp. 49. 
2s. 6d.) 


Woraver, E. S., editor. Current problems of business and government. Bus. paper no. 14. 
(Ann Arbor: Univ. of Mich. Press. 1943. Pp. 76. $1.00.) 


Bituminous Coal act of 1937: hearings [House Ways and Means Committee], 78th Cong., 
Ist sess, on H. R. 356, H. R. 1454, and H. R. 2296, to amend the Bituminous Coal act, 
as amended, Rev. June-July, 1943. (Washington: Supt. Docs. 1943. Pp. 974. $1.25.) 


Code of federal regulations: cumulative supplement containing codification of documents 
of general applicability and legal effect, June 2, 1938, to June 1, 1943, including Presi- 
deniial proclamations, Executive orders, and other Presidential documents. Bk. 1, Tit. 
1-3. (Washington: Supt. Docs. 1943. Pp. 1432. $3.) 


Commodity Credit Corporation: hearings [House Banking and Currency Committee], 
78tk Cong., Ist sess, on H. R.-3477 (superseding H. R. 3458), to continue the Com- | 
modity Credit Corporation, to revise the basis of annual appraisal of its assets, and for 
other purposes. Sept. and Oct., 1943. (Washington: Supt. Docs, 1943. Pp. 655. $1.) 


: hearings [Senate Banking and Currency Committee], 78th Cong., Ist sess, on 
S. 1458 and H. R. 3477, to continue the Commodity Credit Corporation, to revise the 
basis of annual appraisal of its assets, and for other purposes. Nov. and Dec., 1943. 
(Weshington: Supt. Doc. 1943. Pp. 490. 60c.) 


Federal Trade Commission: decisions, findings, orders, and stipulations. July 1-Dec., 1942. 
Vol. 35. (Washington: Supt. Docs. 1943. Pp. 1031. $1.75.) 


Handbook of federal World War agencies and their records, 1917-1921. (Washington: Supt. 
Docs. 1943. Pp. 666, $1.25.) 


Intergovernmental commodity control agreements. (Montreal: Internat. Labour Office. 
1943, Pp. lviii, 221. $2.) 


National defense appropriation: hearings [Senate Appropriations Committee], 78th Cong., 
1st sess., on H. R. 3958, making appropriations to supply deficiencies for fiscal year ending 
June 30, 1944, and for prior fiscal years, to provide supplemental appropriations for the — 
fiscal year ending June 30, 1944, and for other purposes, (Washington: Supt. Docs, 1943. 
Pp, 764. $1.) 


National defense program: hearings [Senate Spec. Committee Investigating Nat. Defense 
Program], 78th Cong., 1st sess., on S. Res. 6 (78th Cong.) authorizing and directing an 
investigation of the national defense program. Pt. 18. Carnegie-Illinois Steel Corp., labor. 
Mar, and Apr., 1943. Pt. 19. Army food studies, conflicting war production programs, 
mica. Apr., May, and June 1943. Pt. 20. Site for northwest metallurgical laboratory, 
machine tools and dies industry. Sunflower Ordnance Plant, industrial sugar rationing, 
Basic Magnesium, Inc., Curtiss-Wright Corp. Apr., May and June 1943. (Washington: 
Supt. Docs. Pp. 7145-7603; 7605; 7992; 7993-8514. 60c; 45c; 65c.) 


Office of Price Administration; fifth quarterly report, covering the period ended Apr. 30, 
1943, (Washington: Supt. Docs. 1943. Pp. 65. 10c.) 

Patents: decisions of Commissioner of Patents and of United States courts in patent and 
trade-mark and copyright cases, 1942. (Washington: Supt. Docs. 1943. Pp. 866. $1.50.) 

: hearings [House Patents Committee], 78th Cong., 1st sess, on H. R. 2994, to 

extend reissued letters patent No. 19,023. (Washington: Supt. Docs. 1943. Pp. 31. 10c.) 


Progress of war effort: hearings [House Naval Affairs Committee], 78th Cong., 1st sess., 
on H.R. 30, authorizing and directing an investigation of the war effort (renegotiation of 
war contracts), Vol. 2. June 1943. (Washington: Supt. Docs. 1943. Pp. 403-1311. $1.25.) 


War contracts: hearings [Senate Military Affairs Committee], 78th Cong., 1st sess, on 
S. 1268, to facilitate the termination of war contracts; S. 1280, to provide further au- 
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thority to the Secretary of War to use funds for adjustment of contracis; and S. J. Res. 
80, to prohibit use of cost-plus-a-fixed-fee system in connection with war contracts, 
Pts. 1-5. Oct. and Nov. 1943. (Washington: Supt. Docs. 1943. Pp. 1-85; 87-136; 137-201; 
203-288; 289-390. 15c; 10c; 10c; 15c; 20c.) 

War mobilization: hearings [Senate Military Affairs Committee], 78th Cong., Ist sess., 
on S. Res. 107, authorizing a study of the possibilities of better mobilizing the national 
resources of the United States and S. 607, to establish an Office of War Mobilization, 
and for other purposes. Pt. 1. May 1943. (Washington: Supt. Docs. 1943, Pp. 1-499. 60c.) 


Industrial Organization; Price and Production Policies; 


Business Methods 


Lyon, L. S. Industry plans for the future. Postwar goals and econ. reconstruction, ser. 2, 
no. 2. (New York: Inst. on Postwar Reconstruction, New York Univ. Pp. 21. 30c.) 


RAuTENSTRAUCH, W. Principles of modern industrial organization. (New York: Pitman. 
1943. Pp. viii, 312. $3.75.) 


SarcentT, N. Postwar conditions and trends; analysis. (New York: Nat. Assoc. of Manu- 
facturers. 1943. Pp. 37.) 


KELLIHER, F., editor. American bankruptcy reports. New ser., vol. 53. (Albany: M. 
Bender. 1943. Pp. 944. $6.) 


Small business: hearings [Senate Spec. Committee to Study and Survey Prob. of Small 
Bus. Enterprises], 78th Cong., 1st sess., on S. Res. 66 (78th Cong.), to appoint a special 
committee to study and survey problems of American small business enterprises, Pt. 21. 
Maritime procurement, 1. Pt. 22. Practices of O.P.A. Pt. 23. Quota for Florida livestock 
industry. Pt. 24. Pouliry market situation, Pt. 25. Maritime procurement, 2. Pts. 26-28. 
Critical, strategic and essential materials, 3-5. (Washington: Supt. Docs, 1943. Pp. 2865- 
2989; 2991-3022; 3079-3128; 3129-3217; 3219-3287; 3289-3463; 3465-3603; 3605-3828, 
15c; 15c; 10c; 15c; 10c; 30c; 25c; 30c.) 

: 390 bills, a digest of proposals considered in Congress in behalf of small business, 

1933-1942. Bur. For. and Dom. Commerce econ. ser. no. 27. (Washington: Supt. Docs. 

1943. Pp. 117. 20c.) 


Smaller War Plants Corporation: report on activities of the Smaller War Plants Cor- 
poration, letter from Chairman of War Production Board, transmitting the seventh 
report of his operations under act to mobilize productive facilities of smaller business. 
S. Doc. no. 98, 78th Cong., Ist sess. (Washington: Supt. Docs, 1943. Pp. 59. 10c.) 





Marketing; Domestic Trade 


Converse, P. D. A study of retail trade areas in East Central Illinois. Bus. stud. no. 2. 
(Urbana: Univ. of Illinois, Coll. of Commerce and Bus. Admin. 1943. Pp. 68.) 


Sevin, C. H. and Crowver, W. F. Wartime dealer-aid for programs; manufacturers’ 
programs to maintain retail outlets. Bur. of For. and Dom. Commerce econ. ser. no. 32. 
(Washington: Supt. Docs. 1944. Pp. 79.) 


Mining; Manufacturing; Construction 


PARKER, C. M. Steel in action. Sci. for war and peace ser. (Lancaster, Pa.: Jaques Cattell 
Press. 1943. Pp. 227. $2.50.) 

Bituminous coal and lignite, 1942. (Washington: Supt. Docs. 1943. Pp. 79. 15c.) 

Fuel: hearings (Senate Spec. Committee to Investigate Fuel Situation in Middle West], 
78th Cong., 1st sess, on S. Res. 61 (78th Cong.), extending S. Res. 319, 77th Cong., 
authorizing an investigation concerning production, transportation, and use of fuels in 
certain areas west of the Mississippi River. Pt. 6. Aug, and Sept. 1943, (Washington: 
Supt. Docs. 1943. Pp. 985-1300. 35c.) 
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Progress of war effort: hearings [House Naval Affairs Committee], 78th Cong., 1st Sess., 
on H. Res, 30, authorizing and directing an investigation of the war effort. [Petroleum 
investigation.] Vol. 3. Mar., Apr., June, Sept. and Oct. 1943. (Washington: Supt. Docs. 
1943. Pp. 1313-2175. $1.50.) 


Strategic minerals: hearings [Senate Mines and Mining Committee], 78th Cong., 1st sess., 
on S. 1160, to stimulate production of strategic and critical minerals and to assure an 
adequate supply by continuance of cll stockpiles surviving the present war and by 
neczssary augmentation. Pts. 1-2. (Washington: Supt. Docs. 1943. Pp. 77-96. 10c.) 


Transportation; Communication; Public Utilities 


Benton, W., and others. Post-war air policy. Transcript no. 295. (Chicago: Univ. of 
Chicago Round Table. 1943. Pp. 24. 10c.) 


Forp, R. S. and Bacon, M. A. Michigan highway finance. Govt. stud. no. 12, (Ann Arbor: 
Univ. of Michigan Press. 1943. Pp. viti, 191. 75c.) 


Huttcren, T. Railroad travel and the state of business. Occasional paper 13. (New York: 
Nat. Bur. Econ. Research. 1943. Pp. 35. 35c.) 


Leviy, D. R. Public control of highway access and roadside development. (Washington: 
Supt. Docs. 1943. Pp, 103. 15c.) 


. Public lands acquisition for highway purposes. (Washington: Supt. Docs. 1943. 
Pp. 32. 10c.) 


Witson, G. L. Transportation: war and postwar. Annals, Vol. 230. (Philadelphia: Am. 
Acad. Pol. Sci. 1943. Pp. 258. $2.) 


Board of Investigation and research: report on rate-making and rate-publishing pro- 
cedures of railroad, motor and water carriers. (Washington: Board of Investigation and 
Research. 1943. Pp. 157, mimeo.) A 


Civil air regulations. Pt. 4. Airplane cirworthiness. As amended to Nov. 1, 1943. (Wash- 
ington: Supt. Docs. 1943. Pp. 54. 15c.) 


Federal Communications Commission: Vol. 8. Decisions and reports, Mar. 1, 1940-Aug. 1, 
1943. (Washington: Supt. Docs. 1943. Pp. 639. $1.50.) 


: Rules and regulations (tit. 47—1telecommunication, chap. 1). Pt. 8. Ship service; 
effective Oct. 1, 1939 (rev. to May 31, 1943). Pt. 15. Radio stations in the War 
Emergency Radio Service, effective June 12, 1942 (rev. to May 26, 1943). Pt. 42. 
Preservation of records; effective Sept. 6, 1938 (rev. žo May 27, 1943). (Washington: 
Supt. Docs. 1943. Pp. 77; 32; 27. 15c; 10c; 10c.) 


Interstate Commerce act of 1943 (regulation of rate bureaus}: hearings [Senate Interstate 
Commerce Committee], 78th Cong., 1st sess, on S. 942, to provide for agreements 
between common carriers, by railroad, by pipeline, by motor vehicle, by water, and 
between freight forwarders, for the making and fiting of rates, fares, charges, or 
classifications for transportation of passengers and property, and for other purposes. 
Pt, 2. June 1943, Pt. 3. Appendix, (Washington: Supt. Docs. 1943. oP 431- 1110; 
1111-1199. $1; 15c.) 


Interstate Commerce Commission: comparative statement of railway operating statistics, 
individual class I steam railways in the United States, years 1942 and 1941. (Washing- 
ton: Supt. Docs. 1943, Pp. 63. 60c.) 


: decisions, Vol. 38. Motor carrier cases (finance reports), Dec. 1941-Feb. 1943. 
Vol. 41. Motor Carrier cases, Aug. 1942-Mar. 1943. (Washington: Supt. Docs. 1942; 1943 
Pp. 871; 1052. $1.75; $2.28.) 


: 57th annual report. (Washington: Supt. Docs. 1943. Pp. iti, 188. Cloth, 75c.) 


: freight commodity statistics, class I steam railways in the United States, year 
ended Dec. 31, 1942. Statement no, 43100, (Washington: Supt. Docs, 1943. Pp, 150. $1.) 
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: preliminary abstract of railway statistics (steam railways, Railway Express 
Agency, Inc., and the Pullman Company) for year ended Dec. 31, 1942. (Washington: 
Supt. Docs. 1943. Pp. 60. 50c.) 


: rules and regulations governing transfers of rights to operate as a motor carrier 
in interstate or foreign commerce, effective Dec. 1, 1943. (Washington: Supt. Does. 
1943. Pp. 4. 5c.) 


Rail freight service costs in various rate territories of United States, letter from Chairman, 
Interstate Commerce Commission transmitting in response to S. Res. 119, certain 
information on rail freight service costs. 78th Cong., ist sess., S. doc. 63. (Washington: 
Supt. Docs. 1943. Pp. 103. $1.) 


Reilroad Retirement Board: annual report for the fiscal year ended June 30, 1942. 
(Washington: Supt. Docs. 1943. Pp. 199. 40c.) 


Railroads: hearings [Senate Interstate Commerce Committee], 78th Cong., Ist sess., on 
S. J. Res. 91, to aid in effectuating purposes of Railway Labor act. Nov. 1943. (Wash- 
ington: Supt. Docs. 1943. Pp. 139. 15c.) 

Regulation of public utilities during the war. (New York: Public ‘Service Commission. 
1943, Pp. 339. 75c.) 

Report on interterritorial freight rates, letter from Board of Investigation and Research, 
transmitting report, 78th Cong., 1st sess., H. doc. 303. (Washington: Supt. Docs, 1943. 
Pp. 384. 75c.) 








Agriculture; Forestry; Fisheries 


Davis, J. S. Food as an implement of war—the responsibilities of farmers. War-peace 
pamph. no. 3. (Stanford University, Calif.: Food Research Inst. 1943. Pp. 20. 10c.) 


FarnswortH, H. C. Wheat in the fourth war year: major developments, 1942-43, Wheat 
stud. Vol. XX, no, 2. (Stanford University, Calif.: Food Research Inst. 1943. Pp. 96. $1.) 


Hewpricxson, R. F. Food “crisis.” (Garden City: Doubleday. Pp. 285. $2.50.) 
Hupetson, R. R. Farm management. (New York: Macmillan. 1943. Pp. 406. $2.50.) 


Jamieson, G. S. Vegetable fats and oils. 2nd ed. (New York: Reinhold. 1943. Pp. 530. 
$6.75.) 


Li, Yu-1, and others. Three types of rural economy in Yunnan. (New York: Inst. of 
Pacific Relations. 1943. Pp. 35. 25c.) 


Puriiirs, H. A., and others. Agriculture and farm life. Rev. ed. (New York: Macmillan. 
1943. Pp. 529. $1.64.) 
PRENTICE, E. P. Food, war and the future. (New York: Harper. 1944. Pp. xii, 164. $2.50.) 


Winters, R. K., and others. Louisiana forest resources and industries. Dept. of Agric. 
misc, pub. no. 519, (Washington: Supt. Docs. 1943. Pp. 48. 25c.) 


Agricultural production in continental Europe during the 1914-1918 war and the recon- 
struction period. League of Nations pub. II.A.7. (Geneva: League of Nations. New 
York: Columbia Univ. Press. 1943, Pp. 122. $2.25; paper, $1.75.) 


Chief of Forest Service: annual report, 1943. (Washington: Supt. Docs. 1943. Pp. 32. 10c.) 


Farm labor program: hearings [House Appropriations Committee], 78th Cong., 1st sess., 
on the appropriation for the farm labor program, calendar year 1944, (Washington: 
Supt. Docs, 1943. Pp. 306. 30c.) 


Food supply: hearings [Senate Agriculture and Forestry Committee], 78th Cong., Ist sess., 
on food supply, subsidies and farm prices. Pt. 4. Sept., Oct., Nov., 1943, (Washington: 
Supt. Docs. 1943. Pp. 1181-1607. 45c.) 


The food we live by. Rev. ed, (Washington: Supt. Docs. 1943. Pp. 14, 5c.) 


1944] TITLES OF NEW BOOKS 207 


Index to publications of the U. S. Department of Agriculture, 1936-1940. (Washington: 
Supt. Docs. 1943. Pp. 763. $1.50.) 


Memoria correspondiente el ano 1942. (Buenos Aires: Junta Reguladores de Vinos, 
Ministerio de Agric. de la Nacion. 1943. Pp. 92.) 


Negro farmers in wartime food production. Farmer and the war, no. 6. (Washington: 
Supt. Docs. 1943. P. 13. Sc.) 


Public lands; hearings [Senate Public Lands and Surveys Committee], 78th Cong., 1st 
sess, on S. Res. 241 (76th Cong., extended by S. Res. 39, 78th Cong.), authorizing a 
complete investigation with respect to administration and use of public lands. Pt. 7. 
Rev. Washington, D.C., June 1943. (Washington: Supt. Docs. 1943. Pp. 2405-2475. 10c.) 


Economic Geography; Regional Planning; Urban Land; Housing 


BARNETT, P. An analysis of state industrial development programs in the thirteen Southern 
states. Stud. no. 13, Bur. of Research, School of Bus. Admin. (Knoxville: Div. of Univ. 
Extension, Univ. of Tennessee. 1944. Pp. 60.) 


Escrirr, L. B. Regional planning. (New York: Norton. 1944. Pp. 263. $5.) 
An outline of the scientific data relating to Great Britain. 


STOKES, K. C. Regional shifts in population, production, and markets. Bur. For. and Dom. 
Commerce econ. ser. no. 30, (Washington: Supt. Docs. 1943. Pp. 66, mimeo.) 


Straus, N. The seven myths of housing. (New York: Knopf. Pp. 338. $2.75.) 


Van Creer, E. Global geography for high schools, with special emphasis on economic and 
commercial aspects. (Boston: Allyn and Bacon. 1943. Pp. 410. $1.92.) 


Wortton, J. T. Conservation, a regional approach. Vol. 1. The Pacific Southwest. (New 
York: Oxford. 1943. Pp. 64. 48c.) 


Area analysis, a method of public works planning. Rev. 1943. Nat. Resources Planning 
Bd. tech. pap. 6. (Washington: Supt. Docs. 1943. Pp. 40. 15c.) 


Columbia River: hearings [House Irrigation and Reclamation Committee], 78tk Cong., 
Ist sess, on H. Res. 262, authorizing an investigation of the plans for the improvement 
of the Columbia River and its tributaries for the utilization of its waters and the cost 
and effect of proposed water storage. Pt. 1. Kalispell, Mont., Aug. 1943. (Washington: 
Supt. Docs. Pp. 1-460. $1.25.) 


Industrial location and national resources, 1942. (Washington: Supt. Docs. 1943. Pp. 360. 
$1.50.) 


National Housing act: hearing [Senate Banking and Currency Committee], 78th Cong. 
Ist sess, on H. R. 3291, to amend the National Housing act, as amended, Sept. 1943. 
(Washington: Supt. Docs. 1943. Pp. 15. 5c.) 

Puget Sound region; war and post-war development, May 1943. (Washington: Supt. 
Docs. 1943. Pp. 160. 40c.) 


Regional planning: Pt. 11. The Southeast [report of Southeastern Regional Planning 
Commission to National Resources Planning Board on program of regional development 
for the Southeast], 1942. Pt. 12. Arkansas Valley. (Washington: Supt. Docs. 1943. 
Pp. 250; 109. 55c; 50c.) 


Labor and Industrial Relations 


COLEMAN, McA. Men and coal. Foreword by JOEN CHAMBERLAIN. (New York: Farrar 
and Rinehart. 1943. Pp. 369. $3.) 


Duxror, J. T. Wage determination under trade unions. (New York: Macmillan. 1944. 
Pp. ix, 231. $3.50.) 


208 THE AMERICAN ECONOMIC REVIEW [MARCH 


FOENANDER, O. DE R. Wartime labour developments in Australia, with suggestions for 
reform in the post-war regulation of industrial relations. (Melbourne: Melbourne Univ. 
Press. 1943. Pp, xxix, 177. 17s. 6d.) 


Gray, R. D. Systematic wage administration in the southern California aircraft industry. 
Indus. rel. monog. no. 7. (New York: Indus. Rel. Counselors. 1943. Pp, viti, 90. $1.25.) 


Huvson, R. Communists and the trade unions. (New York: Workers Liberal Pub. 1943. 
Pp. 23. 3c.) 


Kennepy, E. V. Absenteeism in commercial shipyards. Bur. of Lab. Stat. bull. no. 734. 
(Washington: Supt. Docs. 1943. Pp. 16. 5c.) 


PALMER, G. L. and Camprra, S. T. The manpower outlook in Philadelphia in 1943. 
Research rept. no, 7. (Philadelphia: Indus. Research Dept., Univ. of Pennsylvania. 
1943. Pp. 22. 50c.) 


Reve, E. and Smisexin, B. What labor wants after the war. Postwar goals and recon- 
struction, ser. 2, no. 3. (New York: Inst. on Postwar Reconstruction, New York Univ. 
Pp. 26. 30c.) 


ScHLOTTERBECK, K., T. Postwar re-employment—the magnitude of the problem. Pamph. 
no. 54. (Washington: Brookings Inst. 1943. Pp. 27. 25c.) 


Sera, K. and T'EN, J. Labor and labor relations in the new industries of southwest 
China. (New York: Inst. of Pacific Relations. 1943. Pp. 45. 50c.) 


Stewart, B. M. and Couper, W. J. Maintenance of union membership—a study of official 
cases and company experience. Indus. rel. monog. no. 8 (New York: Indus. Rel. 
Counselors. 1943. Pp. viii, 83. $1.25.) 


STEWART, M. S. When I get out will I find a job? Pamph. no. 86. (New York: Pub. 
Affairs Committee, 1943. Pp. 31. 10c.) 


The American story of industrial and labor relations. Prepared by the Joint Legislative 
Committee on Industrial and Labor Conditions. (Albany: Williams Press. 1943. Pp. xx, 
315. $1.50; school ed., $1.) 


Laws (compilation) relating to mediation, conciliation, and arbitration, between em- 
ployers and employees, laws disputes between carriers and employers and subordinate 
oficials, under Labor Board, eight-hour laws, employers’ liability laws, labor and child 
labor laws. (Washington: Supt. Docs. 1943. Pp. 534. 65c.) 


Labor shortages: hearings [Senate Military Affairs Committee], 78th Cong., 1st sess., on 
S. Res. 88 and 113, providing for investigation of labor shortages in the Pacific Coast 
and Rocky Mountain States, Sept. 1943. (Washington: Supt. Docs. 1943. Pp. 132. 20c.) 


Legislative series, Oct.-Dec., 1943. (Montreal: Internat. Labour Office. 1943. Various pp. 
$5 yearly.) 
Man-power mobilisation for peace. (Montreal: Internat. Labour Office. 1943. Pp. 78. 25c.) 


Maximum. utilization of employed manpower; a check-list ef company practice. (Prince- 
ton: Indus. Rel. Sec., Princeton Univ. 1943. Pp. 46. $1.) 


National Labor Relations Board: decisions and orders. Vol. 46. Dec. 16, 1942-Jan. 23, 1943. 
Vol. 48. Mar. 11-Apr. 21, 1943. Vol. 49. Apr. 22-May 31, 1943. (Washingon: Supt. 
Docs. 1943. Pp. 1419; 1486; 1439. $2 each.) 


: rules and regulations, ser. 3, and National Labor Relations act (49 Stat. 449), 
effective Nov, 26, 1943. (Washington: Supt. Docs. 1943. Pp. 43. 10c.) 


: statutes and Congressional reports pertaining to National Labor Relations Board. 
(Washington: Supt. Docs. 1943, Pp. 106. 20c.) 








1944] TITLES OF NEW BOOKS 209 


National Mediation Board: report to the President by the Emergency Board, appointed 
May 31, 1943, pursuant to the Railway Labor act and Executive orders 9172 and 9299, 
to investigate unadjusted disputes between certain carriers and certain of their employees 
represented by the five transportation brotherhoods, concerning requests for increases 
in rates of pay, Sept, 25, 1943. (Washington: Supt. Docs. 1943. Pp. 98. 15c.) 


Resume of the proceedings of the Tenth National Conference on Labor Legislation, 
Kansas City, Mo., Dec. 8-9, 1943. Bull. no. 65, Div. of Lab. Stand. (Washington: 
U. S. Dept. of Labor. [1944.] Pp. 22, mimeo.) 


Wage payment and wage collection laws. Bull. no. 58, Div. of Lab. Stand. (Washington: 
Supt. Docs. 1943. Pp. 18. 10c.) 


Wartime labor conditions in India. Bur. Lab. Stat. bull. 755. (Washington: Supt. Docs. 
Pp. 28. 10c.) 


Wartime work of the Department of Labour [Canada]. (Ottawa: Cloutier. 1943. Pp. 31. 
Issued as a supplement to The Labour Gazette, Nov., 1943. 


Social Insurance; Relief; Pensions; Public Welfare 


ARNOLD, S. Effectiveness of unemployment benefits in maintaining purchasing power. 
Research monog. no. 34. (Columbus: Bur. of Bus. Research, Ohio State Univ. 1943. 
Pp. xv, 71.) 


BANE, S. L. end Lutz, R. H., editors. Organization of American relief in Europe, 1918-1919. 
Hoover hb. on war, revolution and peace pub. no. 20. (Stanford University, California: 
Stanford Univ. Press. 1943. Pp. 766. $6.) 


Davison, R., C. Insurance for all and everything; a plain account and a discussion of the 
Beveridge Plan. (New York: Longmans Green. 1943. Pp. 48. 40c.) 


Dean, V. M. UNRRA-—~a step toward reconstruction. For. pol. repts., vol. 19, no. 20. 
(New York: Foreign Policy Assoc. 1944. Pp. 11. 25c.) 


Foster, H. W. and Bacon, E. C. Wealth for welfare. (New York: Macmillan. 1943. 
Pp. 174. $4.25.) 


FULLER, G. H., compiler. Foreign relief and rehabilitation; a selected list of references. 
(Washington: Library of Congress. 1943. Pp. 32.) 


GARDNER, E. B. and WEBER, C. J. Pension, bonus and profit-sharing plans. (New York: 
Chase Nat. Bank. 1943. Pp. 92.) 


Lamer, H. W., editor. The third freedom: freedom from want. (New York: League for 
Indus, Democracy. 1943. Pp. 96. 50c.) 


PAPIER, R. L. Unemployment compensation experience of beneficiaries in Columbus, Ohio: 
1939-1940. Employment stud. Research monog. no. 33. (Columbus: Bur. of Bus. 
Research, Ohio State Univ. 1943. Pp. xiii, 82. $1.50.) 


Perr, O. The right to security; a survey of new plans. (New York: Am. Labor Educ. 
Service. 1943. 10c.) 


Sxrton, R. H., editor. Our servicemen and economics security. Annals, vol. 227. (Phila- 
delphia: Am. Acad. of Pol. Sci. 1943. Pp. 220. $2.50; paper, $2.) 


WILSON, R. Relief and reconstruction; notes on principles involved in Quaker relief service. 
Pamph. no. 22. (Wallingford, Pa.: Pendle Hill. 1943. Pp. 62. 25c.) 


Employment security in Ohio, 1942. (Columbus: Bur. of Unemployment Compensation. 
1943. Pp. 84.) 


The health of children in occupied Europe. (Montreal: Internat. Labour Office. 1943. 
Pp. 37. 25c.) 


210 THE AMERICAN ECONOMIC REVIEW [MARCH 


Oid-age insurance: hearings [Senate Finance Committee], 78th Cong., 1st sess., on freezing 
the contribution rates of the federal old-age and survivors insurance. Rev., Oct. 1943. 
(Washington: Supt. Docs. 1943. Pp. 55. 10c.) 


Principal features of workmen’s compensation laws, as of Sept. 1943. Div. of Lab. Stand. 
bull. 62. (Washington: Supt. Docs. 1943. Pp. 20. 10c.) 


Social Security Board: hearings [House Expenditures in Executive Departments Com- 
mittee], 78th Cong., 1st sess., on Social Security Board report by Arthur J, Alimeyer, 
Chairman, Dec. 1, 1943. (Washington: Supt. Docs. 1943. Pp. 35. 10c.) 


Social security yearbook for the calendar year 1942. (Washington: Supt. Docs. 1943, 
Pp. 216. 50c.) 


Unemployment insurance: hearings [House Merchant Marine and Fisheries Committee], 
78th Cong., Ist sess, on Committee Prints Nos. 1 and 3, to establish a system of 
unemployment insurance in the maritime industry, June 1943, (Washington: Supt. Docs, 
1943, Pp. 391. 40c.) 


Consumption; Income Distribution; Codperation 


Bocarpus, E. S. Dictionary of coöperation (including supplementary materials). (Los 
Angeles: Author, 3551 University Ave. 1943. Pp. 60. 75c.) 


HALBERT, L. A., and. others. The task of the codperatives in post-war relief and recon- 
struction, (Washington: Dist. of Columbia Codperative League. 1943. Pp. 16. 15c.) 


Kwaprp, J. G. Handbook on major regional farm supply purchasing codperatives, 1941 
and 1942, Misc. rept. no. 67. (Washington: Farm Credit Admin., Dept. of Agric. 1943, 
Pp. 61, mimeo.) 


Marrack, J. R. Food and planning. (London: Gollancz. 1943. Pp. 285.) 


Activities of consumers’ codperatives in 1942. Bur. of Lab. Stat. bull. 757. (Washington: 
Supt. Docs. 1943. Pp. 10. 5c.) 


Codperative organisations and post-war relief. Stud. and repts. ser. H, no, 4. (Montreal: 
Internat. Labour Office. 1943. Pp. 173. $1.) 


Directory of consumers’ coéperatives in the United States as of Jan, 1, 1943. Bur. of Lab. 
Stat. bull. 750. (Washington: Supt. Docs. 1943. Pp. 93. 15c.) 


Population; Migration; Vital Statistics 


Lanois, P. H. Population problems—a cultural interpretation. (New York: Am. Book. 
1943, Pp. xii, 500. $3.75.) 


LORIMER, F., and others. Population: problems and trends of our changing population. 
Prob. in Am. life, no. 13. (Washington: Nat. Counc. for the Soc. Stud. 1943. Pp. 64. 30c.) 


Petry, J. J. The growth and distribution of population in South Carolina, Bull. no. 11, 
prepared for South Carolina State Planning Board. (Columbia: State Counc. for De- 
fense, Indus. Development Committee. 1943. Pp. 233.) 


Estimates of future population of the United States, 1940-2000, Nat. Resources Planning 
Bd. (Washington: Supt. Docs. 1943. Pp. 137. 35c.) 


Measures relating to vital records and vital statistics, message from President of United 
States, transmitting report of the Bureau of the Budget. 78th Cong., ist sess., H. doc. 
242. (Washington: Supt. Docs. 1943. Pp. 264. 35c.) 
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The Bureau of Business Research of the University of Washington announces the 
initiation of a new project, a study of economic and financial relations with Russia, 
to be made by Dr. Robert Mossé, who comes to the University from the University of 
Grenoble through the coöperation of the Rockefeller Foundation. The chairman of the 
advisory committee for the project is Professor Nathanael H. Engle. 

Paul Barnett, professor of statistics and associate director of the Bureau of Research at 
the School of Business Administration of the University of Tennessee, died on January 9, 
1944. 


Appointments and Resignations 
Lloyd C. Alkema, instructor in business administration at the Emory University Busi- 
ness School, has resigned and will enter business in Ogden, Utah. 


Claude D. Baldwin, after completing the training course at the Navy Supply Corps 
School at Harvard Business School and having been commissioned an Ensign in the Naval 
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Reserve Supply Corps, is disbursing officer at a naval depot. 

H. J. Bittermann, associate professor of economics at the Ohio State University, has 
been granted a leave of absence for the current academic year to serve as a senior 
economist at the Treasury Department, Washington. 


C. L. Blomberg has been appointed instructor in accounting at Louisiana State University. 


Henry T. Buechel has resigned as director of disputes for the Twelfth Regional War 
Labor Board and is teaching economics at the University of Washington. 


Hartley W. Cross, professor of economics at Springfield College, has been appointed 
visiting professor of economics at Connecticut College, where he will teach economic 
theory, corporation finance, and money and banking. 


Roland B. Eutsler, professor of economics and insurance in the College of Business 
Administration of the University of Florida, has been appointed consultant to the State 
Planning Board in carrying out studies of the organization and administration of state 
government of Florida. 


Paul J. FitzPatrick, who is acting dean of the Graduate School of Social Science, has 
been appointed head of the department of economics at Catholic University. 


Edward Garrison has returned to his position in the department of marketing at the 
University of Tennessee following a year’s leave of absence. 


Eldon Griffin has been appointed special research professor in economics and business 
at the University of Washington. 


Right Rev, Monsignor Francis J, Haas has resigned as chairman of the Fair Employ- 
ment Practice Committee to become Bishop of Grand Rapids, Michigan. 


Paul Haensel, professor emeritus at Northwestern University, has accepted an appoint- 
ment as professor of economics at Mary Washington College. 


R. B. Henderson has been appointed an instructor in business administration at 
Louisiana State University. 


J. Richard Huber, on leave of absence from the University of Washington, has given 
up his research work in Washington, to take a post as special assistant to the American 
Minister in Stockholm. 


Duncan C. Hyde, of the University of Virginia, has been elected president of the 
Southern Economic Association. 


B. M. Joffe has been named director of Budget and Planning, National War Labor 
Board, Washington. 


Donald D. Kennedy, on leave from the University of Newark, has become assistant 
general manager of the Farrell-Cheek Steel Co., Sandusky. 

Marshall D. Ketchum, associate professor in the College of Commerce, University of 
Kentucky, will be professional lecturer in finance at the University of Chicago during 
the summer session, 

Paul A. Kohler, instructor in accounting at Louisiana State University, has resigned 
and been commissioned a Lieutenant (j.g.) in the Navy. 

C. E. Landon, assistant professor of economics at Duke University, is on leave of 
absence while working with the Board of Investigation and Research in Washington. 

Philipp Lohman, on leave of absence as associate professor of economics at Miami 
University, is a contributing editor of Time and is doing some part-time teaching in eco- 
nomics at the School of Commerce, Accounts, and Finance of New York University. 

Arthur N. Lorig of the University of Washington spent the winter quarter working on 
an accounting manual for small cities of the State of Washington. 

Fritz Karl Mann, professor of economics at the American University, has been appointed 
staff member of the Army Industrial College, War Department. 

J. Marschak has been made professor of economics and research director of the Cowles 
Commission at the University of Chicago. 

Walter J. Matherly, Dean of the College of Business Administration of the University 
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of Florida, has been elected chairman of the Board of Directors of the Jacksonville 
branch of the Federal Reserve Bank of Atlanta for the year 1944. 

Mrs. Emma McCraray has been appointed an instructor in secretarial science at Louisi- 
ana State University. 

O. J. McDiarmid, formerly of the College of William and Mary and now a Captain in 
the Army, has joined the faculty of the newly reinstituted Army Industrial College. 

Miss Mary McKinnon has resigned as instructor in secretarial science at Louisiana State 
University to accept a position at Southwestern Louisiana Institute. 

Raymond F. Mikesell, on leave of absence from the University of Washington, is 
representing the Treasury Department in the Middle East. 

Robert Mossé has been granted a leave of absence from his position at the University 
of Washington to teach in the Military Government School at the University of Illinois. 

Philip Neff has accepted a position with the John Randolph and Dora Haynes Founda- 
tion in Los Angeles. ; 

James Partner has been appointed part-time associate in economics and business at 
the University of Washington, where he will teach marketing. 

Jacob Perlman of the Social Security Board is offering a course in labor market analysis 
in the Graduate School of Social Science of Catholic University of America. 

J. Freeman Pyle, dean of the College of Business and Public Administration, University 
of Maryland, has also been appointed acting dean of the College of Arts and Sciences. 
In addition, Dr. Pyle was recently appointed by Governor O’Conor of Maryland as a 
consultant to the Maryland Commission on Postwar Reconstruction and Development. 

C. F. Remer, professor of economics at the University of Michigan, and until recently 
chief of the Far Eastern Section of the Office of Strategic Services, has transferred to the 
Department of State for work in the Far Eastern field. 

Ronald B. Shuman, professor of business management at the University of Oklahoma, 
is a Lieutenant Colonel, General Staff Corps, assigned to duty in the Office of the Chief 
of Staff, War Department, Washington. 

Robert A. Sutermeister of the College of Economics and Business of the University 
of ‘Washington has been inducted into the Navy as a Lieutenant (j.g.) and assigned to 
work with personnel. 

Herman P. Thomas of the University of Richmond has recently been promoted to the 
rank of professor of economics. 

Frank W. Tuttle, assistant professor of economics at the University of Florida, has been 
granted a leave of absence to accept a position as assistant economist in the Atlanta office 
of the National War Labor Board. 

John V. Van Sickle, chairman of the department of economics at Vanderbilt University, 
spent a month at Port-au-Prince as visiting professor in connection with the summer 
school held under the auspices of the Department of Public Instruction of the Republic 
of Haiti. 

Mable L. Walker, executive director of the Tax Institute, will give a course on current 
problems in government financing in the Barnard College section of the Columbia Uni- 
versity summer session. 

Pinkney C, Walker has been given a leave of absence from the University of Missouri 
while serving as an Ensign in the Navy. 

Paul Wallin of the division of sociology, department of economics, Stanford University, 
is on leave for the duration of the war and is a Private, U. S. Army, ASN, Psychological 
Research Unit 3, SAAAB, at Santa Ana. 

W. Allen Wallis of the department of economics, Stanford University, is on leave for 
the duration of the war and is serving as director of the Research, Statistical Research 
Group, Division of War Research, located at Columbia University. 

Albert E. Waugh, head of the department of economics at the University of Connecti- 
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cut, is on leave of absence while serving as visiting professor of economics at California 
Institute of Technology. 


Walter A. Weisskopf, formerly assistant professor of economics at the University of 
Omaha, is now associate professor of economics at the Central YMCA College in Chicago. 


Paul F. Wendt, former technician to the Maryville [Tennessee] Planning Commission, 
who has served in the office of the rubber director for the past year, recently reported 
to the United States Naval Air Station at Quonset Point, for indoctrination training as a 
Lieutenant (j.g.) in the Naval Reserve. 


W. O. Weyforth has been granted leave of absence from Johns Hopkins University 
and is now serving as chief of the Division of Reports and Analysis of the Maryland 
office of the War Manpower Commission. 


Bayard O. Wheeler, formerly at the College of Economics and Business, University of 
Washington, is now analyst economist for the Committee for Congested Production Areas 
in Seattle. 


Edmund Whittaker has been appointed associate professor of economics at Brown 
University. 

Walter W. Wilcox, who was on leave as professor of economics at Iowa State College 
for service with the War Food Administration, has been appointed professor of agri- 
cultural economics at the University of Wisconsin. 


Conway S. Williams is now engaged as a statistician at Bell Aircraft Corporation, 
Buffalo. 


Edwin E. Witte of the department of economics at the University of Wisconsin, who 
has been on leave serving as regional director of the War Labor Board in the Detroit 
region, has been appointed a public member of the National War Labor Board in 
Washington. 


Laurence Neal Woodworth has been appointed to’ the Tax Foundation—New York 
University Fellowship in public finance in the department of economics, School of Com- 
merce, Accounts, and Finance of New York University for the year 1943-44. 

Dean A. Worcester has been appointed assistant professor of economics at Louisiana 
State University. 

Paul A. Wueller, professor of economics at Pennsylvania State College, has been ganei 
a leave of absence to serve as a special consultant to the Board of Investigation and 
Research, Washington. 

W. Maurice Young has been appointed an instructor in business administration at 
Louisiana State University. 

George H. Zeiss, an instructor in business administration at the Louisiana State Uni- 
versity, has been inducted into the Army. 

Arnold Zemple, a Captain in the Army, is with the military government in Sicily, en- 
gaged in handling labor relations. 
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SIMON NELSON PATTEN 
Tenth President of the American Economic Association, 1908 


Simon Nelson Patten was born at Sandwich, Illinois, May 1, 1852, and 
died at the age of seventy at Browns Mills, New Jersey, July 2, 1922. 
After attending Northwestern University 1874-76, he went abroad to study 
and received the degrees of A.M. and Ph.D. at the University of Halle, 
Germany, in 1878. The University of Illinois conferred upon him the 
LL.D. degree in 1905. 

Dr. Patten was principal of public schools in Illinois and Iowa 1882-88 
and thereafter professor of political economy and head of the Economics 
Department at the University ọf Pennsylvania until his retirement in 
1917. He was active in the foundation of the Wharton School of Commerce 
and Finance and closely associated with its work and development. He 
also took a special interest in the activities of the American Academy of 
Political and Social Science. 

In 1908 Professor Patten was selected President of the A.E.A. The sub- 
ject of his presidential address, delivered at the twenty-first annual meet- 
ing, was, “The Making of Economic Literature.” 

Patten’s numerous writings show the work of a vigorous and original 
mind which stimulated and provoked thought and research of others. He 
acknowledged particularly the influence of J. S. Mill, and, like Mill, he 
was a social philosopher who never limited himself to the traditional 
economic field. His excursions into related subjects frequently involved 
him in controversies with specialists who found it difficult to accept many 
of his views, and his unconventional departures from traditional interpreta- 
tions elicited interesting contributions from economists both here and 
abroad. 

His chief publications were Premises of Political Economy (1885), Theory 
of Social Forces (1896), Development of English Thought (1899), Theory 
of Prosperity (1902), Heredity of Social Progress (1908), and New Basis of 
Civilization (1907). 

An excellent account of Patten’s life and works by H. R. Seager may be © 
found in Essays in Economic Theory, edited by R. G. Tugwell (1924). 
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SCARCE RAW MATERIALS: 
AN ANALYSIS AND A PROPOSAL 


By Myron W. WATKINS¥* 


In the development of political economy, alike as an academic dis- 
cipline and as an art of government, there has been evinced from time 
to time a disposition to treat the range of problems concerned with . 
what may be broadly termed raw material supply as distinctive. 
Indeed, from the middle of the eighteenth up to the middle of the 
nineteenth century, it would hardly be an exaggeration to say that 
problems of raw material supply were generally regarded by economists 
as not only peculiar but crucial. Thus, the Physiocrats accounted the 
raw-materials producing industries the unique source of the social net. 
product. While Adam Smith disputed the contention that agriculture 
and mining were the sole source of the Wealth of Nations, even he was 
willing to allow that “the labor of [those engaged in cultivative and 
extractive industries] is certainly more productive than that of mer- 
chants, artificers, and manufacturers.” And he added that “Of all the 
ways in which capital can be employed, it [agriculture, mining and 
fisheries | is by far the most advantageous to the society.” 

Though Ricardo and Malthus could agree on few things, they were 
in agreement on this: that the economic prccesses in which Nature 
plays an important rôle and displays most clearly her munificence or 
her parsimony (according to the way one interprets her fecundity) are 
decisive in determining the rate and the limits of economic progress. 
The law of diminishing returns was raised, by both of them as well 
as by their immediate followers, very nearly to the rank of suprema 
lex. Yet who, after von Thiinen, gave it more than passing mention? 
In the sphere of political action, the struggle over the corn Jaws in 
England and public land policy in the United States continued through- 
out this period to be the storm centers of controversy. 

After the middle of the nineteenth century, however, economics no 
less than economic statesmanship became increasingly concerned with 
the rôle of capital in the productive process, and with the relations of 
capital and labor in industrial organization. Latterly the focal point of 
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interest appears once more to be shifting. Even before the war there 
was discernible a tendency, both in theory and in practice, toward a 
reappraisal of, for one thing, the significance of technology and, for 
another, the part played by raw materials availability, in moulding the 
economic process. The exigencies of war have heightened the unwonted 
professional, as well as popular, interest in these previously relatively 
neglected factors conditioning economic provisionment. It is with -the 
latter alone that we are here concerned. The topic will be discussed 
under two headings: (I) nature and scope of the problem; (II) out- 
line of appropriate policy. 


I. Nature and Scope 


Abstractedly considered, there is no great diffculty in defining the 
term “scarce raw materials.” They are the yield of what may be broadly 
described as the initial stages of production: the cultivation or extrac- 
tion and preliminary refining, preparation, or compounding of “natural” 
products.* Since they represent the outcome of operations which entail 
“costs” of various kinds, they are invariably “scarce’—they can be 
_had only at a price. But the category of scarce raw materials thus con- 
ceived hardly presents a “problem,” by itself. In this abstract light, 
it appears merely as one phase of the economic problem in general. 

It is in the concrete that the “raw materials” problem begins to 
emerge as a distinctive issue of policy—-and that the difficulties of 
fixing its character and bounds pile up. Perhaps the most promising 
way to address one’s self to the question of just what these evidently 
essential elements of a functioning economy consist of is to ask how 
the “problem” of assuring reasonably abundant (but not excessive) 
supplies thereof at fair prices has arisen. Even slight familiarity with 
the economic history of the past quarter-century suffices to distinguish 
two radically different sets of circumstances which have prompted 
concern over the maintenance of economic health and economic security 
in this range of industries. : 

In certain branches of agriculture and the extractive industries, the 
problem has been one of stemming an untoward trend in the direction 
of what the producers regard as overproduction and an insufferable 
decline of prices. Sugar, wheat,.coffee, cotton, rubber, bituminous coal 
and petroleum illustrate this type of conjuncture. To whatever factors 


*For those meticulous persons who are more concerned with taxonomy than with eco- 
nomic practice and policy, this would doubtless be an unsatisfactory definition. They 
could point out that what is suggested comes closer to describing a region than to drawing 
a precise boundary line. They may be right; though we might add that experience leads 
` us to suspect that most definitions, particularly in economics, are subject to the same 
criticism. Nor, so far as our observation goes, is their utility thereby greatly impaired. 
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the developments noted may be traced in specific instances, the outstand- 
ing fact is that the alleviation of these conditions has been sought by 
producing interests. It is in response to their agitation for relief from 
prospective “ruin” that various expedients have been tried, both in 
this country and abroad, for “saving” one or another of these industries, 
and thus supposedly forefending future “scarcity.” 

On the other hand, wide public concern has likewise been manifested 
over the development, in certain other directions, again both within and 
without the agricultural field, of opposite tendencies—tendenciés toward 
what the consumers regard as an undue restriction of supplies and an 
unconscionable advance of prices. Quinine, mercury, copper, tin, alumi- 
num, anthracite coal, asbestos, alkalis, sisal, dyes, and industrial 
diamonds will serve to illustrate this type of conjuncture. Whether the 
alleged underproduction of these materials is the result of concerted 
contrivance by private interests, or the outcome of coercive curtailment 
by strategically situated governments, the dominant fact is that con- 
sumers have been the principal complainants. It is in response to agita- 
tion from this quarter that ameliorative measures have been projected 
for counteracting the untoward developments. 

It appears, thus, that the “raw materials” problem is not simple 
and homogeneous. It illustrates the adage that there are two sides to 
every question. In some directions, at times we are provided with “too 
much.” In the same directions at other times or in other directions at 
the same time we are faced with “too little.’ There is the problem of 
checking superabundance, to the end of affording a decent livelihood 
or a fair return to producers. No less an occasion for concern is the 
problem of overcoming scarcity in the interests of the “convenience” 
of consumers. Moreover, it has to be recognized as one of the signal 
complications of the problem that deficiency and excess each tends to 
beget the other. An acute shortage evokes responses spurring produc- 
tion, however haltingly, toward “more than enough.” Witness nitrates. 
Overproduction tends to bring about, perhaps slowly, but surely, cur- 
tailment of output or new applications—and therewith dearth. Wit- 
ness acetic acid. Shortage and surplus are not fixed characteristics of 
any industry; but oscillation between them may be. 

There is, of course, no hard and fast rule determining on which side 
of the fence any particular raw material will be found at any given 
time, or indeed that it must be in one category or the other. Salt, 
lumber, wood pulp, iron, wool, and potatoes are subject, some of them 
to considerable variations in their annual rates of supply, and some of 
them to potential expansion or pervasive restriction in a high degree. 
Most of them have, in fact, at times been available in “surplus supply,” 
and in particular regions most of them have occasionally been severely 
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“short,” for one reason or another. Yet, at least in this country, none 
of them has been the object of determined, ad koc “market corrective” 
measures by public authority or with official sanction? Nevertheless, 
the “balance” of supply and demand in respect of these raw materials, 
as well as of numerous others which might be added, must be recog- 
nized to be a precarious one. This is attested, in one way, by the fre- 
quency with which concerted market regulating schemes have been 
attempted in various branches, or segments, of these industries within 
the domestic sphere. The lumber industry furnishes an outstanding 
example of this tendency. In another way, it is attested even better by 
the sporadic but persistent efforts of those foreign governments whose 
nationals have a relatively large stake in the production of one or an- 
other of these materials (or the efforts of these producers with their 
respective governments’ sanction) to effect a “rationalization” of the 
flow of supplies.’ 

Again, there is no simple mechanical test for determining exactly the 
dividing line between “too much” and “too little’ in respect of the 
supply of any particular raw material. As with all other goods, scarcity 
and abundance are wholly relative terms. The adequacy of supply de- 
pends upon the current scale and intensity of demand and on the cur- 
rent conditions of production. Patterns of demand and the ways of 
technology do not “stay put.” They are constantly shifting. Want 
abides, but particular wants-are often transitory and in the social aggre- 
gate “invariably variable.” Technology we shall have always with us, 
but particular technological usages are born, grow old and pass away. 
Even if convention gives a certain stability to the directions of demand, 
the volume of purchasing power exhibits no perceptible tendency 
toward constancy. Even if costs for any given material have their 
irreducible minima and are in some degree standardized, over wide 
areas they show no signs of becoming either stationary or uniform. 

It is not easy in these circumstances to determine where “too little” 
leaves off and “too much” begins, in reckoning the adequacy of sup- 
plies. Quebracho and latex in their respective natural habitats were 
once free goods, and it is not inconceivable that they may be so again 
in a not distant future. What amounts, by common consent, to a short- 
age now may constitute a plethora a year hence. What is available in 


” A possible exception might be noted, under the N.R.A. dispensation; but the concerted 
and coercive regulation then attempted was general in compass. It was not directed 
specifically to “raw material” industries as a class. 


*The successive Australian wool pools and the series of Scandinavian wood-pulp 
cartels are manifestations of the same forces which have projected coffee and rubber 
into the forefront of public concern over “raw material shortages,’ even though in the 
former instances, due to their limited scope, the restrictions imposed may have had only 
a comparatively slight incidence upon the American markets. 
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superfluity today may be tomorrow’s crying lack, as experience attests. 
For this has happened within a single generation in numerous instances, 
of which perhaps the three most conspicuous ones are coal tar, gaso- 
line, and magnesium salts. In view of these contingencies, at what rate 
is the investment in fixed capital to be amortized? And what consti- 
tutes a fair return by way of rent on the lands containing deposits of 
“scarce”—and exhaustible—mineral resources? It cannot be over- 
emphasized that costs are not “opaque” phenomena. They are a matter 
of imputation. They are as elastic and variable as human judgment. 
No more is consumers’ need, or convenience, objectively measurable. 

Notwithstanding all the manifold difficulties standing in the way of 
an exact assessment of costs and a nice determination of values, prac- 
tical exigencies constrain us to recognize that there is in respect of 
every specific supply problem a scale of adequacy. For each raw ma- 
terial there is a rate of supply in the matrix between the ever-receding 
past and the oncoming future which is most “convenient” all around. 
A supply that falls short of, or exceeds, that rate exacts sacrifices of 
some interests that outweigh the benefits conferred upon others. Prob- 
ably no one has the conceit that he could fix the precise rate of output 
of a particular material in a given period which would bring into equi- 
librium all the diverse and divergent interests on both sides of the 
market, which would strike an equitable balance among the vested 
interests of traditional occupations and “sunk” capital; the opportunity 
interest of nascent enterprise with untried but promising techniques, 
new capital seeking investment and eager hands seeking employment; 
the competitive interests of suppliers of substitute materials; the 
bargain-seeking interests of direct consumers, old and new, actual and 
potential; the weal interests of ultimate consumers, rich and poor, 
near and remote; and a host of other interests, economic, political, and 
cultural, too numerous to mention. 

But though few, if any, would presume to have the comprehensive 
grasp of facts and the ingenuity to marshall and weigh those facts which 
would enable them to compose all the conflicts of interest and deter- 
mine precisely the optimum adjustment of supply and demand in re- 
spect of even a single raw material, there are still fewer of us who, in 
observing the course of events and in the practical conduct of our 
affairs, do not form judgments based upon a conception of just such 
an optimum. Everyone who goes to market finds some things plentiful 
and “wondrous cheap,” and some things scarce and “exceeding dear.” 
But plainly such judgments presuppose an optimum. And just as plainly 
an optimum presupposes the possibility of either “too much” or “too 
little.” 

So it is that, despite the inexpungable vagueness of the terms “scarc- 
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ity” and “abundance” as applied to raw material supplies, we find our- 
selves acting upon firmly held judgments that at certain times the 
volume available of some of these materials is “deficient” and of others 
“excessive.” The actions in which these judgments find expression may, 
in the first instance, be individual, sporadic and unorganized. If the 
consumer gets for his dollar guids too small a quo in the form of the 
goods he “demands,” he may shift his purchasing power to other chan- 
nels, If the producer (entrepreneur or employee) receives a return 
upon his contribution to the output of a particular raw material in- 
sufficient to maintain his living standards or to compensate him for 
the alternative opportunities thereby forgone, he may redouble his 
exertions, or endeavor to reduce his costs, either of effort or of outlay, 
or even withdraw his resources, at whatever sacrifice that may entail, 
and seek elsewhere his livelihood or fortune. 

These spontaneous self-corrective forces may, of course, be too slow 
in their remedial action or too heavy in their cost to satisfy the dis- 
comfited party, be it either the consumer or the producer, who, as the 
"case may be, bears for the time being the burden of enforced retrench- 
ment. There are, after all, limits of tolerance no less for consumer 
deprivations than for producer exertions. If the particular raw material 
(or its end products) sought by the consumer is regarded as necessary 
and the supply forthcoming as woefully inadequate, he may reinforce 
his purchasing power leverage with the leverage of the ballot. Witness 
the Hepburn Amendment aimed at the anthracite coal shortage. So, 
likewise, may the producer appeal his case from the tribunal of the 
market to the legislative forum, if the verdict of the former gives him, 
in his estimation, less than his deserts by a wide margin. Witness the 
A.A.A. program. Though the composition of conflicting economic inter- 
ests through the political process is fraught with grave risks of dis- 
sension and disunity, and affords no guarantee of either justice or 
economy, on the whole in the domestic sphere the expedient has 
probably yielded more of solidarity and common weal than it has cost. 
At any rate, there is evident no disposition to abandon attempts in this 
direction. 

The difficulties and dangers of a policy of economic appeasement 
pursued through political processes are compounded, when, as is not 
infrequently the case, political boundaries separate the bulk of the 
producer interests from a large segment of the consuming market. 
Under the international division of labor it so happens that many raw 
materials are produced, indeed are producible, in one or a few coun- 
tries only, while their markets are found largely concentrated else- 
where. Chromite and cinchona bark afford simple illustrations of this 
situation, which in a more complex form is exemplified by. petroleum 
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and dyestuffs. Under such circumstances there may simultaneously be 
a raw materials problem of diametrically opposite complexion in refer- 
ence to an identical product in each of the two areas. A rate of supply 
of industrial diamonds yielding a price which in the Belgian Congo 
makes them appear almost as cheap as dirt may lead a machine-tool 
user in the United States to wonder whether he might not be able to 
effect a saving by patronizing the pawnshops of Reno, Nevada! 

In default of the restraints and inhibitions imposed by a common 
language and common traditions, the disaffected consumer may not 
be averse, if the potential supply is being withheld or discriminatively 
distributed for what appear to him to be something less than good and 
sufficient reasons, to having his ineffectual purchasing power backed 
up with the army’s fire power. No less ready for rigorous measures to 
assure his access to the share of purchasing power held, or withheld, 
abroad to which he deems himself entitled will be the disaffected pro- 
ducer. The chances are good, thus, that governmental powers will be 
invoked on each side, the one to relieve, by hook or by crook, a threat- 
ened or actual shortage, the other to insure, with equal indifference to 
methods, a “safeguarding of the realm” of its economy. The stage is set, 
then, for international controversy and those diplomatic tensions which 
pile up in the course of time, in conjunction with other frictions, into a 
casus belli. 

The results of the analysis thus far may be briefly summed up as 
follows. First, the raw materials problem is concerned with the sta- 
bilization of the rate of supply and the “equitabilization” of the pattern 
of distribution of certain unfinished products peculiarly susceptible to 
uneconomic provisionment. Secondly, this raw materials problem is not 
all of a piece. It is a two-pronged dilemma, a double-barreled challenge. 
The avoidance of shortages, general or local (discriminatory), is only 
half cf the problem. The avoidance of surpluses is the other half of the 
problem. We shall get nowhere in the solution of these problems, par- 
ticularly in the international sphere, unless it is clearly understood 
that these two aspects of the problem are reciprocally related. Thirdly, 
the raw materials problem is preéminently, though not exclusively, an 
international problem. Climatic zones and the geographic pattern of 
the geologic occurrence of minerals conform neither to the political 
subdivision of the earth’s surface nor to any demographic distribution 
pattern, historical, actual, or prospective. National boundaries cut 
athwart the lines of economic interdependence between producing areas 
_ and consuming regions, scarifying the body economic. For at least a 
quarter-century now, these raw material problems have been among 
the most troublesome economic “sore spots,” and we are beginning to 
realize what should have been clear from the outset—that the salt of 
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nationalistic rivalry and imperialistic pretension (NI) serves poorly 
as an emollient. 


Thus far we have taken the abstract definition of raw materials as a 
working hypothesis. They are, generically, the unfinished products 
yielded by extractive, cultivating, or compounding processes at or near 
the initial stages of production. What are the specific characteristics 
of such industries which account for their peculiar susceptibility to ill 
health? Asbestos, petroleum and coffee beans appear to have little, if 
anything, in common, other than that all of them come directly from 
. the earth. But there are two features of the processes of provisionment 
of such materials which distinguish them, in an economically significant 
way, from those industries which are centered in manufacturing opera- 
tions. They are all, though for different reasons in various instances, 
exceptionally speculative. Secondly, the production of these raw ma- 
terials invariably involves, though not in every case in the same degree, 
considerations of resource conservation. 

_ The speculative feature appears to inhere in the combined influence, 
in every raw material industry, of two or more of the four conditions 
enumerated below. These are (1) imputed demand, (2) weather varia- 
bility, (3) hidden resources, and (4) exhaustibility of sources of sup- 
ply. The first factor listed is the sole one common to all raw material 
industries, but it alone would probably be inadequate to account for 
their highly speculative character. In any case, actually, it is always 
linked in these industries with one or more of the other factors men- 
tioned. 

(1) Imputed demand. Raw materials are not wanted for themselves. 
They are wanted for what can be made out of them. The demand for 
them is derived from the demand for the finished products into which 
- they are compounded or fabricated. Bauxite, for example, has no value 
by itself. It has value only in virtue of the fact, and to the extent, that 
the demands for the sundry products of the chemical industry and the 
aluminum industry create a demand for the ore, make it “scarce,” give 
it value. Similarly, the demands for the phosphate rock, potassium 
salts and nitrates which go into fertilizers are merely reflections of the 
composite demand for the various agricultural products whose yield 
they promote. 

It follows that the production of raw materials is exposed to a wider 
range of risks than those ordinarily attending the commitment of pro- 
ductive resources for a prospective market. Even if there were no . 
special hazards [see (2), (3) and (4) below], the ordinary commer- 
cial hazards of every productive undertaking, such as those springing 
from technological developments and changes in consumers’ tastes 
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or buyers’ preferences cover a wider ambit. It is not that in the pro- 
duction of raw materials the time lag is greater than elsewhere between 
the making of entrepreneural decisions on investment, or managerial 
decisions on output, and the delivery of supplies. The point is, rather, 
that within that interval raw material production proceeds subject to 
the risk, not alone of adverse contingencies bearing directly on the 
given industry, but as well of those affecting any part of the whole 
series of’processes and products in the widely adumbrated uses to which 
the given raw material may be put. Of course, enterprises in every line 
of production operate subject to the risk of changes in “general busi- 
ness conditions,” the pervasive cyclical disturbances of trade. But that 
is not the type of risk here referred to. Raw materials producers share 
that type of risk with those engaged in other branches of industry. In 
addition, their ordinary commercial risks are compounded in the man- 
ner described above. 

(2) Weather variability. The yield of agricultural operations de- 
pends greatly on the weather, which is notoriously unpredictable. The 
incidence of this factor on the flow of supplies of raw materials from 
farms and plantations is probably greater, however, than the erratic 
fluctuations in rainfall and temperature would account for, simply by 
themselves. The indirect effects are hardly less pronounced. The habits 
of thought, induced by long-continued exposure to ever-recurring con- 
tingencies beyond human control tend to be on the pietistic or fatalistic 
pattern. Husbandry is not conducive to rationalistic management. 
Accounting and market analysis are handmaids of business. Custom 
and tradition are more congenial helpmeets to the husbandman. The 
upshot is an “irrational” persistence in the cultivation of familiar 
crops and the use of established techniques without much attempt at 
close calculation of costs, of market prospects, or of alternative oppor- 
tunities. In this field, hence, speculation is not only unavoidable; it tends 
to be blind speculation. 

(3) Hidden resources. Most mineral resources are found in deposits 
underground. Their presence in any given district has to be “dis- 
covered” by prospecting operations that are more in the nature of 
gambling than of speculation. Even after discovery of a “vein,” a 
“pool,” or a “seam,” its extent and richness can only be determined by 
actual extractive operations. And estimates remain nothing more tnan 
estimates until these operations are completed and the deposit ex- 
hausted! Of course, there are wide variations in the chances of dis- 
covering various minerals and in the margin cf error to which estimates 
of the quantity and quality of “known” deposits are subject. 

Petroleum and natural gas are certainly the most elusive of minerals, 
ranking in this respect with fish. Moreover, their fugacious nature 
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makes the ascertainment of recoverable quantities exceptionally diffi- 
cult. Though their area and contour may be more readily outlined by 
preliminary development operations, even coal seams and metalliferous 
lodes are not always what they seem. They may thicken or thin, dip 
or peter out, become richer or leaner, in a most exasperating or hearten- 
ing way, as the case may be. In short, the exploitation of mineral re- 
sources is always a great adventure. It lures the venturesome. The 
proclivity of gamblers to overestimate chances of gain and to minimize, 
even disregard, chances of loss is well-known, and is nowhere better 
exhibited than on this, nature’s own, gaming table. 

Furthermore, in practically all mineral industries there are extremely 
wide variations in the richness and the accessibility of the natural 
resource exploited—and, not less significant, of the deposits still 
undiscovered, but hoped for. As a consequence, costs of production 
vary egregiously. A good “strike” may bring tremendous advantage to 
a going concern, yielding or fortifying a virtual monopoly—for the 
time being. Equally, in other circumstances, it may jeodardize or even 
eliminate a theretofore well-intrenched (low-cost) position. ‘The effect 
of these wide cost variations, actual and potential, on market strategy 
may be either disconcerting or “‘concerting.” Indeed, it is quite likely 
to be first one and then the other, and from the standpoint of the 
general public interest equally vexing, whichever it is. 

(4) Exhaustibiity of sources of supply. From their very niie all 
mineral industries operate on “wasting assets.” From the standpoint 
of human reckoning, mineral resources are irreplaceable. Though in a 
narrow sense mineral industries are unique among raw material indus- 
tries in this respect, in a broader and hardly less significant sense they 
are only the archetype of the genus. Forest industries, fisheries, and 
every branch of agriculture have exhaustible sources of supply in the 
sense that only by long-range planning and careful husbandry can the 
productivity of the resources exploited be maintained. But it is notori- 
ous that private enterprise in the exploitation of natural resources tends 
to neglect the long-run interest in the upkeep of sources of supply in 
favor of the short-run interest in profits. The whale fisheries and the 
lumber industry have depleted their sources of supply to the point that 
many areas adapted to their reproduction have been quite denuded of 
these resources. Cotton culture in the South and sugar-cane culture in 
Cuba exhibit in a less striking but clearly perceptible way the same 
tendency. 

It may be granted that in many instances it is an open question 
whether the exhaustion or extensive depletion of natural sources of 
supply of specific raw materials may not, after all, have been in the 
public interest and whether it may not in other instances still be so. 
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The rapid reduction of the whale species at a time when fats and oils 
would otherwise have been in stringent supply may well have been, 
probably was, a socially economic operation, coming as it did just 
prior to the discovery of petroleum and the development of vegetable 
oils. But it should not be overlooked that this judgment has the ad- 
vantage of hindsight. Again, while the cards are not yet all in in this 
instance, it appears not unlikely that the stripping of this country’s 
stand of hardwood and white pine timber in the era prior to the de- 
velopment of light metals and plastics may, after all, have represented 
an economical utilization of these resources. On the other hand, the 
niggardly hoarding of its nitrate deposits by Chile during the decades 
when it possessed a virtual monopoly of this raw material may well 
turn out to have been a mistake from the strictly business standpoint, 
even though maximum revenue yield was certainly the paramount 
factor shaping the policy and conservation considerations played, at 
best, a secondary rôle. 

Whether these and other such instances which might be cited are to 
be taken as the fortuitous outcome of a blind concatenation of historical 
forces or as an indication of a fairly dependable response of technology 
to economic exigencies, we need not stay to inquire. It suffices for 
present purposes to note that the current rate of natural resource 
exploitation is not, characteristically and generally, geared to the pro- 
spective discovery of new sources of supply, the potential replenishment 
of old sources of supply, or the possible development of alternative 
processes or products. It is this timing factor that gives occasion for 
social concern, regardless of the existence or absence of more menacing 
contingencies in the background and in the long run. For example, the 
rate of recovery of petroleum from developed oil structures has, apart 
from proration measures, little if any relation to the prospect of dis- 
covery of new pools or the development of cheaper motor fuel from 
other sources; and there are some indications that there is little more 
perspicacity in this respect in the administration of proration.* In any 
event, the individual operator in this industry, as in greater or less 
degree in every natural resource industry, is impelled by the very 
uncertainties of his situation to get what he can while the getting is 
good. The future is left to shift for itself. 

The aggregate effect of these conditions is feast or famine. And it 
cannot be too strenuously emphasized or too often repeated that the 
one conjuncture is not one whit less likely to occur and recur than the 
other. Within the past three decades the oil industry has experienced, 
alike in this country and in the world generally, two periods in which 


*See George W. Stocking, The Oil Industry and the Competitive System (New York, 
1925); and Myron W. Watkins, Oil: Stabilization or Conservation? (New York, 1937). 
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supplies went-begging and two periods of extreme scarcity. The timing 
and amplitude of the swings vary from one natural raw material industry 
to another, of course, as well as from period to period. But experience 
-attests that all of them are susceptible to periodic derangement in a 
pattern quite independent of the ordinary business cycle rhythm. 
‘ Moreover, even in those circumstances in which their rationalization 
` has been attempted, either upon a concerted or a coercive basis, the 
program of controlled development has, as a rule, been either inade- 
quately implemented or deliberately designed to subserve the interests 
of one side of the market at the expense of the other. The results, by 
and large, of these sporadic efforts have only been to emphasize’ the 
raw materials problem, rather than to contribute toward its solution.’ 
The second distinctive feature of the raw materials industries is tied 
in closely with thé first. In fact, their susceptibility to wasteful ex- 
. ploitation stems from the same fundamental conditions affecting supply 
which make them peculiarly speculative. In this respect the factor of 
exhaustibility of sources of supply is of paramount importance, how- 
ever, for speculative tendencies fostered by weather variability and 
the hidden characteristic of mineral (and some other, e.g., fish) re- 
. sources would not involve conservation considerations, or at least 
present them so acutely, apart from the jeopardy to continuity of 
- supply. Conservation is no more a. one-way street than is speculation. 
. Just as the speculative feature indefeasibly involves the risk alike of — 
“too much” and of “too little,” so the conservation-waste feature in- 
volves the risk alike of penalizing the present at the expense of the 
` future and of penalizing the future at the expense of the present. And 
for identical reasons. 
The shortage of nickel during the twenties and thirties was as much 
the outcome of speculative tendencies bred of its “natural” conditions 
of supply as was the contemporary surplus of cotton. When these 
developments are viewed on the time axis, or from the standpoint of 
resource conservation, either one may have been wasteful. Likewise, 
neither one may have been so. It all depends. The cotton surplus might 
have involved losses to the current producers, even losses on a sub- 
stantial scale, without depleting the resources of the soil and thus 
5 To cite but two instances, the first a gesture in the direction of overcoming “surplus,” 
the second a gesture in the direction of overcoming “shortage,” both the International 
Rubber Restriction scheme and the antitrust action against the Aluminum Company 


of America put a finger on an economic sore spot. But so far as can be judged neither 
supplied a healing touch. 

*And we might add, it was no more so. Undoubtedly, other factors: political indiffer- 
ence and ineptitude, financial strategy, the repercussions of the World War, and a host 
of other variables had an influence on the course of development in both spheres. In the 
one case, speculation led to monopolistic restriction of supply; in the other, it led to 
.competitive flooding of the market, But both were speculative operations, in the extreme. 
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jeopardizing future supplies. Conversely, the nickel stringency might 
have involved a “saving up” of reserves of the metal for future use to 
an extent far greater than prospective contingencies warranted, so that 
the losses imposed on the contemporary generation by way of consumer 
deprivations had no compensatory (i.e., no adequate) offset. In sum, 
excess current production may be wasteful, z.e., involve sacrifice of 
potential superior value yields, without entailing any loss of potential 
supply in future.’ Witness Brazilian coffee. Or, conversely, deferred 
production may be wasteful, z.e., may mean a loss of potential value 
yield, notwithstanding that it involves no loss of potential supply in 
the long run. Witness Chilean nitrates. 

Deferred use of resources represents wasteful curtailment or genuine 
conservation according to whether or not prospective future need out- 
ranks certain present benefit. On that issue, in these raw material indus- 
tries neither a private competitive verdict nor a private monopolistic 
judgment is very reliable. In the one case, the scales are heavily 
weighted by a high discount of future needs (or benefits); in the other, 
by a high discount of future sacrifices (or risks). Nor is this tendency 
toward bias in the balancing of present and future interests, which is 
the essence of the conservation problem, in any appreciable degree 
abated by the intervention of sovereign governments in the effort to 
ameliorate the distress of producers or the distress of consumers, as the 
case may be, from current “excess” or current “deficiency.” For with 
climatic restrictions on the culture of many raw materials and the 
sporadic occurrence of others (minerals) exhibiting a geographic pat- 
tern in no wise conforming to that of market demand and both criss- 
crossed in bewildering confusion by political boundary lines, the inter- 
ventionist programs, single or joint, of nationalistic governments align 
them willy-nilly behind the dominant interests of their respective na- 
tionals. Hence, instead of “redressing the balance,” the thrust of gov- 
ernmental intervention, in the absence of a comprehensive, genuinely 
international authority, is either toward preserving, and perhaps in- 
tensifying, an existing imbalance or toward creating its opposite num- 
ber. In sum, in reference to international raw material supply prob- 
lems, interventionism tends to be one-sided and therefore to promote 
waste rather than to serve the social interest in economic conservation. 

We may conclude from this analysis (1) that there is a raw materials 
problem which in signal respects is different from the general economic 
problem; (2) that the essence of this raw materials problem is the 
peculiar susceptibility of these industries to imbalance between supply 


7For further discussion of the distinctions between “loss” and “waste,” between “effi- 
ciency” and “economy,” and between artful “stabilization” and true “conservation,” see 
Chapter IV of my book on oil, cited above. 
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and demand, both from the short-run and from the long-run stand- 
points; and (3) that the distinctive features of the production of raw 
materials to which is mainly traceable the difficulty of maintaining an 
optimal rate of supply in these fields are (a) their speculative charac- 
ter, and (b) the circumstance that the exploitation of natural resources 
always involves, directly or indirectly, conservation issues. These fea- 
tures spring, we conclude from certain conditions to which raw materials 
production is inherently subject. To the question of what types of 
regulatory policy these special conditions and peculiar, or at any rate 
peculiarly prevalent and peculiarly aggravated, problems point we may 
now turn. 


Il. Outline of Appropriate Policy 


It may be well at the outset to make explicit certain assumptions, 
reservations, and limitations concerning the discussion of policy in this 
section. First, we do not start with a tabula rasa. We take as a point 
of departure conditions as we now find them, or more exactly as we 
foresee them at the end of the war. This means, inter alia, that the 
prospective economic situation of each of the numerous raw material 
industries is a given datum, for the purpose in hand. In some we shall 
expect to find excess capacity, in some, large surplus stock accumula- 
tions, in some, seriously depleted reserves, in some, low inventories, in 
some, constricted and shrinking market outlets, in some, an unprece- 
dented and mounting demand, in some, a stable technology while others 
will be experiencing a technological revolution. The various combina- 
tions and permutations of these and other factors affecting the adjust- 
ment of supply and demand in these basic, yet volatile, industries will 
certainly cover a wide range. In part, these situations will reflect the 
pre-war course of development; in part, they will reflect the special 
exigencies of the war period. 

Taking conditions as found will mean, also, that the several different 
patterns of policy being pursued, both at home and abroad, in refer- 
ence to industries of this generic type are accepted as the starting point 
in the formulation of a suitable program of action. In other words, the 
“appropriateness” of the lines of policy to be surveyed will be con- 
sidered, not de novo, but in terms of desirable modification of existing 
policy. We have, in this country, an established soil conservation 
policy, oil proration policy, bituminous coal stabilization policy, and, 
more important than any or all of these and other special-province 
policies, a traditional antitrust policy. Similarly, the British have several 
diverse policies in this same general field as exemplified by legislation 
in the past quarter-century establishing the Coal Commission, the For- 
estry Commission, the Wheat Commission, the Herring Industry Board, 
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and, in addition to these independent administrative bodies, a whole 
series of agricultural marketing boards operating on the autonomous 
guild principle. Yet beside all these special acts there remains the tra- 
ditional policy embodied in the common law doctrine of restraint of 
trade. The object of this section will be to explore the expediency of 
amendment, supplementation and codrdination of the several elements 
of our own public policy toward the “service of supply” of natural re- 
sources in the light of the distinctive characteristics of these raw ma- 
terials industries and of the diverse nationalistic policies pursued abroad 
in respect thereto. 

Secondly, we shall confine ourselves to a consideration of appropriate 
policy for raw materials industries as the category has been defined 
above. In those instances in which industrial integration has been highly 
developed, as it has been most strikingly in respect of aluminum and to 
a less marked extent in respect of oil, steel, nickel and copper, what 
this limitation connotes, essentially, is that the policies considered must 
be taken as applicable rather to processes than to “industries.” And 
what this may well entail for the effectuation of the policy deemed 
appropriate is some special implementing device whereby the extractive 
and preliminary processing stage of an integrated industry is “arbi- 
trarily” set apart from the subsequent stages.’ 

In the third place, the discussion will be concerned rather with the 
broad pattern of the policies appropriate for “industrial government” 
in this sphere than with the precise terms and detailed provisions of 
indicated regulatory measures. The implementation of the policies 
proposed will receive attention only in so far as it seems destined to 
present questions or to involve risks challenging the expediency. of fol- 
lowing the course which, but for that, could be recommended. 

Finally, while the discussion will be focused on American public 
policy in respect of securing and maintaining adequate, but not exces- 
sive, supplies of raw materials, it will proceed at every stage with an 


*For example, in the case of petroleum it might appear advisable to provide for either 
e proprietary divorcement of oil pipe lines from the fully integrated oil companies, or an 
administrative separation of crude oil production and storage from their refining opera- 
tons, Conceivably, the latter might be accomplished through regulation, as by required 
adherence to a standardized accounting procedure and by the adoption and rigorous en- 
forcement of stipulated standards of marketing practice in respect of both purchases and 
sales of crude oil. On the other hand, it is conceivable, too, that the most expedient 
way to effect such a separation would be to interpose a crude oil marketing agency, like 
the Defense Supplies Corporation, between the production and refining stages of the 
industry. These suggestions are offered merely by way of illustration of possible ways 
of circumventing the difficulty posed by the circumstance that, though this paper is 
limited to the problem of raw materials, in the actual organization of industry, in a 
number of instances, the production of these materials does not constitute a distinct 
“industry.” Though this complicates the specific problem before us, it does not make 
it insoluble. 
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eye on the vital interrelationship between American policy in this sphere 
and cognate policies pursued by foreign countries. We cannot safely 
undertake to frame a domestic raw materials policy in isolation. Neither 
the United States nor any other country has the natural resources to 
make it self-sufficient in respect of all of these basic materials of 
modern industry. If we have all of the coal, iron, cotton, and alkalis 
we need and some to spare, we lack adequate réserves of asbestos, 
bauxite, chrome, mercury, mica, and other minerals, and a suitable 
climate for the cultivation of coffee, cacao, hemp, or copra. In these 
circumstances it is imperative, in formulating or appraising policy, to 
assess the probable effects thereof abroad either by way of reciprocity 
or by way of retaliation. 

It should be clear from the foregoing that we do not propose to 
assume that the only way out of the difficulties inhering in the inter- 
national interdependence in respect of basic raw materials of sporadic 
geologic occurrence or of climatically restricted areas of cultivation is 
through the constitution of a supranational authority. Undoubtedly, a 
good argument may be made for the view that this represents the most 
promising escape route from the dangers of nationalistic rivalry, em- ` 
bitterment and an eventual third World War. Nevertheless, it will be 
more realistic, we believe, to approach the issues from the standpoint 
of national interest in a context of potential international coöperation. 
Conceivably a wise leadership in and by countries in such a strategic 
position as is the United States might avert the disaster of another - 
period of mercantilistic aggression, nationalistic abandon, and imperial- 
istic aggrandizement. 


With these introductory explanations and reservations in mind, we 
may proceed now to canvass the policy alternatives open to us. We 
would place in the forefront of the essential elements of raw materials 
policy the principle of conservation. The rate of exploitation of land, 
subterranean and water resources should be adjusted, first of all, in 
accordance with the standard of maintenance of reasonable continuity 
of supplies in the sense previously defined.® Within the proximate 
future for which any given generation may reasonably be asked to 
take forehanded account of prospective social needs, it is both prac- 
ticable and expedient to determine a rate of production capable of 
being sustained without undue prejudice to current needs. Society is as 
much concerned to see that the output of the basic starting materials 
and energy sources of modern industry does not fall below this rate as 
it is to prevent its being exceeded. 

° Of course, in the case of irreplaceable resources, the standard of sustained output is 


not fully realizable in practice, Exhaustability is incompatible with indefinitely con- 
tinued recovery at any rate, however small. 
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In respect of no specific raw material does the standard of supply 
continuity furnish a rigidly fixed measure of the volume per period 
economically producible. In the first place, economical utilization of 
resources always involves an estimate of future needs, and these are 
subject to change. There is no material of which there is any reasonable 
ground for anticipating a constant demand forever, or even within the 
proximate future. This holds true of demand per capita, no less than 
of social aggregate demand. In the second place, in making provision 
for reasonable continuity of supply of any given raw'material account 
must be taken of the feasibility of exploiting sources of supply less 
fertile or less rich than those currently exploited. The area “adapted” 
to the culture of any agricultural product is expansible. The margin of 
cultivation of tea, cotton, sugar, or any other product that grows is 
not a narrow line; it is a wide band. Mineral resources of every kind 
are found in qualities ranging from very “poor” to exceptionally 
“pure.” In this realm, virginity is no assurance of purity, whatever 
may be the case elsewhere. Bauxite ore is not a homogeneous substance; 
grade variations are literally infinite. If and when petroleum supplies 
recoverable from subterranean “reservoirs” with the help of natural 
pressure decline relative to current demand there will still be available 
vast potential supplies from oil shale. It is the ratio between cost and 
yield which establishes the limits of economical production, both now 
and in the future—not a fixed amount of a specific material. 

All this is not to be taken as in refutation of the expediency, even 
urgency, of conservation. It is only to emphasize that the adoption 
of the standard of maintenance of continuity of supply signifies no 
simple solution of the problem of adjusting supply and demand in the 
industries exploiting natural resources. It is not a ready-made, me- 
chanical substitute for competition. Nor does it necessarily mean a 
displacement of free markets. What the adoption of a conservation 
policy does signify is, at the minimum, a supplementation of market 
criteria of profitability in directing the allocation and use of resources. 
Only in extreme cases of what is deemed wasteful exploitation, actual 
or prospective, of a resource, as of coal in Great Britain, oil in Mexico, 
and helium in the United States, need resort be had to nationalization. 
Nevertheless, as the foregoing discussion should have made clear, the 
enforcement of the conservation principle involves indefeasibly, whether 
we like it or not, the coercive intervention of government in the regu- 
lation of private economic action. Whether that intervention is to check 
_ the competitively engendered waste represented by a currently excessive 
drain on some particular natural resource or to dissipate the monopo- 
listically engendered waste embodied in a currently deficient recovery 
of some particular natural resource, in either case the effectuation of a 
conservation policy involves counteractive pressure on private manage- 
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ment of the resource in question. Inducements or penalties are provided 
to shape managerial decisions and to bring about action or inaction, as 
the case may be, which otherwisėé would not occur. Thus, while con- 
servation need not eliminate private discretion in the utilization of 
resources, it does inevitably limit that discretion. 

Moreover, a genuine conservation program cannot logically be 
limited to intervention designed to stimulate or to curtail the produc- 
tion of scarce raw materials. It must encompass, also, the regulation of 
their consumptive use. Limitations of the purposes for which, and 
standards of the manner in which (ż.e., of the efficiency with which), 
these several basic materials are employed are implicit in the pursuit 
of the goal of economical utilization of natural resources. The value 
judgments which are inescapable in the process of weighing present 
demands and future needs presuppose some ranking of current uses. 
Whether the supply of copper is to be regarded as currently. “exces- 
sive” or “deficient” depends, in part, on an evaluation of the urgency 
of its employment in the sundry uses to which it is put. It may be more 
economical to limit the use of copper for some purposes, e.g., roofing, 
than to foster an expansion of supply, by whatever means, and from 
whatever sources, near or remote, assuming that to be feasible. In 
_ sum, conservation is a two-edged scalpel. 

It should be evident from all this that a public policy for dealing 
realistically and salutarily with the wide-ranging and deep-cutting 
issues involved in raw materials provisionment calls for the exercise 
of judicious administrative discretion in the highest degree. Touching 
as the problem does such varied and vital stakes as our dependence 
upon foreign sources of supply for certain strategic materials, our 
dependence upon foreign market-outlets for sustaining an economical 
scale of output of other raw materials, our dependence upon agriculture 
as a social balance wheel, the dependence of our manufactures and 
trade, indeed of our standard of living, upon a steady flow of supply 
of basic materials, whether from domestic or from foreign sources, 
and the dependence of our descendants upon our reasonable self-denial 
and prudential foresight, the legislative process is manifestly ill-adapted 
for providing an integrally codrdinated program continuously adjusted 
to incessantly developing exigencies. Decades of experience in framing 
tariff legislation have disclosed all too clearly the pitfalls and short- 
comings of an attempt by statute to implement in detail a broad policy 
designed to shape the whole course of industrial development. 

At the same time, in a democratic polity it would be a fatal mistake 
for the popular legislative assembly to abdicate its functions, renounce 
its responsibility for law-making. Is it possible to frame a broad prin- 
ciple, a basic standard, for guiding the regulatory action of an over-all 
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administrative tribunal charged with the protection and advancement 
of the public interest in the economical “service of supply” of basic raw 
materials? We believe that it is. While we are not sanguine of the goal 
being reached without continuing study and persistent experimentation, 
the following outline of policy recommendations embodies our view 
of the most promising approach toward the solution of a problem that 
challenges courageous statesmanship. 


It is proposed that there be established by law a United States Con- 
servation Commission. It is recommended that it be initially consti- 
tuted of eleven members, consisting of three g-oups, all to be appointed 
by the President. The first group would be chosen, one each, from the 
professions of geology, engineering, chemistry, economics, law and 
medicine. An important desideratum would be to endow these offices 
with a dignity and rank second only to that of a Supreme Court Justice- 
ship. To this end, provision might be made for selection of panels of 
nominees by the accredited national organizations of these several pro- 
fessions.*® It might contribute to the eminence of the office were this 
first group of memberships given a long term, say 15 years. The second 
group would consist of two members, representative of the interests of 
agriculture (including forestry and fisheries) and of mining. Their terms 
might be fixed at, say, ten years. The remaining three members would 
be selected, one each, from the three services, the Army, the Navy and 
the State Department. It would appear inexpedient to fix such long 
terms of office for these représentatives of executive departments as for 
members of either of the other two groups. Five-year terms should 
suffice to assure reasonable continuity of administrative policy while 
serving at the same time to keep the Commission in close touch with the 
developing outlook of these agencies directly concerned with national 
security. In the exercise of its various powers, to be enumerated below, 
it might well be provided that affirmative action of the Commission 
would be contingent upon simple majority agreement for certain pur- 
poses, while in respect of other matters majorities of seven, eight, or 
-even nine might be stipulated in its organic act. 

The Conservation Commission would be charged with the primary 
responsibility of preventing, discouraging, or counteracting waste of 
natural resources. Waste would be defined as an uneconomical rate or 
method of prodtction or use of the basic raw materials whether of 
vegetable, animal or mineral origin and from whatever source derived, 
domestic or foreign. An uneconomical rate or method of production or 


1 Though there would be no occasion, of course, to limit the Executive choice to the 
panel lists, in some way it must be arranged that these appointments shall carry the 
symbol of the laurel. 
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use would be defined, in general terms, as one which jeopardizes the 
public welfare and is, on that account, injurious to the long-run national 
interest. More specifically, it would be defined as embracing both ex- 
cessive depletion and nonutilization, insufficient utilization or inef- 
ficient utilization of natural resources. Furthermore, the Commission’s 
organic law might well explicitly stipulate that the standard of refer- 
ence in determining wastefulness is to be sought in the actual course of 
concrete experience as interpreted by the common sense of informed 
men of ordinary prudence. 

Before passing to a consideration of the powers which may appro- 
priately be granted a Conservation Commission so constituted for the 
performance of the basic function described, some remarks anent the 
risks of the enterprise may not be amiss. It is to be conceded that the 
delegation of rule-making powers of a compass as broad as those 
contemplated to an administrative tribunal subject to such inexact 
directives is not without inherent dangers." Attempts might readily be 
made by a doctrinaire, even bigoted, administrative body to expand 
production and reduce prices in some spheres or to curtail production 
(and consumption) and advance prices in other directions to an extent 
and in a manner so far out of line with established custom and current 
usage as to incite revolt. Granting all this, we have to ask ourselves 


“Though the fundamental standard of “waste” prevention is admittedly ambiguous, it 
should be noted that it is no more so than numerous other tests which the law 
supplies not only for the direct statutory regulation of conduct, but for the guidance 
of administrative determinations. Such qualifying terms as “reasonable,” ‘‘fair,’ “just,” 
and “practicable’ are so common one might almost say they are ubiquitous in the 
statutes defining the lawful scope, and the judicial decisions construing the validity, of 
administrative orders prescribing the rates and services of public utilities. Indeed, as 
Justice Holmes long ago observed, the common law itself is filled with rules which con- 
front us with the necessity of deciding, at our peril, what an ordinarily prudent man 
would do in certain circumstances. Furthermore, in respect of this very issue of the 
adequacy of “waste” as a specification of a legislative standard, there are well-established 
precedents in support of its sufficiency. See: Ohio Oil Co. v. Indiana, 177 U.S. 190 
(1900); Lindsley v. Natural Gas Co., 220 U.S. 61 (1911); Bandini v. Superior Court, 284 
U.S. 8 (1931); Champlin v. Corp, Commiss., 286 U.S. 210 (1932); R. R. Commiss. v. 
Rowan, 310 U.S. 573 (1939). 

It might be added, too, that in the second Rowan case, 311 U.S. 570 (1941), the 
Supreme Court explicitly recognized that the exercise of public authority for the preven- 
tion of unreasonable waste of natural resources might constitutionally extend to the 
promotion of an adequate rate of production thereof, quite as well as to the restriction 
of an excessive rate of recovery. Said Mr. Justice Frankfurter in that case, speaking 
for a majority of six (p. 575): “In addition to all this, any scheme of proration, duly 
mindful of all these considerations, hardly mathematically commensurable, which con- 
stitute the total well-being of a society, must assure the continued operation of a sufficient 
number of wells for an adequate exploitation of the state’s oil resources.” [Italics supplied.] 

Finally, it is not suggested, of course, that in the exercise of whatever powers may be 
vested in it, the rules, orders, or actions of the United States Conservation Commission 
should be exempt from judicial review, in accordance with time-tested principles of con- 
stitutional construction. Provision should be made, moreover, for periodic accountability 
of the Commission to the Congress for its conduct in carrying out its mandate. 


1944] WATKINS: SCARCE RAW MATERIALS 247 


whether the risks incident to persistence in the pursuit of patently 
ineffective, happy-go-lucky policies for the regulation of the “service 
of supply” of the basic raw materials upon which the modern economy 
lives do not outweigh the risks of a modest attempt to alleviate the 
wastes alike of unbridled competitive and monopolistic methods of 
provisionment of these essentials. Whichever way we turn, we face 
grave risks. The survival of democratic government itself is plainly 
contingent upon its capacity for the development of forms, techniques 
and standards for the forthright exercise of power in the public interest 
that at the same time assure full responsibility to the electorate or 
their chosen representatives. For experiments in this direction there is 
no more suitable field than that of natural resource conservation, in- 
volving, as it does, the fateful issue of the disposition of the social 
patrimony: faithful steward or prodigal son? 

We return, now, to an exploration of the specific powers appropriate, 
in view of the foregoing considerations, for the implementation of a 
Conservation Commission entrusted with the responsibility herein- 
before defined. The powers proposed fall into three major categories. 
These may be designated as investigative, operative and rule-making. 
They will be discussed, by classes, in that order. 

(1) Investigative powers, The Commission should be authorized and 
directed, first, to assemble pertinent data from domestic sources and 
from such foreign sources as may be accessible, in respect of, or bear- 
ing upon, the extent, quality, geographic distribution and ownership 
of reserves or potential sources of supply, the methods of production, 
. sale and use, the susceptibility of substitution, the past, current and 
prospective recovery or production and need or consumption, at home 
and (whenever and whatever that may be significant) abroad, of basic 
raw materials, together with any other information relating to or bear- 
ing upon the problem of their conservation. To secure these data and 
obtain this information, the Commission should be empowered to issue ` 
subpoenas in its own name and, in the exercise of a reasonable discre- 
tion, to require periodic reports from those persons subject to its 
jurisdiction.” 

Only upon the solid basis of authenticated facts can there be any 
tenable prospect for the effectuation of a genuine conservation policy. 


1 These broad powers for the assembly of authentic information would not necessarily 
involve any substantial extension of the burden of statistical reporting now borne by 
American enterprise. Much of the data pertinent to the Commission’s inquiries could 
be obtained from returns now made to agencies like the Bureau of Mines, the Securities 
and Exchange Commission, various divisions of the Department of Agriculture and the 
conservation departments of the several state governments. It is the systematic coördina- 
tion and digesting of this material with which the fact-finding work of the Commission 
would be chiefly concerned. 


248 THE AMERICAN ECONOMIC REVIEW [JUNE 


In whatever directions and by whatever moves the Commission en- 
deavors to abate the waste of natural resources, it is bound to encounter 
the opposition of some vested special interests and unless it is armed 
with incontrovertible facts its efforts are doomed to frustration. But 
quite aside from the imperative need of equipping it to resist attacks, 
so far as command of the facts can so equip it, it must be recognized 
that the Commission itself represents an experiment. The fact must 
candidly be faced that we do not now have the requisite factual knowl- 
edge, much less the accumulated experience, for solving forthwith all 
of the thorny problems of resource conservation. What we seek, before 
all else, is light, and that precisely because what we seek, above all 
else, is an enlightened discipline. To escape the perils of shortsighted 
individualism, a safer guide is required than the intuitions of those who 
happen, for the nonce, to be enwrapped with the trappings of authority. 
Whatever other characteristics a good Conservation Commission must 
have, it cannot dispense with an exploratory, groping curiosity, a hearty 
appetite for knowledge. 

But our education in resource conservation requires more than facts. 
It requires painstaking study. In such complex issues as are presented 
by the conservation problem, seldom do “the facts speak for them- 
selves”—at least very loudly. They require analysis, weighing, and 
judicious interpretation. This should be a designated responsibility of 
the Commission. It should be directed not only to keep itself informed 
upon the current course of development in every part of the field of 
natural resource recovery and utilization, but to undertake, on its own 
initiative, continuing studies of the implications of these developments 
for the future and of feasible ways of counteracting, checking, or 
eliminating waste, actual or threatened. 

Finally, on the basis of the assembled facts and its analytical studies, 
the Commission should be empowered and invited to submit definite, 
detailed legislative measures to Congress for its action in execution of 
the basic policy of conservation. The status of the Commission as an 
adjunct of the legislative authority cannot be too heavily underscored.** 
The advisory function of independent regulatory commissions has never 
heretofore, in practice, amounted to much.”* But in this field of resource 


43 What is believed to be a novel, yet withal safe and effective, way of impressing this 
character upon it from the stazt will be developed in the proposals under the third 
heading, below. 

"See Robert E. Cushman, The Independent Regulatory Commissions (New York, 
1941), chap. XII. Even that putative paragon of federal administrative organs, the 
Interstate Commerce Commission, played only a minor réle in the extensive revision of 
policy effected by the Transportation act of 1920, for example, and was virtually side- 
tracked in planning the amendments of the past decade by the establishment, largely 
for that purpose, of the emergency office of Federal Coordinator of Transportation. 
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conservation it is urgent that an earnest effort be made to develop the 
great potential fruitfulness of this device for articulating legislative 
and administrative policies. The efficacy of waste-prevention measures 
is largely conditioned by the dispatch with which they are adopted 
and put into operation. 

But quite aside from the factor of legislative expedition, there is the 
the dominant consideration of legislative competence. It involves not 
the slightest reflection upon the qualifications of members of Congress 
to suggest that in providing the specific legislative implementation for 
the execution of the general policy entrusted to the Commission they 
stand in need of its expert counsel.*® Congress can easily dispense with 
the preaching which has come from some initial “planning” attempts 
in this direction. What it cannot well dispense with is day-to-day 
prompting by qualified experts, reviewing developing exigencies, ex- 
plaining alternative courses, outlining specific recommendations and 
expounding their whys and wherefors. 

One further comment on the investigatory powers and advisory func- 
tions of the proposed Conservation Commission is in place here. Stress 
should be laid upon the direct, personal responsibility of the members 
of the Commission in the discharge of this preéminently important 
function of detailed policy planning and legislative counsel. Though the 
process of study and consultation would issue in recommendations, 
‘rather than decisions, the action of the Commission in this sphere 
should be closely analogous to that of the Supreme Court in the dis- 
charge of its judicial function of disposing of “cases”? and ‘‘contro- 
versies.” The judgments of the Court express in the fullest sense of 
the term the collective “judgment” of its members, wrought out of the 
personal study of the cases and the intimate deliberation of the council 
chamber. It may or may not be regrettable that a like tradition has not 
shaped the development in recent decades of the several independent 
federal regulatory commissions.’ But in respect of a detailed program 
for effectuation of a public policy of resource conservation, the current 
standards of administrative procedure will not do. The success of the 
whole experiment will hinge upon the establishment of a prestige for 
the Conservation Commission approaching that of the Supreme Court 


1 The general level of intelligence and industry in Congress is doubtless as high as, if 
not higher than, that in representative legislative assemblies elsewhere, or in other eras. 
But just because it is a representative body drawn from the ranks of a democratic 
electorate, it lacks the special competence required for resolving the peculiarly thorny 
problems of resource conservation in the concrete. 

1 In most of these agencies, at least, the sweaty job of what Whitehead calls “wrestling 
with the stubborn facts” is delegated to a subordinate staff. As a rule the Commission 
members are apparently content to take themselves as, primarily, “administrators” in a 
quite literal, businesslike sense. 
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itself. And unless we mistake, the achievement of such a position in 
the framework of government and in popular esteem will rest even 
more upon the collective sense of responsibility evinced for this high 
task of education and counsel than upon the eminence of individuals 
selected for Commission membership. 

(2) Operative powers. What we have designated the operative pow- 
ers appropriate for the projected Conservation Commission may be suc- 
cinctly described as those requisite for (a) stockpiling, (b) technical 
research, and (c) administration of nationalized resources. 

(a) The Commission should be authorized to buy, store, sell, and 
exchange raw materials within the compass of its basic mandate of those 
kinds, in such quantities, at such prices, and at such times and places 
as in its considered judgment will be best calculated to conserve the. 
natural resources upon which are dependent the long-run economic 
interests and political security of the nation. The Commission should 
be provided with funds, in suitable amount, for this purpose, and be 
charged with so conducting these operations as to keep its commit- 
ments within the limits of the appropriations so earmarked. 

Except as indicated in the foregoing, the discretion of the Conser- 
vation Commission in the management of its stockpiling funds should 
be unconfined. As Rowe has clearly shown in his studies of so-called 
buffer stock operations under the tin, sugar, rubber, and other restric- 
tion schemes, the attempt to impose a prescribed formula upon the man- 
agement of stocks held “out of the market” tends indefeasibly to defeat 
the primary purpose of such operations.” Thus, with all its risks, an 
unhindered discretion in the management of stockpiling operations is 
certainly preferable to an attempt to curb the use of funds supplied 
for this purpose by stipulated conditions.”® 

As we have learned from bitter experience in the management of 
bank reserves, a reserve that is inelastic is, in effect, no reserve at all. 
On the one hand, the very essence of a reserve is the provision of a 
fund for use in emergencies. And on the other hand, the economical 
management of such a fund requires that the rate and level of its 
accumulation be adjusted, not alone or perhaps even primarily to the 
requirements in foreseen emergencies, but to the avoidance of emer- 
gencies, Not the insurance principle but the conservation principle must 
guide the administration of reserves in the public interest, if the poten- 
tial benefits of such administration are to be fully realized. 


" See J. W. F. Rowe, Markets and Men (New York, 1936). 


*%In the interests of national security or of living-standard security it might perhaps 
be advisable to stipulate “normal” minimum levels of stock-accumulations for, on the 
one hand, certain specified strategic materials, such as chromite or, on the other hand, 
certain basic foodstuffs, such as wheat. Even in such cases, however, the Commission 
should not be restricted in its stock-piling policy beyond the extent implicit in the estab- 
lishment of such stock-level minima. 
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(b) One of the surest ways to conserve any natural resource is to _ 


divert some part of the drain upon the known.reserves thereof to other 
resources. This means reducing the consumption of the raw materials 
representing Nature’s niggardliness and using in lieu thereof those 
representing Nature’s bountifulness. Ordinarily, to effect such a shift 
economically requires, as a pre-condition, an advance in knowledge of 


the ways and means of utilizing available materials, in a word, an im- © 


provement in technology. In early times, geographical exploration and 
prospecting might lead to the discovery of theretofore unknown re- 
sources, yielding materials equally suitable, or even superior, to those 
conventionally used and, from long-continued exploitation, declining in 
fertility or accessibility. Nowadays, however, since the earth has been 


so well explored and its elements so fully determined, the opportunity | 


of “finding” alternative raw materials.is substantially confined to tech- 
nical exploration of processes for combining elements from diverse 
known sources. The resultant products are known as synthetic mate- 
rials. 

The quest of economical ways to produce synthetically the “scarcer” 
raw materials would represent one of the prime functions of the pro- 
jected Conservation Commission. Its first responsibility would be to 
survey research projects of this type under way, at home and abroad, 
and to keep intimately in touch with their progress, including negative 
results obtained, and with new developments. From domestic sources, 
it should be empowered to obtain full information of this character, 
upon a confidential basis. Moreover, it should be directed to endeavor, 
through suasion, to effect a better codrdination of efforts in this field. 

The Commission’s responsibility would not end, however, with the 


solicitation of information and proffer of suggestions on voluntary re- `. ` 


search work. To encourage research in this direction, from funds ap- 
propriated for the purpose it should be empowered to make grants-in- 
aid, within stipulated maximum limits per grant, to universities and 
colleges, endowed institutions, and even industrial laboratories, subject 
to prescribed conditions.*® The flexibility afforded the Commission in 
negotiating the terms of grants-in-aid of research projects should help 
materially in safeguarding the public interest, directly through release 
from dependence for scarce raw materials on foreign sources of supply 
or monopoly-held resources, and indirectly through abatement. of the 
“price” for such release now subject to exaction under the patent laws. 


The expenses underwritten would be limited to those incurred in specific projects, 
definitely outlined and agreed upon in advance. Terms of participation in, or access to,_ 
the results obtained, whether patentable or not, would be fixed by the contract. By 
statutory provision these terms might supersede, in such circumstances, the privileges 
under the patent laws which would otherwise be available to the inventor, provided 
that in no circumstances were this to be construed as authorizing contract terms more 
favorable to the inventor than those conferred by patent grants. 
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But the encouragement of private research in synthetic processes of 
raw materiais provisionment is not enough. In a matter so vital to na- 
tional security and social well-being, the government should itself take 
the lead in the development of technology as a basic means of resource 
conservation. The projected Conservation Commission would be a 
suitable agency for conducting such research. It should be empowered 
to establish laboratories adequately staffed and equipped for scientific 
investigation of problems pertinent to its major responsibility (resource 
conservation), in fields which it deems, on the basis of its surveys, stud- 
les and practical administrative experience inadequately explored by 
other agencies or institutions. Such a directive would serve as a token 
of Congressional determination to “back the attack” on waste in a 
campaign aimed at its roots. It would witness to Congressional aware- 
ness that winning the war on waste is going to be a long, uphill fight, 
and that reliance alone on expedients promising quick results might 
well lead to greater disappointments than those inevitably associated 
with scientific pioneering. 

Finally, the Commission should be authorized to arrange with the 
proper authorities of foreign governments, and on occasion, perhaps, 
with alien enterprises or institutions, for the exchange of technological 
information, on an equitable, reciprocal basis. In so far as the dispo- 
sition of the results of the research conducted under its immediate 
direction is concerned, such a grant of authority would seem expedient 
and unlikely to encounter serious constitutional hurdles. For the power, 
wisely exercised, could bring a substantial accretion to the conservation- 
fostering techniques within the public domain, for the benefit of all and 
to the detriment of none. It would effectively supplement the govern- 
ment-sponsored research program going forward under the Commis- 
sion’s aegis. 

In so far as the disposition abroad of the patented results of privately 
conducted research is concerned, the advisability of embracing that, 
too, in the Commission’s authority and making it exclusive might well 
be considered. After all, patents are public franchises. Their grant might 
fairly be conditioned, it would seem, upon the renunciation by the 
patent-applicant of his (now) untrammeled privilege of disposition of 
foreign rights to the exclusive practice of the same invention.” If the 

2 A statutory limitaion upon the privilege of “exporting” technology (sale abroad of 
the foreign patent rights in any invention made and patented in this country), making 
it contingent upon the approval of the Conservation Commission, should encounter no 
insuperable constitutional obstacles. The standards provided for the guidance of the Com- 
mission in passing upon applications for permission to effect such transfers (including 
cross-licensing agreements) need not differ signally from those provided in respect of 
the exchange of technical information acquired in its own research laboratories. In either 


case, “due regard for the protection of the public interest” would presumably express 
the basic criterion. 
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“reciprocal exchange” power of the Commission (over foreign dispo- 
sition of technical advances made in this country) were thus extended, 
it should serve to strengthen appreciably its bargaining power and by 
expanding the technological resources at the command of American 
industry greatly facilitate the conservation program. . 

(c) In those fields in which Congress has seen fit, or may hence- 
forth see fit, to safeguard the national interest in respect of the service 
of supply of particular raw materials by providing for the nationaliza- 
tion of all or any part of the resource in question, the administration 
of these properties should be assigned to the projected Conservation 
Commission. Helium, the Naval oil reserves, and the national forests 
are outstanding examples of resources presentiy nationalized of which 
it is recommended that the management should be thus concentrated. 

One of the principal objects of the whole experiment is to facilitate, 
indeed insure, the codrdination of policy in respect of the exploitation 
and utilization of various basic resources. The general character and 
specific terms of the measures appropriate for the prevention of waste 
of one material, e.g., coal, are often directly conditioned by those 
adopted for other materials, e.g., oil. Unless the same agency which 
deals with the regulation of the reserves of a given natural resource in 
private hands is also entrusted with the control of the publicly-owned 
reserves thereof, there is grave risk of friction developing between the’ 
two agencies. In such circumstances, the policies of each might easily 
be frustrated, even though they might represent simply different routes 
to the same goal, so that either, by itself, would have been salutary. 
Even if, for some special reason, it were deemed expedient to leave the 
actual management, say, of the national forests in the Department of 
Interior and of state forests in the executive agencies of the several 
states, the ultimate control thereof, the choice of the pattern of policy 
to be pursued, should clearly be vested in the proposed Conservation 
Commission. 

(3) Rule-making powers. The rule-making powers appropriate for 
conservation agencies established by public authority have generally, 
hitherto, been conceived on the model of those designed for the regula- 
tion of public ulities. Starting with this viewpoint, administrative bodies 
established for the conservation of particular natural resources have 
commonly been empowered to impose limitations on entrance to the 
given field and restrictions on the volume and methods of productive 
operations. Thus, for example, they may be authorized to forbid drilling 
of oil wells on tracts of less than a minimum prescribed area or to re- 
quire that wells be “shut in” unless and until they are provided with 
facilities, whether by pipe-line connection or otherwise, for the non- 
wasteful disposal of output. In respect of volume of production, the 
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conservation authority may be empowered to issue orders fixing a maxi- 
mum over-all rate of output, ordinarily with provisions for ratable tak- 
ing. Most common of all the rule-making powers customarily conferred 
on these bodies are those authorizing restrictions on methods of opera- 
tion. Orders stipulating selective cutting in logging operations, sub- 
standard mineral removal in mining operations, and gas-oil ratios in oil _ 
recovery are cases in point. 

In all this the legislative implementation of administrative controls 
(delegation of rule-making powers) designed to foster conservation of 
natural resources bears a striking resemblance, in essentials, to that of 
administrative regulation of public utilities. While conservation com- 
missions have not ordinarily been concerned, ostensibly at least, with 
price fixation, as public utility commissions almost invariably are, the 
difference in this respect is more nominal than real. Price “stabilization” 
is a thinly veiled objective of the institution of oil proration, and in fact, 
as it has developed in the several state jurisdictions, it may be stated 
unreservedly to have been everywhere the dominant desideratum.” 
The most striking difference between the institution of administrative 
regulation of public utilities, on the one hand, and of natural resource 
industries, on the other, is that in the former the major emphasis is on 
the fixation of price maxima and in the latter on the establishment of 
price minima. Obviously, from the standpoint of the conception of 
conservation developed in Section I, above, this distinction is of no 
fundamental significance. A genuine conservation policy will be as 
much concerned to forestall (unreasonably) high prices as to prevent 
(ruinously) low prices. 

That the means hitherto generally adopted for the effectuation of 
conservation policies have not completely fulfilled their purpose can 
hardly be gainsaid. But by itself this affords no adequate ground for 
abandoning them. Many other factors have contributed to the outcome; 
to name only a few: limited scope of jurisdiction, inadequate funds 
for enforcement, public apathy, administrative inexperience. Conceiv- 
ably, the exercise of the rule-making function in direct conjunction with 
the investigative and operative functions surveyed above might well 
lead to a more circumspect and at the same time more realistic con- 
servation strategy, with an attendant development of a more rigorous 
discipline in these singularly undisciplined industries. In these circum- 
stances, the shortcomings of the methods traditionally employed might 

The incidence of conservation measures on prices is less conspicuous in the evolution 
of policy in respect of forestry and fisheries. On the other hand, "in two outstanding 
instances of federal institution of administrative controls in the interests of conservation, 
namely, under the Bituminous Coal Conservation act in its successive forms and under 


the Soil Conservation act as amended, price fixation is either an expressly granted method 
or a declared objective. 


` 


1944] WATKINS: SCARCE RAW MATERIALS 255 


be substantially overcome by giving the projected Conservation Com- 
mission administrative powers similar to those of public utility com- 
missions. 

For present purposes, however, we prefer to concentrate attention 
on the expediency of a more modest program. Succinctly, what is pro- 
posed is that, initially, the Commission be authorized, in so far as those 
resources are concerned of which the exploitation is already subject to 
administrative regulation of the traditional (entrance-limitation or 
operating-rule) type by an existing federal agency, or in the several 
state Jurisdictions, simply to formulate the basic rules or standards 
applicable to, or to be embodied in, their respective orders or determina- 
tions.” If the power of promulgating such working standards for the 
guidance of subordinate state or federal conservation agencies is 
granted, the Commission should, of course, be authorized to review the 
orders and determinations of these bodies to insure their alignment with 
the basic federal policy. 

The main reason for thus limiting, here, the scope of the rule-making 
powers of the conventional type which it is proposed be initially as- 
signed the Conservation Commission is not in order to lighten its 
administrative burdens at the outset and thereby facilitate the transi- 
tion to a new régime of resource utilization, though that practical con- 
sideration might well be important. It is, rather, to introduce the ques- 
tion of whether it might not be advisable in inaugurating the new, and 
broadened, national conservation policy here proposed to consider the 
feasibility of implementing it by the grant of another kind of rule- 
making power to the Commission than those customarily associated 
with administrative regulation. 

The supplemental rule-making powers to which we refer may be 
summarily described as provisional orders suspending, imposing, re- 
ducing, or increasing, within legislatively prescribed limits, federal 
taxes, whether in the form of customs duties, excises, corporation in- 
come levies, or any other form, upon or affecting the production, trans- 

“So far as we are aware, there should be no constitutional barrier, in a matter of such 
vital national concern, to the erection of federally devised “targets” for the administration 
o: state conservation laws, or even to conferring upon them a compulsory, overriding 
authority, In effect, this has already occurred twice in connection with oil proration, once 
in peace, under the National Recovery Administration and now in wartime, under the 
Petroleum Administration for War. Practice testifies to its feasibility, thus, and in the 
absence of a specific judicial holding to the contrary we should not interpret the Schechter 
decision, 295 U.S. 495 (1935), as going so far as to preclude the legislative adoption of 
such a device, under suitable safeguards, for the implementation of a federal conservation 
policy. In respect of those natural resource industries presently subject to the conserva- 
tion orders of (nonemergency) federal administrative bodies, notably bituminous coal 
and agriculture, it would be a simple matter, of course, to amend the statutes in a manner 


to give “priority” to the guiding rules and standards promulgated by the Conservation 
Commission, - 
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portation or utilization of raw materials derived from natural sources. 
The qualifying term “provisional” signifies that such orders would be 
valid and effective only during a limited period, pending ratification or 
rescission by act of Congress. Moreover, the duration of this period 
and the circumstances in which this rule-making power might be exer- 
cised would be for Congressional determination. 

There is proposed, thus, no displacement or supersession of the ulti- 
mate authority of Congress in levying taxes. What is proposed is, rather, 
to put the taxing power to work, within properly defined limits and 
with suitable safeguards, in the service of, surely, one of the most im- 
portant functions of government: the conservation of the material patri- 
-mony of society. As the late Justice Brandeis was wont to say, the 
potential usefulness and adaptability of the taxing arm of government 
as an instrument of social control has been largely overlooked. It is — 
capable of most discriminative and effective use. Indeed, taxes provide 
the simplest and surest device for either expanding and expediting the 
exploitation of resources and recovery of reserves, or checking such 
operations. Well-designed tax-rate adjustments can force into use re- 
sources which would otherwise remain wastefully idle, just as effectually 
as they can force out of use resources which should be husbanded. That 
is their great virtue, as compared with the operating-rule type of ad- 
ministrative order which is primarily adapted, if not inherently limited, 
to negative, ż.e., restrictive, directions. If, for historical reasons, this 
regulative device has been comparatively neglected, there seems to be 
no ground of principle or policy for foregoing an attempt to discover 
its possible advantages. 

It should be added at once, however, that there is little of novelty in 
this suggestion. In the first place, so far as the exercise of the taxing 
power directly by Congress itself is concerned, the statute books con- 
tain numerous instances of its use for the purpose indicated. To cite 
but two examples, neither of which is drawn from protective tariff 
legislation which affords many illustrations of the same practice, the 
Bituminous Coal acts have all provided for differential excise taxation 
in support of the declared conservation policy, and the so-called “‘de- 
pletion allowance” in favor of minerals producers in the corporation 
income tax laws is designed to serve the same end, partly by assuring 
owners of these “wasting assets” recoupment of their capital invest- 
ment and partly by the provisions affording flexibility in relating the 
period of the accounting deduction to the period of the mineral ex- 
traction.” 

2t might be added, parenthetically, however, that a good case could be made out 


for the establishment of a Conservation Commission with, at the very least, investigative 
and consultative powers simply upon the basis of a review of the actual operation of 
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Again, so far as the delegation of the power to suspend or change 
tax levies is concerned, the legislation sanctioning the reciprocal. trade 
agreements program provides a clear precedent and an instructive 
model. If the State Department, an arm of the Executive, may con- 
stitutionally be accorded the privilege of suspending or readjusting, 
within stipulated limits and for specified objectives, the customs duties 
established by Congressional enactment, it-is not apparent why a simi- 
lar power might not be vested in a Conservation Commission, con- 
stituting an arm of Congress itself. And if customs duties may thus be 
revised or amended by executive action or administrative proceedings, 
there is no clear and persuasive reason for denying a like Congres- 
sional authority to delegate a similar power in respect of excise duties 
or other types of tax levies, subject to the same conditions.” 





these sporadic, ill-conceived, and fumbling attempts to advance a good cause. In particular, 
the egregious miscarriage of the depletion allowance provisions of the corporation income 
tax law has reached scandalous proportions and led to the recent recommendation by the 
Secretary of the Treasury that, in preference to their retention in their present form, 
they be repealed forthwith. 


“Furthermore, arguing from analogy, another precedent may be found in the so- 
celled Connally “Hot Oil” law. In that instance Congress, in support of state oil pro- 
ration programs, forbade the transportation in interstate commerce of “contraband oil,” 
z.é., of oil produced in violation of any valid state proration law or order issued pursuant 
thereto. Though in its original form, as Section 9(c) of the N.LR.A., authorizing the 
President to impose such a prohibition at his discretion, this measure was invalidated by 
the Supreme Court in the Panama case, 293 U.S. 388 (1935) as an unconstitutional 
delegation of legislative power to the Executive, the constitutionality of the prohibition’ 
as it now stands, by direct Congressional enactment, (U.S.C. Title 15, Sects. 715 a-k) has 
been sustained. U.S. v. Skeen, 118 Fed. (2d) 58 (1941); U.S. v Gilliland, 312 U.S. 86 (1941). 

Yet if, without the prescription of any conservation standards whatever, Congress may 
lawfully delegate to state legislatures the power to define “contraband oil” of which inter- 
State transportation is forbidden altogether, it is not clear why it might not authorize a 
federal agency of its own creation to give concrete content to the standard of “conserva- 
tion” established by Congress itself and to condition the privilege of moving in inter- 
state commerce oil, or any other raw material produced subject to such federally de- 
fined standards, upon the payment of an excise tax remissible upon satisfactory proof 
of compliance with the detailed standards so provided. Granted this, if by preference 
the Congress chose to leave the day-to-day administration of the proration programs 
in the several states and to impose a tax upon the interstate transportation of oil 
graduated in accordance with the extent to which, in the judgment of a federal Conserva- 
tion Commission, these several state programs embodied, and gave effect to, conservation 
principles laid down by the Congress and concretely defined by the Commission, what is 
to hinder such a procedure? 

If it be objected that constitutional authority for the use by Congress of its taxing 
power to control the movement of goods in interstate commerce, even for the conserva- 
tion of human resources, has been found lacking by the Supreme Court [in the Drexel 
case, 259 U.S. 20 (1922)], the answer is not far to seek. For the Drexel case followed 
avowedly and unswervingly the ruling in Hammer v. Daggenhart, 247 U.S. 258 (1918), 
and it is sufficient to recall that that precedent has since then been explicitly and unequi- 
vocally overruled [in the Derby case, 312 U.S. 100, 117 (1941)]. Furthermore, the 
validity of differential excise duties levied in support of a conservation policy declared by 
Congress has been determined, it would appear conclusively, by the decision in the Sun- 
skine Coal case, 310 U.S. 381 (1940). 
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A major handicap inthe use of the taxing power as an instrument of 
social control has beer that, as heretofore generally employed, it has 
lacked that flexibility, the capacity for continuous adjustment to the 
ever-changing circumstances of practical affairs, which is the special 
merit of the administrative “order” method of regulation. Levies have 
been “fixed” by legislative enactment and the process of legislation is 
notoriously sluggish and cumbersome as compared with the adminis- 
trative process. What is here proposed is, in essence, an experiment 
in overcoming this handicap. By engrafting a carefully qualified power 
of provisional tax-rate adjustment on the rule-making powers of a 
responsible administrative agency, constituting an arm of Congress, 
it is suggested that the great end and purpose for which the Conser- 
vation Commission is established could be most effectively advanced. 
The enforcement of a broad and genuine conservation policy should be 
greatly facilitated in such complex situations and fluctuating condi- 
tions as those, for example, which now confront the administrator of 
the several agricultural conservation measures and have proven so 
vexing in practice” were-a simple system of excise taxation adopted 
and the Conservation Commission empowered, subject to stipulated 
limitations, to make such provisional suspensions and adjustments of 
the rates as on the basis of developing experience would in its judg- 
ment, after hearings, tend to promote the public interest. 

It may be frankly avowed that this proposed supplement of the rule- 
making powers of the Commission is not envisaged as a device made 
available solely for meeting “extraordinary emergencies.” For effective 
employment, it should be developed as a regular expedient of admin- 
istration. The tax-rate modifications would in every case be provisional, 
but they would not necessarily be temporary. It is contemplated, in 
other words, that in the absence of clear evidence of abuse of admin- 
istrative discretion the Congress would not rescind action taken by the 
Commission pursuant to this authorization, just as it is now generally 
contemplated that it will not repudiate the reciprocal trade agreements 
negotiated by the Department of State under its authority, thereby 
restoring in effect the customs duties fixed by the Congress itself. Fur- 
thermore, in those circumstances, presumably to be stipulated in the 
Commission’s organic act, in which positive Congressional ratification 
is required within a specified period, say, one year, it is anticipated, 
likewise, that the Congress will support its own Conservation Com-. 
mission, in the absence of countervailing considerations which, upon 
mature deliberation, in its judgment outweigh the factors upon which 
the Commission rested its action.”® 

3 See the Rock Royal case, 307 U.S. 533 (1939), and the Fuburn case, 317 US. 111 


(1942). 
* Incidentally, it may be well to repeat here a suggestion advanced in connection with 
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In conclusion, some brief observations of a general character upon 
the program herein outlined for dealing with the knotty and urgent 
problems of safeguarding in the public interest the service of supply of 
basic raw materials are in order. First, the program has been framed 
upon the fundamental premise that existing policy in respect of the 
regulation of this branch of the economy is inadequate. It is ineffectual 
alike from the standpoint of the preservation of national security and 
from that of maintenance of living standards. This is no place for half- 
way measures. Secondly, the program is predicated upon the assump- 
tion that the deficiencies of policy are no less marked and their cor- 
rection no less urgent in respect of the avoidance of ruinous surpluses 
than in respect of the avoidance of perilous shortages. No public policy 
worthy of the name can afford to be less solicitous of the interests of 
producers in escaping paralyzing gluts than of those of consumers in 
escaping intolerable deprivations, or vice versa. The risk of “too much” 
is just as great as the risk of “too little.” The one jeopardizes interests 
just as vital as those jeopardized by the other. In this sense, too, a 
salutary policy cannot be evolved out of half-way measures. 

Thirdly, the program has been designed upon the postulate that we 
live today, and will live even more fully in the future, in a world econ- 
omy. In raw materials we are not sufficient unto ourselves. We are part 
and parcel of a system of international exchange whereby the resources 
of different regions and climates are made available to all, not freely, 
of course, or invariably upon an equitable and economical basis. There’s 
the rub! But it is in the direction of facilitating these exchanges and 
assuring, so far as may be, their effectuation upon equitable and eco- 
nomical terms that a sound solution lies for the raw materials problem.- 
In sum, in putting our own house in order, in devising a policy for the 
protection and advancement of the public interest in the continuity of 
supply of raw materials, it has to be kept in mind that we have inter- 
national economic obligations to discharge no less: than international 
economic rights to defend. Here again, half-way.measures (preoccu- 
pation with our own distinctive national interests without regard to, 
or even in disregard of, the reciprocal interests of other nations) are 
worse than no measures at all. 

Finally, the program outlined need involve no departure, it will be 
observed, from the settled and tested principles of public policy em- 
bodied in the antitrust laws. There would be no occasion for granting 
exemptions from the salutary restrictions safeguarding freedom of en- 


the earlier discussion of other proposed powers of the Commission, that every recom- 
mendation, determination or order made by it should be accompanied by a full explana- 
tion of the grounds therefor, after the manner of the “opinions” filed in support of 
judicial decrees, A strict and conscientious adherence to this practice would contribute 
immeasurably to the success of the whole experiment. 
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terprise and freedom of competition from privately contrived “re- 
straints.” The adoption and enforcement of a genuine conservation 
policy along the lines suggested would in no way require, and need in 
no particular be conditioned upon, the suspension or abatement of 
antitrust enforcement. Such limitations upon freedom of choice in 
respect of investment, management, and pricing in raw-materials sup- 
plying industries as the program outlined might entail would not neces- 
sarily stifle competition. Furthermore, such limitations as did operate 
to abate its excesses or to check its perversions would issue from public 
authority acting under adequate legal sanctions. No more need such a 
program carry with it any exemption from the antitrust laws than does 
the subjection of carriers to a public utility type of administrative 
regulation operate to relieve them from liability for practices and agree- 
ments in undue restraint of trade.” 

In short, the conservation policy outlined is designed to supplement, 
not to supplant, antitrust policy. Given perspicuity in its drafting and 
wisdom in its administration, it should go far to ameliorate the condi- 
tions which have focused critical attention on the raw materials sector 
of the national economy. At the same time, in contrast to the half-way 
measures so frequently advanced for dealing with these issues, it should 
tend to promote international concord, preserve a democratic polity, 
and nurture a dynamic economy. 

” This principle has been so firmly established by a long line of antitrust cases 
involving carriers subject to regulation by the Interstate Commerce Commission that it 
is no longer open to challenge. See, for example, the Trans-Missouri case, 166 U.S. 290 
(1897); the Northern Securities case, 193 U.S. 197 (1904); the St. Louis Terminal case, 
224 U.S. 383 (1912); the Reading cases, 226 U.S. 324 (1912), and 253 U.S. 26 (1920); 
the. Southern Pacific case, 259 U.S. 214 (1922); and Terminal Warehouse v, Pennsylvania 
Railroad, 297 U.S. 500, 515 (1936). And it appears now that even the express approval by 
the Interstate Commerce Commission of arrangements among, or practices by, carriers 
which are in unreasonable restraint of trade does not place them beyond the reach of anti- 


trust proceedings. See, e.g., the Chicago Junction case, 264 U.S. 258 (1924), and the Pullman 
case, 50 Fed. Supp. 123 (1943). 


THE CONTROL OF STRATEGIC MATERIALS 


By Watton HAMILTON*™ 


I. A Problem of Frontiers 


A number of strategic commodities present an unique and insistent 
problem of public control. The source of supply lies in one—or at most 
two or three—countries. The bulk of demand lies in other and non- 
producing countries. Hence a political frontier lies between production 
and consumption, between sellers and buyers, between the two parties 
to the bargain by which the industry is carried on. As a result there 
is no correspondence between the political control and the thing to be 
controlled. Accordingly an attack on the problem can not begin with 
objectives and pass on to policies and program; it must, in addition, 
discover or contrive an agency or agencies of regulation. 

If each producer were a separate business unit, nationality might 
not be a confusing factor. For, tariffs and customs restrictions apart, 
regulation might be left to the market, where political allegiance is an 
irrelevance. But the very fact that the purchasers are under another 
flag tends to remove the legal barriers—and to weaken the moral 
scruples—which stand in the way of collective action by the producers. 
It makes it easy for them to respond to the “felt need” for association, 
to make secure their business, to stabilize their prices, to fix their terms 
of sale. To the buyer is left only the option—in respect to a strategic 
material a nominal one—of taking or leaving it. In ordinary speech, 
there is monopoly; in legal terms, the contract has gone unilateral; in 
downright fact, the consumer has been disenfranchised. 

In such a situation the ordinary remedy would be to invoke the 
power of the state—-to end the monopoly or to subdue it to the public 
interest. Here such a resort—except by an uncertain and circuitous 
route—is out of the question. For the parties who have been put at a 
disadvantage are not citizens of the states which alone have the power 
to act. A shrewd lawyer will assert that there are devices, e.g., an action 
in rem against the goods, by which jurisdiction can be asserted. Such 
legal moves, however, are tortuous, uncertain, inadequate to secure 
results. On the contrary, since the burden of scarcity falls almost ex- 
clusively beyond their borders, the producers are in a position to 
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appeal to their own government to protect their monopoly. As a result 
the state lends public sanctions to private restraints of trade. By legis- 
lative act and executive order, it gives its blessing to reduction of 
capacity, regulation of output, maintenance of price schedules. It makes 
a breach of the code of the industry a violation of the law of the land 
and in effect puts its police power at the service of a private government. 
It often finds it to its own advantage to become a party to the monopoly; 
for an export tax, assessed on the strategic material, is a means for 
collecting from the alien the monies with which to meet the expenses of 
government. 

Thus the frontier becomes a fault-line in public control. The power of 
the state is used in behalf of the party already in position to dominate 
the bargain. The weaker party is left without direct recourse to political 
action. | 

It is impossible to give a definite list of such strategic materials. The 
quality strategic is a matter of degree and of circumstance; materials 
are what they are only in respect to the functions they perform; a score 
of trends play upon their importance and use. New sources of supply 
may be discovered; new products may appear as substitutes; materials, 
equivalent in office and character, may emerge from a novel process. 
It is technology which gives value to the stuffs which it processes; and 
as the useful arts advance the gifts of nature are remade. A new inven- 
tion will secure more mileage from a gallon of petroleum or will allow 
a coating of tin to be spread thinner. A new process will enable ores 
to be worked with a mineral content of 20 to 30 per cent where formerly 
70 per cent set the limit of that which was commercially feasible. With 
the progress of the various chemistries, a shift from-“precious ma- ` 
terials” to others which are in greater abundance is under way. With 
technology on the march, the emphasis of value shifts from the natural 
to the processed good. ` 

No material, then, enjoys security in its strategic position. All are 
played upon not only by all the facts of culture which the economist 
reduces to the shorthand of “demand” but also by all the facts of 
technology, industrial order, political control which forever redefines 
the function of a good. A ware of trade, however indispensable it seems 
to be, may have its primacy disputed, or may even lose its rôle in the ` 
production process. Any catalogue of strategic materials must reflect 
the state of the industrial arts; where an economy has been revised 
and expanded—as ours has been abruptly oriented to the war effort— 
the list of goods, and their relative positions, must be in flux. A catalogue 
drawn up at the time of Munich would need revision today; and one 
as of this date might be only suggestive—or even historically reminis- 
cent—a quarter of a century hence. 
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At this point, then, the series of concrete cases must serve to illus- 
trate, rather than specify, the problem in its variety. Natural rubber, 
tin, mercury, industrial diamonds, cobalt, tungsten, titanium, nickel, 
mica, molybdenum, pantelum, radium, quartz crystal, occupy or have 
occupied, the stragetic pinnacle. In respect to all of these the United 
States has no rank as a producer, yet is a large or even a dominant 
consumer. Rubber is an essential of a culture built upon the automobile; 
we were, until the natural product was cut off, dependent upon Malaya; 
the synthetic product has not yet made out its case. Quinine is far 
more than a specific for malaria; it—or a synthetic substitute—is, 
where that virus prevails, a condition of the common health and of full 
production. For the moment our demand for mercury is met; but 
American and Mexican supplies are high-cost. And, when there is no 
longer a war to depreciate the importance of price, our dependence on 
Italy and Spain may be renewed. The military effort has provoked a 
resourcefulness which probably has permanently removed cobalt from 
the list of materials we must worry over. Thus each item presents its 
peculiar case, the terms of whose equation change with the times. 
Each ware has its distinctive use, place in the economy, structure of 
organization, system of marketing, scheme of public control. Each, 
accordingly, invites its own strategy of attack. But in respect to the 
political frontier, as a barrier to effective control, they present varia- 
tions upon the same monopolistic theme. The restrictive schemes built 
around each are alike in that they all impose private taxation, extract 
an unearned increment, impair the strength of the consuming nation. 
Their incidence runs far and wide, their burdens are felt wherever 
modern industry has risen. They are the world over virtually a check 
on progress. It is, therefore, possible to consider the essentials of a 
general attack on the problem; and to list the instruments of control 
which are available for use. 

The possible means by which these monopolies may be broken or 
controlled are best considered in terms of the party- by whom the move 
is to be made. So the question becomes what can be done by (1) indus- 
trial consumers who must pay the bills; (2) the government of the 
United States acting alone; (3) a number of nations operating in 
concert. 


II. Action by the Business Corporation 


Against such monopolies, the consumer—whether an individual, a 
corporation, or a nonproducing state—has no effective protection. There 
is for him no adequate substitute for the power which he may wield in 
the free and open market. Unless the art of business contrives new 
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techniques, he is limited to the use of one or more of some such tech- . 
niques as these: 

1. Stockpiling. He may accumulate stocks when prices are low and 
later use his reserve to beat prices down. This involves risk and the 
expense of idle capital. The technique is within the reach only of the 
state-and the larger corporations. Besides, the zone of operation is 
narrow; low prices are at best slight depressions in a level fixed by 
monopoly. If the accord among producers is a loose one, advantage 
may be taken of occasional breaks; or one member may be played off 
against another with the bait of large orders. But if the line holds, the 
gains from stockpiling will be small. — 

2. Use of the yardstick. A consumer corporation may purchase a 
property or explore for a new source of supply. The new property 
might, in its own set of costs, present a criterion for prices; and, if 
there were bargaining power to make it good, the monopolist might be 
forced to come to terms. Real relief might be had if the property were 
acquired at a. value in accord witk the price of the good in a competitive 
market. But it is not to be forgotten that monopoly tends to be capi- 
talized into extravagant values for property. The only real chance seems 
to be to keep alert and to watch for misfortune to individual producers, 
or to await the liquidating action of a depression. 

The device of a yardstick is habitually used by large buyers who 
set up plants of their own and use their costs of production as criteria 
for the maximum prices they will pay. Again, the device is available 
only to the very large corporation or to the state. Exploration and the 
launching of new ventures may avoid monopoly values of property; but, | 
since they demand large investments and rather long periods for de- 
velopment, they are not within the reach of small business. 

3. Buying into production. A kindred method of production is to 
buy into the producing corporations. To be really effective, it needs to 
be done before the accord is tight and while shares of stock still reflect 
a competitive market. The purchase needs to be made in an amount 
sufficient to represent an apparatus of production large enough to turn 
out a supply of the strategic material adequate to the needs of the 
buyer. Again the device is available only to the large corporation. It is 
dubiously open to the government, for any state would entertain seri- 
ous misgivings over any other state buying into its business enterprises. . 

The use of the device creates å new hazard. For money invested in. 
such a manner not only insures a supply—perhaps at a'‘reasonable 
price—but comes to be looked upon as an investment expected to yield 
a profit. An interest comes to be vested which is quite in accord with 


. that of the other owners. If the consumer corporations can pass on the 


high cost in the prices of their finished products, their urge to secure 
the material upon reasonable terms is likely to be lost. 
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4. Prospecting and invention. The consuming corporation may 
prospect for a new source of supply, or it may try to invent a material 
which will serve the same purpose. In either case, it is a costly business; 
monies laid out in research, exploration, development, are capital in- 
vested. Success, which is uncertain, creates its own interest. The new 
source of supply may in time become just one more venture to be taken 
into the accord. And parties interested in the natural product will seek 
to protect their flank by asserting control over the synthetic article. 

5. Collective bargaining. The buyer may set up a collective pur- 
chasing agency. A united front of sellers is to be met by a united front 
of buyers. In the years before the war the foreign buyers of our “scrap” 
got together and managed to dictate the terms of purchase. But there 
was no unbreakable accord between sellers; and there were other prod- 
ucts—though at a higher price—which would serve the same purpose. 
How effective such a device will prove must depend upon circumstances 
and the particular commodity. But just as the producers must have 
markets, so the consuming corporations must have the strategic com- 
modity. The whip hand, of course, depends upon relative financial ` 
resources and staying power. But in such a struggle the producers have 
two decided advantages. In the first place, in respect to raw materials— 
in contrast with fabricated goods—overhead is usually small and out- 
of-pocket expense is relatively large. As a result the output of mine 
and plantation may safely be reduced until the market picks up. In 
fact a dominant aspect of monopoly control is manipulation of produc- 
tion and of capacity-to-produce. In the second place, if only they can 
hold their lines, the producers can stockpile against a certain future _ 
demand, while the consumefs—once their own meager inventories are 
exhausted—cannot escape the demands of the public for their own fin- 
ished products. An incidental fact is that the producers, however many 
of them there may be, form a territorially compact group, while the 
consumers are widely scattered in area and in industrial affiliation. 

The use of such a technique raises a serious question of policy. A 
conspiracy among buyers, as clearly as a conspiracy among sellers, is 
contrary to the law of the land. It is to be morally justified, if at all, only 
by the necessity of meeting a solid front of producers. Here, in respect 
to domestic matters the law is clear. Technically, a charge of antitrust 
would lie against the combination of buyers; whether, in view of its 
purpose to force monopoly price down, it could be made to stick in 
court is another matter. If there is a place for a plea of the rule of 
reason, this would seem to be it, for the very intent of the restraint 
is to break a restraint. But, the specific occasion aside, the device is 
dubiously to be indulged. A restraint sanctioned in a good cause may 
endure to serve a bad one. 

6. Voice in management. A formal organization of each of the indus- 


266 THE AMERICAN ECONOMIC REVIEW ' [JUNE 


tries turning out a strategic material is now under official consideration. 
In order that both parties be served it is proposed that the consumers 
of the product be represented on the directorate and in the manage- 
ment. Since all the commodities are producers’ goods, they represent 
expense to business houses which may be expected to keep their own 
costs of production as low as possible. And, to insure that the con- 
sumer interest be kept pure and undefiled, it may, in addition, be speci- 
fied that no consumer corporation is to be permitted to buy into the cap- 
ital. If such a scheme is to be effective, the consumer corporation must 
be accorded the power over the arrangements under which the good is 
produced and marketed which they would possess in a competitive 
market; that is, they must, without any investment whatsoever, be 
granted one-half of the members of the directorate. The directors’ meet- 
ings would then become a continuous process of collective bargaining 
between those who produce and those who process the material. 

As thus set up, the government of the industry becomes a substitute 
for the free and open market. But it is not easy to contrive an organiza- 
tion to take over the office of an institution no longer on the job. 
There is always present the possibility of a deadlock and against this 
an umpire would have to be installed or some machinery of mediation 
set up, There inhere in the scheme hazards against which safeguards 
must be contrived. The representatives of the consumers must hold 
their offices long enough to know, as insiders know, the affairs of the 
industry. Yet, being in the industry, they must in interest remain aloof 
from it. They must watch costs, prevent bottlenecks, plan for ef- 
ficiency, stimulate the progress of technology, inquire into the uses to 
which the strategic material can be put in a dynamic economy. 

The mark of the scheme is to domesticate a cartel to the public in- 
terest. There is more than a chance that the balance between interests 
will be lost and that gradually a professional management will assert 
its supremacy. There is always the threat that an industry which should 
remain flexible will be frozen into establishment. Finally, such a system 
could not operate as an independent business enterprise. The sanctions 
of the government would be necessary to make it go. | 

All of these proposals have one hazard in common. As the scheme 
tends to become effective, the agent which must be depended upon for 
action threatens to become inadequate to the task—or even to go over 
to the other party. None of the alternatives outlined is for the little 
fellow. To win success they must be undertaken by large corporations 
in close accord. But such a concentration of wealth and power, however 
laudable its purpose in the instance, is in the aggregate to be viewed 
skeptically. Nor could it easily prove effective against an accord of 
producers backed by the sanctions of their state. It is in fact hard to 
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see how any of these devices—used singly or in combination—could 
prove effective without the support of the consuming corporations by 
their political states. 


Ill. The Range of National Action 


As an independent actor, or as an accessory to corporate action, a 
number of possibilities are open to the political state. However useful 
these lines of activity appear in the abstract, it is again case, occasion 
and circumstance which must decree their use in respect to particular 
strategic commodities, 

1. Diplomacy. The good old-fashioned stand-by is diplomacy. The 
consumers of a particular commodity complain to their government that 
they are being gouged. Their government then makes representations 
through the decorous channels of international communication to the 
governments of the producers; the governments of the producers call 
the matter to the attention of their own nationals. After the issues have 
been made crystal clear the governments of the producers manage to 
bring their own nationals into line—or in polite language explain away 
the complaints. The exchange of letters is usually courteous, inter- 
minable and ineffective. In the end the matter is likely to lie exactly 
where it was in the beginning. For diplomatic urge is no match for the 
pressure of interests deeply vested at home. It is a little too much to 
ask that diplomacy, at least in its present imperfect state, provide a 
substitute for the operation of the free and open market. 

2. Reprisals. It is possible, of course, to endow diplomacy with 
teeth. The polite request may mask a threat and the threat may prove 
effective if it appears likely to be translated into action. If the nation 
or nations which have the stranglehold on a strategic material produce 
other wares for which they are in need of buyers, the consuming country 
may dictate terms upon which it will open its markets to these other 
goods. Or if the consuming country has itself strategic materials which 
the producing nations must have, it may withhold its own wares until 
terms in respect to the accused commodities are made right. 

The hazard is that the use of such a procedure may touch off a 
conflict of interests in the consuming state. The gentlemen of a trade 
may not welcome the threat of a withholding of their output unless the 
. gentlemen of another trade are accorded easier ‘bargains. Reprisal is a 
nationalistic weapon; and, once it is employed, it is hard to restrict 
its use to an attack upon monopoly. The game is best carried on by a 
state whose policy is avowedly mercantile or even imperial. It is cur- 
rently being played bluntly by Germany and Japan and with finesse by 
Great Britain. But as yet the United States has not established such a 
discipline over corporate enterprise as to become a skillful player. Our 
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lack, however, is in a tradition and in a priestcraft of the higher mer- 
cantilism. We possess the resources with which to impose some con- 
cern for the national good upon even the most stubborn group which 
regards its dominance over a strategic good as existing for purposes 
of revenue only. 

3. Use of trade barriers. In its attack upon unreasonable prices the 
state may employ all the devices available to make easy or difficult 
the way of trade. A number of nations impose export duties, to be 
paid by the foreigner, upon their strategic materials. This superb 
technique we do not possess; for historical accident has left in the 
Constitution itself a prohibition of excises on exports. If we are to play 
a mercantile—or it is an antimercantile?—game, it must be without 


. benefit of one of its essential weapons. We can not recoup by assessing 
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our exports which the exploiting nation must have. A duty on imports 
does not serve as neatly. It can be used to encourage independent 
sources of supply. But, if there are none, and if the firms which produce 
are all within the accord, it is not very helpful. We employ reciprocal 
trade treaties, and we can make it a condition of commerce that the 
strategic material reaches us at a fair price. Invoking the concept of 
“the most favored nation,” we can resolve the countries with which we 
trade into groups. We can even create a class of nations with which we 
do not trade, and consign the offending country to this category until it 
has mended its ways. All such devices are very limited in use. When a 
direct channel is closed, trade tends to find a way around. Witness our 
experience, both as respects trading with the enemy and blacklisting 
particular firms, in the present war. 

4. The withholding of privilege. As a military instrument of war the 
United States has created in Lend-Lease an institution of international 
benevolence. Since the war is reducing the capacity to produce of a 
large area of the world, and is increasing our capacity to produce far 
more than that of any other nation, it is likely that in some form or 
other Lend-Lease will survive the war. In a threat—or the action—of 
withholding its blessings the United States has a powerful weapon with 
which to secure concessions. It can, if resistance is obdurate, actually 
throw Lend-Lease in reverse. The United States, due to its generosity, 
will probably emerge from the war far less a creditor nation than had 
there been no Lend-Lease. But, where its monies are sought for recon- 
struction or industrial expansion, it can capitalize its position into more 
reasonable terms of purchase. 

And, if we are willing to employ mercantilist devices to fight mercan- 
tilism, the same possibility is open in respect to private capital. We can 
refuse to sanction loans or investments by our citizens in any country 
so long as we have grievances against accused commodities. In respect 
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to all such exports of capital the United States may decree that funds 
of its nationals are not to go into any country which does not make 
available its strategic materials to all nations upon terms consistent 
with the language of the Atlantic Charter. The question of police, how- 
ever, cannot be blinked. Funds are fairly mobile and corporations of 
various nations are interlocked. The American capital that leaves the 
United States may enter the country of employment as an export of 
investment funds from some other nation. 

5. Litigation. It may be possible to reach combinations abroad by 
resort to the courts. But legal forms lie in the way of clean-cut action. 
The real question is the harm that is done here—the domestic effects 
of a conspiracy abroad. The legal difficulties are the assertion of juris- 
diction and the availability of a remedy. If the foreign cartel maintains 
an agency in this country, or if it does business here, it can be reached. 
But “doing business” is a term of art and the question is exactly what 
particulars the courts comprehend within it. If, for example, the 
De Beers diamond syndicate runs an advertisement in the Saturday 
Evening Post—as recently it did—is that doing business in the United 
States? The concept has of late been enlarged by judicial decision but 
current holdings do not yet invite a clean-cut attack. Changes in 
process, in jurisdiction, in forms of action may be necessary to secure 
adequate opportunity for our courts to act. 

As matters now stand, if the cartel has agents here, a criminal action 
probably lies against the corporation and their officials. Convictions 
might have a salutary effect in the conduct of the industries; but a 
judgment at law might fall far short of an adequate remedy. The 
concern affected‘might withdraw from all formal business in the United 
States and insist that our nationals who wanted the strategic ware must 
come abroad and get it. They might boycott all of our buyers so long 
as there were suits in, or judgments from, our courts against them. If 
the company or companies against which we wished to proceed were 
technically doing business here, an action for triple damages under 
Section 7 of the Sherman act would be in order. It might be brought, 
not by a private person but by a government corporation. For tactical 
reasons it had best be brought by a subsidiary of a government corpora- 
tion with a charter from the State of Delaware.* The judgment would, 
of course, have to be turned over to the Department of State for 
collection. Yet litigation, however inadequate to a general attack, might 
be made a powerful reinforcement of other forms of action. 

6. Commodity corporation. The United Kingdom Commercial Com- 

*It might, in spite of the decision in the case of United States v. Cooper Corp., 312 U.S. 


600, which probably no longer represents the view of the United States Supreme Court (see 
State of Georgia v. Evans, 316 U.S. 159), be brought directly by the. United States itself, 
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pany has ventured into this field. With some changes in its charter and 
office the United States Commercial Company could be given useful 
‘employment. If there is to be a collective action by buyers, it might 
offer an instrument which is subject to public control. It might engage 
in stockpiling; and, in response to market conditions, it might purchase 
and sell. Its strength and staying power ought to enable it to play a 
long-time game and capitalize to national advantage the ups and downs 
which beset the accused commodity. Along the same line the Recon- 
struction Finance Corporation and its subsidiaries offer facilities, sanc- 
tions, pressures which can be turned to account. It must be remem- 
bered, however, that so long as the lines of the sellers remain un- 
broken, the activities of the U.S.C.C. must move within a limited area. 
This should prove less so in the case of the R.F.C. which can, through 
operation in other areas of the economy, stage a flank attack. 

7. Progress of the useful arts. Yet, where possible, the simplest and 
most effective answer to the problem is to loosen—or even free ourselves 
from—dependence upon the foreign source of supply. If natural 
deposits, natural soils, natural climates are not within national reach, 
the second industrial revolution—with its various biologies, chemis- 
tries, metallurgies—may provide a way out. The-laboratory may turn , 
up a new way to an old product or a new product which will fulfill the 
same use. A synthetic substitute may be found for a thing that grows 
or comes out of a mine. Thus atabrine—or even a chemical product 
`. which is identical—can be made to break the quinine monopoly. 
Aluminum can be freed from its dependence on bauxite and can be 
made to serve many of the purposes to which tin is put. Magnesium can 
be given an opportunity to break a monopoly tightly established about 
aluminum. And, if only the right process be given a chance, a synthetic 
rubber of quality can be produced in quantity to sell at a reasonable 
price. Either the government or its corporate nationals may employ 
the novel method or engage in the fabrication of the synthetic good. Its 
production may be undertaken only to the extent necessary to create 
- a yardstick for costs and to insure against exploitation. Or the nation, 
directly or through its corporations, may embark upon the business so 
thoroughly as to free itself completely from an alien source of supply. 

Already private industry has done much to invent new methods and 
to contrive synthetic products. But obviously it can blaze the way only 
where enterprising corporations with adequate funds can go whole- 
heartedly into research. Where there is a vested interest in product or 
technology, or where freedom of action has been compromised by cor- 
porate ties abroad, it is obviously unsafe to depend upon business initia- 
tive. Where progress lags, the government itself may have to do the 
necessary pioneer work. 
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In such an undertaking the agency of government employed must 
be animated by the larger values of public policy. It is the nature of 
private business to seek security for itself. It will always, whenever its - 
estate is threatened, seek to arrest the progress of the useful arts or to 
take the novelty into captivity. The presumption should be heavily 
set against the control of the new process or the synthetic product by 
parties with investments in the old process or the natural product. If 
the legal rights to competing technologies come into the possession of 
the same business enterprise, it should be compelled to divest itself of 
one of the technologies or to issue open licenses to both. It is surprising 
that the use of technology as a means of public control is so backward. 
For here is an instrument of policy ready to hand. It promises to be an 
effective and definite weapon in the hands of the state; the possibilities 
of its employment have as yet not even been explored. 

Such are the devices, instruments, procedures with which the state 
can execute its policies. They are not so much invitations to action as a 
kind of arsenal of controls which the government may draw upon and 
use. If each department of state is a realm unto itself, their possibili- 
ties will remain dormant. Their effective use demands clean-cut objec- 
tives, flexibility in action, resourcefulness to catch the occasion with 
the right move. And there must be a single direction of weapons, agen- 
cies, actions toward a satisfactory result. 


IV. Action by a Concert of Nations 


A number of these measures may in the end demand action by two 
or more nations. And since a political frontier separates the two par- 
ties to the bargain of production and sale, the problem is in essence 
inter-national—if not international—in character. Yet hazard and 
difficulty attend an attempt to set up an agency of control whose juris- 
diction is at all coterminous with the thing to be controlled. 

1. Form of action. Action may take one of two forms: (1) a 
separate agreement between the producing and the consuming nations 
in respect to each strategic material; or (2) a general international un- 
derstanding which proclaims standards and outlines procedures to be 
followed in respect to every strategic commodity. 

The first of these seems the more promising beginning. It involves 
in each case only the parties immediately concerned; it starts with cur- 
rent questions and deals with immediate situations; it gives the greater 
promise that the industry-in-operation will correspond to the settle- 
ment on paper. Above all it insures the greater chance for the consumer 


7In the text “inter-national,” or action in unity between two or more nations, is dis- 
tinguished from “international” or action by an agency representing many nations. 


272 - THE AMERICAN ECONOMIC REVIEW [JUNE 


nations to assert their interests; for their pressures, never easily 
mobilized, are likely to be quite dissipated in an attack upon the prob- 
lem of strategic materials in general. After all, those who pay the bills 
can obtain only so much protection as they can force. Their trump card 
is an impregnable bargaining position. As against such limited accords, 
a general international control might be more political and less business- 
like in character. The one advantage of the international over the 
inter-national is that currently it better accords with popular ways of 
thought. 

2. Raw Materials Committee. A Raw Materials Committee might be 
set up with jurisdiction over the whole matter. It would have the ad- 
vantage of control over a clean-cut but non-national economy which 
‘ transcends national boundaries. Its composition would present difficult 
problems. In theory its members should be just, disinterested and al- 
most omniscient. In practice it is not easy to secure such a personnel. 
Men of ability are to be had who are public minded and without the 
specific competence demanded by such an office. Or able executives 
are to be had who know the industries thoroughly and are deeply 
involved in their own corporate affairs. But the combination of special 
competence and lack of a pecuniary stake is not easy to obtain. Our 
` own administrative experience reveals the danger that the agency of 
control may be captured by the very interests it was set up to regu- 
late. 

Representation, too, presents its peculiar problems. Should the mem- 
bers of the committee be chosen by nations or by industries? If, by 
nations, what criteria mark a nation as eligible? If by industries, how 
is the balance between the producing and the consuming interest to be 
maintained? The greatest danger of all is that the committee will 
supply a front behind which the current cartels will be continued and 
will furnish sanctions by means of which resort may be had to the 
public courts to police the private law of the industry. A more ingenious 
proposal than any thus far put forward will have to be devised before 
it is safe to set up a Raw Materials Committee. 

4. The rationalization of industries. It is being stoutly argued that 
economy and service demand the unification of each industry produc- 
ing a strategic material and its regulation in the public interest. It is 
certain to be proposed that norms of operation be set up, that every 
such industry shall shape its conduct by such standards, and that the 
nations of the world severally pledge each other to police such a sys- 
tem, each in respect to its own nationals. The trouble is that, if all the 
firms are gathered up into an industrial entity, it becomes extremely 
' difficult to formulate and apply standards by which performance may 
be measured. Under a competitive régime such formal standards are 
not called for; all business units submit themselves to the arbitrament 
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of the market; the more efficient concern goes ahead and the backward 
firm drops out. But, when the market is no longer the umpire, there 
must be a measure of performance. 

In the absence of competition, control must fall back upon the 
ordinary devices of regulation. It may be agreed that the producing 
nation will see to it that the association in question will furnish the 
strategic material “without discrimination and at a fair price.” It may 
even be specified in detail that alien consumers are to get the good at 
cost plus a fair profit. Here such norms of judgment are not likely to 
prove more reliable than they have in public utilities and in respect to 
war contracts. It is no great feat of accountancy to crowd the current 
ways of carrying on—with all their waste, overlapping, privilege— 
into a formula as accommodating as that for cost-plus. Highly as we 
esteem the good faith of a nation, it is asking too much to expect it 
rigidly to police a control, when the interests of its nationals and even 
its own interest lies in the breakdown. It is not the height of wisdom 
to entrust matters of consequence to private industrial governments not 
yet oriented to the public interest. 

All of this sums up to the stubborn fact that the understandings be- 
tween nations must be projections of domestic policy. Agreements be- 
tween nations there must be; and eventually they may lead to an inter- 
national order, with its agency, code of industrial law, sanctions, police. 
But however far it goes, the power and the drive must come from con- 
sumers conscious of, and alert to attain, their own ends. In this area a 
nation can secure advantage only as it can make its power felt. The 
drive toward a world order must implement—as it must supplement— 
domestic public policy. 


V. Public Policy in Action 


As with other matters of statecraft, the problem of strategic materials 
does not lend itself to mechanical solution. What can be done is con- 
ditioned by impinging aspects of the economy and what is to be done 
in respect to them. Devices, procedures, agencies there must be; but 
they are instruments of a larger policy as well as techniques shaped to 
a particular task. Not only what is done but how it is done must be 
conditioned by policies and techniques otherwise in use and by the 
general intellectual climate within which controls must be operated. 

1. Labor standards. The specific program of control must, of course, 
be shaped to accord with the foreign policy of the United States. It 
must be an aspect of the series of measures through which our national 
economy is linked—in whatever ways and to whatever degree—with 
that of other nations. Whatever form policy takes, the state must be 
employed as an agency of control. But resort to political action is not 
a commitment to a narrow nationalism. The question in respect to raw 
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materials i is not whether we will ade or not; but, assuring the trade 


. -and in the absence of a free and open market, to secure for ourselves 
` a fair bargain. Yet if we demand equity, we must do equity. A fair 


return to the workers is a necessary cost of production; and we must 
see to it that our consumers do not exploit alien labor. Labor standards 


are a matter of consequence to us; their maintenance enlarges-the area 


in which there is a population blessed with adequate purchasing: power 


and helps us to expand our own going economy. 


2. Value of national defense. A product of the war may be a prac- 
tical system for maintaining the peace of the world. Until it has demon- 


' strated its efficacy, national security will rank high among the objectives 


of policy. Its value demands that we assure ourselves beyond perad- 


- venture of access to all essential commodities. In instances the device 


: of stockpiling may be adequate; it is, of course, subject to the con- 


è 


tingency that we can not tell in advance the magnitude and duration 
of the crisis against which we wish to guard ourselves. Alliances with 


other countries may assure sources of supply. But ties may be broken 


or an enemy may cut the route along.which the good comes. It, there- 


_ fore, seems imperative to encourage experimental work toward the 


contrivance of synthetic substitutes. But pioneer work is not enough; 
effort must not lag until the laboratory has been converted into the 
commercial product. A factory or two may be enough to insure that 
the know-how is available. But plans should be ready and facilities at 


` hand for the expansion of plant capacity at the earliest threat of war. 


3.. The complex of political factors. Measures must be shaped and 


~ executed within a political situation which is far from clean-cut. Among 


the factors which must not-be overlooked three stand sharply out. 
First, the economic does not accord with the political structure of 

society. States and economies are hopelessly at odds. The political map, 

though many times revised, still reflects the conditions of a handicraft - 


‘system. Modern industry, impelled by the march of technology, has 
refused to stay pent up within frontiers. And as a commercial venture; 


employing a number of corporate forms, does business in many lands, 
it tends to lose its home ties. Loyalty to a particular state is on the 
decline; the nationality of the corporation tends to become nominal 
rather than factual. A state can not tell by the charter whether it is 
dealing with its own national or a creature whose political allegiance 


lies elsewhere. The result is a growing intermingling of domestic and 


' foreign affairs. 


Second, a diversity of political theory marks the operation of differ- 
ent states. One exercises a tight, another a loose, control over its cor- 
porations. In one land worshipful companies are the accredited agencies 
of. the state; in another they are held to be “private concerns” into ~ 
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whose affairs a public authority must not obtrude. One will make an 
industry an instrument of power politics; another will leave its business 
units free to seek for themselves whatever alliances they please. If 
companies in different countries are allowed to make trade pacts, it is 
obvious that through such bonds the “tough” state may do much to 
impose its will upon the “soft” state. 

Third, these strategic materials are among the most important assets 
of economic warfare. This means that an attempt of ours to ease terms 
or make secure a source of supply will be met by more than ordinary 
resistance. It makes it all the easier for the producers to induce their 
governments to lend their sanctions to the monopolies which they have 
erected. It also makes it the more imperative that we should use every 
device in our power to free ourselves from the exclusive—and exclud- 
ing—combinations between foreign producers and their governments. 

4. An administrative agency. All of this points clearly and directly 
to the need for an administrative agency. Commodities and industries 
are unlike and the situations to which policy is addressed are changing. 
A number of distinct devices, procedures, arrangements must be brought 
into play. Techniques must be selected and combined as circumstance 
dictates. Power and pressure must, as expediency dictates, be put on 
and turned off. A tight control on a particular material may at one time 
be met by a direct, at another by a collateral, attack. Move must be 
met with counter-move. Strategy, using variable tactics, must be exe- 
cuted within the limits set by national domestic and foreign policy. All 
of which dictates an agency of oversight continuously on the job. 

In style this agency had best be the Strategic Materials Authority. 
In its organization, policy making should be sharply separated from 
administration. The course of its activities should be laid down by a 
Board of five. Each member should possess a knowledge of the opera- 
tion of the economy, competence in matters of strategic materials, a 
demonstrated concern for the public interest. And the President, in 
submitting his nominations for confirmation by the Senate, should be 
required to put in writing the reasons which had prompted the appoint- 
ments. The task of the Board would be to shape measures to guard the 
interest of the government and people of the United States. In its work 
it would be aided by an Advisory Committee made up of representatives 
of the Departments of State, War and Navy, Justice, the Foreign 
Economic Administration, the R.F.C., the technological commission— 
when we get it—and other agencies in interest. Such delegates should 
rank high in their organizations; they should be sufficiently free of 
other duties to devote a substantial part of their time to the work of 
the Authority. A research staff made up of outstanding persons of 
broad competence is an essential to an adequate performance of the 
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office. All administrative matters should be under the control of an 
Executive Officer, appointed and removable by the Board. His work 
should in no way encroach upon the province of policy making. A 
going concern is, of course, a body of living usage. About the structure 
suggested such a body of usage would have to grow. 

5. The instruments of policy. The first act must be to make sure 
that appropriate instruments are within reach. The devices for cor- 
porate action enumerated above are all-available. Their effective use 
depends upon the resources of our consumer corporations and upon the 
skill with which, as occasion offers and circumstance changes, they 
formulate and execute their strategy. The single important exception is 
collective action, against which a strong presumption is to be set. The 
ban of the law should not be lifted unless collective purchase is essen- 
tial to break the monopoly of producers. If it is tolerated, either some 
agency of the government should act as purchasing agent, or the associa- 
tion which acts should be subjected to rigid public supervision. 

In general the way is already open for the administrative employ- 
ment of the devices available to the state. In respect to purchase and 
sale of supplies, the powers of the United Sates Commodities Corpora- 
tion may have to be redefined and enlarged. A further discretion in 
respect to tariff duties and reciprocal trade may have to be given to the 
President or lodged with the Authority. The Lend-Lease, in its adapta- 
tion to peace, will have to be made conditional upon the good behavior 
of the nationals of the favored state. 

At present the instrument at. hand which is potentially strongest is 
actually the weakest. We have not yet learned to use technology as an 
agency of public control. To make it a technique of administration 
Congress must take positive steps to promote the progress of science 
and the useful arts. Where a technical process is not at hand to loosen 
a foreign grip, the government must promote experimental work. But 
the very existence of a new technology is not enough. If, for any one of 
a number of reasons “venture capital” is not available, the government 
must insure access to the necessary investment funds. Here the need 
for legislation is as immediate as it is imperative. - 

As for inter-national—and even international—action, it should 
emerge as the program just outlined gets under way. As a projection 
of domestic policy in a highly dynamic world, its form can not now be 
- reduced to concrete lines. In any event, however, our reciprocal trade 
act must be amended to provide a legal sanction for whatever agree- 
ments may be proper and necessary. And for the immediate future 
the unusual situation can be met by a treaty made and ratified in due 
process. . 

6. Correlative moves. The problem of strategic raw materials has 
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an identity of its own; yet it is intimately linked with a number of 
other problems. If adequate attention is given to them, the way is 
eased for the direct attack proposed here. 

A great difficulty is that public control does not easily come to grips 
with actual business enterprise. To police its measures, it invokes the 
law, and the law takes its course against accused persons. It is the 
corporation, rather than the enterprise, against which proceedings are 
taken. A single business, carrying on its activities in many lands, may 
employ a score or more of corporate forms. Upon a single industrial 
entity a number of corporate forms may be pyramided. A number of 
corporations, each legally an individual, may act together as if the 
several members were an organism. If the business unit can be given 
a clear-cut identity, and if the rule of “one enterprise, one corporation” 
can be made to prevail, the process of control will become far simpler. 

And, to advance a step toward the general, the whole matter has been 
confused by the overcomplication which has been woven into the law. 
The ingenious variations worked out on the simple theme of the cor- 
poration is only one example. Other devices, such as contract and trust, 
have been given kindred work to do. And various devices have been 
contrived by which the high commands of large enterprises are shielded 
from legal attack and secured in almost absolute power. An attack upon 
abuses, directed at the legal forms in which they appear, is not likely 
to succeed. The law offers too many chances for a change in form. 

Nor must it be overlooked that the kind of case discussed here has 
usually reached its acute stage through sanctions uttered by the state. 
Withdraw these sanctions, and the industries turning out the commodi- 
ties become far more susceptible to the discipline of the public interest. 
Since it is essential to the strength of the nation, the patent system 
needs to be restored to its constitutional office of promoting “the prog- 
ress of Science and the useful Arts.” Such correlatives are of the utmost 
importance. The success or failure of techniques directly employed 
depend in no small measure upon the general situation in which they 
are put to work. 

7. Terms of the administrative problem. A number of factors make 
difficult the problem of administrative control. 

The area of the economy to be subjected to these controls is not 
easily defined. The producers of raw materials do not stand out as 
distinct business units. Production and marketing are often under the 
same corporate control. Quite as often processing is similarly linked 
with production. The bottleneck is quite as likely to be found at the 
point of fabrication as at plantation or mine. And, whatever the cor- 
porate form, the dominant interest may have no great loyalty to the 
state which accords protection to its monopoly. Producers of strategic 
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materials, like other cartelists, are likely to be men touched with a 
“higher loyalty” than that to country. In this domain, as elsewhere, is 
-to be found the trend toward the de-nationalization of business enter- 
prise. 

An attack, in the instance and over the years, must make use of 
varied and numerous devices of control. Each of these instruments has 
other uses than that specified here; most of them must be put to work 
by other agencies of administration. Accordingly the task of the pro- 
posed Authority becomes one of direction and diplomacy. It must have 
power to issue directives to other agencies. But the adage, “I care 
not who writes the law, if I am permitted to apply it,” holds here. For 
the directive is written in very general terms, and the art of avoidance 
is at its best in translating the general into the concrete. The directive, 
too, is in its-very nature a clumsy instrument of control. An agency of 
state, jealous alike of power and jurisdiction, does not graciously yield 
discretion to a codrdinate agency. Such a cleavage in will is a spawning 
ground for ingenuities and compliance in the letter may mean defiance 
in the spirit. If, then, an order is not to lose its vitality in its execution, 
it must reflect the joint will of the agencies concerned. The executing 
agencies must be persuaded to share the initial belief in the necessity 
for the steps to be taken. Such a situation, standing sharply out here, 
is no unusual political phenomenon. A concert of action, with confer- 
ence as its instrument, must be employed if the end which the directive 
seeks is to be attained. A number of important policies now demand— 
or are muddled for lack of—the unified use of distinct techniques in the 
- possession of different official hands. Not the least, then, among the arts 
which the Authority is called upon to practice is that of diplomacy. 

A final difficulty is the lack of an adequate tradition. Experience is 
as necessary as planning. Techniques borrowed from other domains 
will have to be adapted to novel use. New devices and procedures— 
perhaps more effective than any outlined here—may have to be in- 
vented. Only through trial and error—and a clear-cut recognition that 
public control consists of a number of arts which may be skillfully or 
blunderingly practiced—can a way of administration be devised which 
will make for economic justice between adverse parties and their re- 
spective states. 

The whole matter is a subject, not for specification, but for an experi- 
mental administration. As the cases differ, so must remedies be ad- 
dressed to their particular circumstance. In respect to rubber and qui- 
nine, for instance, technology can be made to yield as much of a protec- 
tion as we wish against the cartels operating before the war; it may even 
free us of all dependence upon foreign sources of supply. In respect to 
industrial diamonds, the Arkansas field, if put into production, might 
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furnish some relief. Tungsten carbide, as a substitute, already has an 
area of use; and the physics of high pressure, if given a chance, might 
be made to yield something better. In the current state of the art there 
is no substitute for mercury; and our deposits, although substantial, 
can be exploited only at a high cost. But a temporary relief has been 
won; and if later we wish to do business, we are not without protection 
against the European cartel. The sources of supply are Spain and Italy. 
Spain is under such heavy obligation to us that we ought to be able to 
dictate terms; and our conquest of Italy, presently to be complete, must 
surely bring in its wake the end of an old grievance. 

In a word, cases are to be met in accord with their current necessities. 
There can be found no single answer to the problem. Two, three, or 
even half a dozen of these devices may have to be used at once. More- 
over, the cases are sure:to change with the times. A strategy which 
proves effective will have to change its weapons as occasion demands. 
But, whatever the means employed, an exploitation of consumers across 
the political frontier is not to be allowed when it would never be toler- 
ated in respect to citizens at home. The industries which produce stra- 
tegic materials are to be made instruments of the commonwealth of 
nations. 


A COMPARATIVE ANALYSIS OF THREE VARIATIONS 
OF RETAIL SALES TAXES 


By HASKELL Puitre WALD* 


A federal sales tax has been widely discussed as a war and post-war 
revenue measure. A variety of plans has been suggested, differing sig- 
nificantly with respect to the tax base, rate structure, and other features, 
such as the inclusion of a personal exemption or a compulsory lending 
provision. These variations will undoubtedly continue to receive atten- 
tion in any further discussion of the tax.* 

After a brief description of alternative sales tax plans, this article 
focuses attention on the three variations of retail sales taxes which 
appear to be the closest competitors at this time. The taxes are analyzed 
in terms of the different criteria—revenue, equity, anti-inflationary 
effectiveness, and administration—which are important in making a 
rational decision as to which variant would be most acceptable in the 
event that a federal sales tax of one type or another were to be enacted. 


I. Description oj Alternative Sales Tax Proposals 


Existing differences relative to the type of sales tax which would be 
most acceptable do not extend to the question of whether the tax should 
be on the single-stage or multiple-stage (transactions-tax) variety. Opin- 
ion of that question is overwhelmingly in favor of a single-stage levy. A 
tax which applies to the sale of a commodity more than once as it passes 
through production and distribution channels discriminates against non- 
integrated businesses and is likely to have very unequal economic 
effects on producers and consumers of different products. Moreover, 


* While the author is employed with the Division of Tax Research, U. S. Treasury De- 
partment, this discussion represents his personal views and does not necessarily reflect the 
views of the Treasury Department. 


t During Congressional consideration of the 1943 Revenue Bill, the Treasury Depart- 
ment presented to the House Ways and Means Committee a comprehensive study on a 
federal retail sales tax. (See “Considerations Respecting a Federal Retail Sales Tax,” 
Revenue Revision of 1943, Hearings before the Committee on Ways and Means, House 
of Representatives, pp. 1097-1272.) Certain sections of this article are based on the dis- 
cussion in the Treasury’s study. The author is indebted to members of the staff of the 
Division of Tax Research, particularly to Mr. Marius Farioletti, and to Mr. Felix Wahr- 
haftig of the Office of Tax Legislative Counsel, Treasury Department, for helpful criticism 
and suggestions, but these persons should not be held responsible for the analysis and 
opinions expressed herein. 
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such a multiple-stage levy would seriously disrupt wartime price 
controls. 

It is also apparent that most persons would prefer a federal sales tax 
levied at the retail level to one levied at either the wholesale or manu- 
facturers’ level, although the issues here are not as clear-cut as in the 
previous case.? The principal reasons for this preference are: (1) a 
retail tax would introduce least interference with federal price control; 
(2) its revenue potentialities would be greatest because it would apply 
to the largest tax base and would reach inventories in the hands of 
manufacturers, wholesalers, and retailers; (3) a lower tax rate would 
be needed to raise a given amount of revenue, thereby making effective 
administration easier to achieve; (4) it could be adapted to the desired 
scope of a sales tax more satisfactorily because it could be more readily 
extended to cover consumer services, sales of second-hand goods, and 
sales of foodstuffs; and (5) there would be less chance for tax pyramid- 
ing before being passed on to consumers.* 

Prevailing views are extremely divergent, however, with respect to 
the many variations of retail sales taxes which have been suggested. 
These variations extend from a tax with a broad base covering all 
retail sales of tangible personal property and many types of services 
to a narrow-base tax which would exempt sales of food, medicines, 
clothing and “utility” furniture. Some of the plans involve a flat-rate 
tax; others involve tax rates differentiated on a commodity and price 
basis according to whether the goods sold at retail are necessities, semi- 
necessities, or luxuries.‘ 

Several proposals have also been made for graduated retail sales 
taxes, that is, for taxes with rates increasing with the aggregate amount 
of the individual consumer’s taxable purchases.’ Obviously, proposals 
of this type involve formidable administrative problems, since tax 
coupons must be sold to consumers, centralized records of taxable 
spending must be kept for each family unit, and control measures must 
be adopted to prevent illicit trafficking in coupons. 

Finally, there are a number of sales tax personal exemption plans. 
The simplest of these from an administrative standpoint would grant 


? See Revenue Revision of 1943, op. cit., pp. 1105-06. 
* Ibid., pp. 1115-23. 


* Those who advocate a differentiated-rate retail sales tax often cite the British Purchase 
Tax to support their case. The Purchase Tax, however, is levied at the wholesale and 
manufacturers’ levels, where rate differentiation is considerably less of an impediment to 
effective administration than at the retail level. Despite its high rates, the Purchase Tax 
yields relatively insignificant amounts, accounting for only 3 per cent of central government 
tax collections according to 1943-44 estimates. (Jbid., p. 1254.) 


*For example, such a proposal is made by Jerome Weinstein in “A Direct Tax on the 
Use of Surplus Purchasing Power,” Taxes, Sept., 1942, pp. 525 f. 
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a per capita exemption to all civilian consumers, the exemption taking 
the form of either certificates redeemable in cash or tax coupons accept- 
able in payment of the retail sales tax. The size of the personal exemp- 
tion would be related to the cost of a minimum living standard. Instead 
of distributing the exemption on a per capita basis, the plan could be 
modified somewhat by varying the value of the personal exemption 
according to family and dependency status or according to whether 
the recipient were an adult or a minor.® On the other hand, instead of 
granting the personal exemption to all consumers, it might be restricted 
to needy families, eligibility for the exemption being determined by 
the size of one’s income. Finally, compulsory lending might be combined 
with the retail sales tax by distributing exemption certificates to every- 
one but postponing redemption until the post-war period, or by using 
stamps which would be sold by retailers to consumers and retained by 
consumers for redemption in war bonds or for cash redemption after 
the war.’ 

The sales tax variations selected for comparison in this study are the 
three which have apparently gained greatest support: (1) a retail sales 
tax “without exemptions,” that is, with no exemptions other than those 
desirable -from an administrative viewpoint or to avoid multiple taxa- 
tion; (2) a retail sales tax exempting store and restaurant sales of food; 
and (3) a retail sales tax with provision for a per capita personal exemp- 
tion for the civilian population.* While some of the other plans might 
offer greater advantages from the standpoint of equity and anti-inflation 
control, there is reason to believe that the administrative obstacles in 
their path, or the revenue losses that would be entailed, are sufficiently 
serious to rule them out of consideration. 


Il. Revenue Considerations 


The first criterion for evaluating the three sales taxes relates to their 
relative revenue potentialities. At first glance, it would seem that each 


= A gales tax with personal exemptions is suzgested in “Do We Want A Federal Sales 
Tax?” by Charles O. Hardy (Washington, Brookings Inst., 1943, pp. 26-31). A similar 
proposal is made in Fortune, Mar., 1943, pp. 208, 210. 


*For a detailed analysis of four sales tax modifications, see Revenue Revision of 1943, 
op, cit., pp. 1161-86. 

è? The retail sales tax without exemptions is assumed to apply (a) to all retail sales of 
tangible personal property except sales of fuel, commercial, industrial, and agricultural 
machinery, and feed, seed, and fertilizer; and (b) to repair and fabrication services, laun- 
dry, dry cleaning, barber shop, and beauty parlor services, and rentals of taxable goods. 
Sales to the federal government are assumed toa be excluded. 

The tax with food exempt would have the same base, except for the exemption of store 
and restaurant sales of food. The tax with the per capita exemption would apply to all the 
items covered by the tax without exemptions, and tax coupons or exemption certificates 
would be distributed to offset a flat amount of taxable spending for each consumer. , 
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type could be made to yield the same amount of revenue by adjusting 
the tax rates and the exemptions. Such a view is unrealistic, however, 
since tax rates and exemptions are determined by many factors other 
than the need for revenue. High-rate taxes have significant administra- 
tive disadvantages, for they offer greater incentive to evade the tax and 
they make collection problems more difficult. Moreover, high-rate taxes 
magnify inequities which might be inherent in the sales tax law. Political 
considerations also restrict the tax rate as well as the extent to which 
exemptions might or might not be provided. For these reasons, the tax 
without exemptions, being the tax with the broadest base, might prove 
to be the best revenue producer. 

The choice between the other variants depends upon the relative 
reduction in the net tax base that would be involved in a per capita 
exemption as compared with a food exemption. Estimates indicate that 
an annual per capita exemption of $185 of taxable purchases would 
aggregate about the same amount as an exemption covering store and 
restaurant sales of food. Therefore, a sales tax with a per capita exemp- 
tion above $185 would produce less revenue than an equal-rate tax with 
food sales exempt. 

Estimated yields of the three types of retail levies at 5 and 10 per cent 
rates are shown in Table I. If a 10 per cent rate were accepted as the 
TABLE I~-EstrmatTepD COLLECTIONS UNDER THREE TY?2ES Or FEDERAL RETAIL SALES TAXES 

AT 5 AND 10 Per Cent Rates, CALENDAR YEAR 19448 


(At estimated business levels and prices for calendar year 1944) 


Estimated collections 


Type of retail sales tax enone) 
5 per cent tax 10 per cent tax 
Tax without exemptions $3,160 $6,320 
Tax exempting food sales 1,980 3,960 
Tax exempting $185 per capita 1,990 3,980 


Source: Revenue Revision of 1943, op. cit., p. 1151. In computing tax collections under the 
per capita exemption plan, a civilian non-institutional population of 126.6 million was as- 
sumed. 

e Sales tax collections on sales to the federal government or its contractors are excluded 
from the estimates. 


probable maximum for a federal retail sales tax, regardless of whether 
food sales were exempted or personal exemptions provided, then the 
maximum revenue which could be obtained would be 6,320 million 
dollars on the basis of business levels and prices estimated for 1944.” 


* Revenue Revision of 1943, op. cit., p. 1166, footnote 9. 
2 Gallup Polls on the sales tax question indicate that the per cent of voters favoring a 


wA 


284 THE AMERICAN ECONOMIC REVIEW [ JUNE 


A 6% per cent tax without exemptions would produce approximately 
the same revenue as 10 per cent taxes exempting either food sales or 
annual consumer expenditures of $185 per capita. 

In order to isolate revenue from other considerations, the yield esti- 
mates in the table neglect the indirect price- and wage-increasing effects 
of the three sales taxes, the implicit assumption being that these effects 


- would be the same in each case. This procedure, however, is not without 


criticism. Some tax-induced price increases (other than the price rises 
reflecting the shifting of the tax forward by retailers to consumers) and 
wage increases would be difficult, if not impossible, to avoid if any type 
of federal sales tax were enacted. These increases would raise the cost 
of goods and services purchased by the federal government, which is 
currently purchasing about one-half of the gross national product, as 
well as the cost of private purchases. Consequently, there would be some 
offset to the estimated tax collections. While it is difficult to predict the 
magnitude of this offset for each type of tax, the factors on which it 
depends are considered below.™ 


II. Equity Aspects 


A second criterion for assessing the different sales taxes is their rela- 
tive equitableness. The measure of equitableness most frequently used 
is the relation of tax payment to income at different income levels. It 
is evident, however, that the concept of tax equity has other aspects. In 
the first place, individuals receiving the same income differ in tax-paying 
capacity according to the number of their dependents. A single person 
earning $1,000 is able to pay a higher effective tax rate than a family of 
four with the same income. Secondly, some groups receive substantial 
amounts of income-in-kind, such as home-grown food. Such income is 
not taken into account under the federal income tax, nor would it be 
subjected to a general sales tax. Finally, tax analyses from the stand- 
‘point of equity must investigate what possibilities, if any, exist for the 
taxpayer to recoup part or all of his tax liability by securing a boost 
in his income.” 


sales tax declines significantly as the proposed tax rate is increased. (See ibid., p. 1102.) 
A 10 per cent federal rate would be in sharp contrast to the 2 per cent rates generally in 
effect in the sales tax states. 


n See Section IV below. 


£ During the war and post-war transition period, a retail sales tax generally would be 
passed on to consumers in the form of higher selling prices. Forward shifting of the tax 
would be aided by the prevalence of sellers’ markets for most goods and services and the 
existence of price controls which ceil prices (excluding sales tax) below equilibrium levels. 
As described later in the text, there would probably be some modification of the original . 
tax-induced price increases, chiefly in the direction of further additions to selling prices, 
due to the indirect tax effects on the wartime price and wage structure. Other types of 


= 


~ 
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Equity among diferent income groups 


- 


Estimates of average sales tax payment as a per cent of average money 
income at different income levels are shown in Table II.” As indicated 
above, three of the taxes compared in the table—the 61 per cent tax 


TABLE JJ--EFFECTIVE SALES Tax RATES By MONEY INcOME LEVEL, 19437 
(Civilian families and single individuals) 


Average tax payment as a per cent of 
average money income 


Money income class 10% tax, | 63% tax, | 10% tax, | 10% tax, 
without without food $185 per 
exemptions exemptions exempt capita exempt 
Under $ 500 9.4% 6.1% 5.7% —4.6% 
$ 500- 1,000 7.7 5.0 4.5 1.4 
1,000- 1,500 7.2 4.7 4.3 3.2 
1,500- 2,000 6.6 4.3 4.0 3.6 
2,000- 2,500 6.2 4.1 3.9 3.8 7 
2,500- 3,000 5.9 3.8 x 3.9 
3,000~- 4,000 5.5 3.6 3.5 3.9 
4,000- 5,000 Sal 3.a 3.4 3.9 
5,000- 7,500 4.5 2.9 3.0 3.5 
7,500- 10,000 3.8 2.4 2.6 31 
10,000 and over 2.1 1.3 1.4 1.8 


. Source: See footnote 13. The estimates for the 10 per cent tax without exemptions and the 
10 per cent tax with food exempt were taken from Revenue Revision of 1943, op. cil., p. 1166. 
s The estimates in this table are not comparable with figures in Tables IV, V, and VI. 
Tables IV and V are for 1935-36 and are on a consumer income rather than a money income 
basis. Table VI is for 1941. 
b This income class would receive, on the average, an excess of -personal exemption over 
taxable expenditures equal to 4.6 per cent of income. 


modifications, such as tax effects which operate through changes in the level of production, 
would not occur to any appreciable extent until after the conversion of industry to peace- 
time production. (A comprehensive analysis of the economic adjustments which would 
result from the enactment of a retail sales tax will be fourd in John F. Due, The Theory 
of Incidence of Sales Taxation [New York, Kings Crown Press, 1942], chap. VII.) 


* Conclusions based on estimates of the tax distribution by income level should allow 
for statistical deficiencies inherent in the basic income and expenditure data and for certain 
rough adjustments necessary to adapt the data to tax distribution purposes. Moreover, one 
should not lose sight of the other aspects of tax equity. The computations in Table II 
utilized Office of Price Administration consumer income distribution estimates for 1943 and 
consumer expenditure estimates for 1942, published in “Sales Tax Data, 1943,” Staff of 
the Joint Committee on Internal Revenue Taxation, pp. 12, 19, Each class of taxable con- 
sumer expenditures was adjusted to aggregate an amount equal to the value of the cor- 
responding class of retail sales shown in the Treasurv’s estimates of the sales tax base for 
1943. (Revenue Revision of 1943, op. cit., p. 177.) Retail sales to business concerns were 
distributed among consumers on the basis of the distribution of total consumer expenditures 
for taxable goods and services. 
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without exemptions, the 10 per cent tax with food exempt, and the 10 
per cent tax exempting expenditures of $185 per capita—would yield 
approximately the same amounts of revenue. 

According to the estimates, a sales tax with a per capita exemption -. 
of $185 would be distributed progressively relative to income up to the 
$3,000 level and would be proportionate to income from $3,000 to 
$5,000..It would run counter to the conventional ability-to-pay criterion, 
however, in the classes above $5,000, where the effective sales tax rate 
declines as income increases. This shift from progression to regression 
occurs as the progressiveness introduced by the per capita exemption 
provision gradually becomes outweighed by the regressive distribution ° 
of taxable consumer expenditures relative to consumer income. 

The other sales taxes, in contrast, would be distributed regressively 
throughout the income scale. Although the regressiveness would be less 
for the tax with food exempt, since food purchases represent a larger 
part of taxable consumer expenditures at low-income than at high- 
income levels, the gain in taxpayer equity from a food exemption does 
not appear substantial, considering only this one aspect of the exemp- 
tion.” 

These conclusions, however, cannot be accepted without some addi- 
tional comment. From the standpoint of equity among taxpayers, one 
should evaluate the distribution of the tax system as a whole rather than ~ 
the distribution of a single tax taken separately from the rest of the 
system. The fact that certain individual taxes are distributed regres- 
sively relative to income indicates a significant violation of the ability- 
to-pay principle only if it is generally agreed that the tax system as now 
constituted contains a smaller degree of tax progressiveness than is 
justified by ability-to-pay considerations. 

Conflicting opinions have been expressed regarding the degree of tax 
progressiveness that would be most equitable among different income 
groups. There are many who maintain that the present federal system 
is sufficiently progressive over most of the income range due to the 

“Tt can be argued with considerable justification that the estimates in Table II would 
be more meaningful if they related sales tax payments to consumer income efter all 
existing taxes instead of to fotal consumer income before taxes. In this manner the 
regressiveness or progressiveness of existing taxes could be taken into account. Such 
a procedure would necessitate the determination of the “final incidence” of existing 
taxes, a task which obviously cannot be attempted in this article. Computations have been 
made, however, relating sales tax payments to consumer income after federal income taxes. 
These computations do not result in any significant changes in the estimated distributions 
in Table II. Due to the progressiveness of the income tax, the changes are more important 
_ in high-income than low-income classes. For a family in the $7,500-$10,000 class, for 
example, the effective sales tax rate for a 10 per cent tax without exemptions is increased 
.6 to .8 percentage points, or from about 3.8 per cent to about 4.4 or 4.6 per cent. The 


effective tax rates remain unchanged for low-income groups not subject to federal income 
or Victory taxes. 
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wartime increases in the individual income tax; therefore, they claim 
that any regressiveness that would be introduced by a federal sales tax 
would not be objectionable. 

This view is illustrated by the computations in Table III showing 


TABIE TiJ—Estimmatep ErrectivE Tax Rates ror A 10 Per Centr RETAIL Sares Tax 
WITHOUT EXEMPTIONS AND THE INDIVIDUAL INCOME AND NET VICTORY TAXES, AND 
FOR SALES, INCOME, AND VICTORY TAXES COMBINED, 1943 


10 i Income and net Sales, income, and Victory 
a ei Victory taxes? taxes combined? 
Money income oe Sa a! cc mT re ce 
class® o Married, Married, Married, Married, 
MEES o no depend- | 2 depend- | no depend- | 2 depend- 
a ents ents ents ents 
‘es |) wpa] = | ae) ee 
50 5 — — l ; 
1,000 7.4 1.2% 1.2% 8.6 8.6 
1,500 6.9 3.5 1.9 10.4 8.8 
2,000 6.4 8.0 2:2 14.4 8.6 
3,000 5.7 12.6 7.5 18.3 13.2 
4,000 5.3 15.2 11.0 20.5 16.3 
5,000 4.9 T71 13.5 22.0 18.4 
6,000 4,6 18.5 15.3 23.1 19.9 
8,000 3.9 21.1 18.3 25.0 22.2 
10,000 3.5 23.4 20.9 26.9 24.4 


Source: Sales tax figures interpolated from estimates in Table II; income and Victory taxes 
computed on the basis of the Revenue act of 1942. 

® Consumer money income is shown. Statutory net income for income tax purposes is as- 
sumed to equal nine-tenths of consumer income. Victory tax net income is assumed to be the 
same as consumer income. 

b The maximum earned income credit is taken. Victory tax is after the post-war credit. 

° Rather than attempt to estimate the effective sales tax rate at different income levels by 
family size, the estimates for all consumer units are combined with the effective rates for in- 
come and Victory taxes for a married person, no dependents, and a married person, 2 depend- 
ents. The average number of persons per consumer unit is 3.1. 


how the most regressive type of sales tax, the tax without exemptions, 
loses its regressiveness when combined with the federal income and 
Victory taxes. It should be observed, however, that the table is only 
of limited significance; the levies singled out for comparison with the 
sales tax are among the most progressive taxes in the system and the 
effects of other federal, state, and local taxes are neglected.*® 

Even if it were agreed to eliminate regressiveness as an objection to 

In contrast to Table IJ, which shows the effective sales tax rates for classes of money 
income, Table ITI shows the effective tax rates at specific levels of money income, 


Tt should also be noted that the contrast in Table III between the effective rates of 
the sales tax and the rates of the income and Victory taxes is due in part to the greater ` 
revenue yield of the latter. 
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the sales tax, one would still have to consider another characteristic 
of the taxes with and without a food exemption. Unlike the income tax 
and the sales tax with a personal exemption, these two taxes fail to pro- 
tecta minimum living standard for all consumers." They would in fact 
impose a sizeable burden on families at the bottom of the income scale, 
even though certain classes of consumer expenditures, such as housing, 
would not be included in the sales tax base. Families dependent on 
old-age pensions, allotments from family members in the armed forces, 
or on other types of small fixed incomes, have been hard hit by the 
wartime cost-of-living increases. While others might save less or reduce 
nonessential consumption if a sales tax caused another boost in living 
costs, persons with low incomes would frequently be compelled to pay 
the tax at the expense of some essential living needs. 
A sales tax with a personal exemption would not have this drawback; 

in fact, those consumers whose annual expenditures on taxable goods 
and services were less than the value of the exemption would realize 


an increase in income if the unused portion of the exemption could be 
sold. 


Equity among families of different size 


A second aspect of tax equitableness relates to the relative tax bur- - 
dens that would be placed on single individuals and different-size 
families. Since tax-paying capacity varies inversely with the number. 
of the taxpayer’s dependents, it is desirable that the effective tax rate 
at any given income level should decline as family size increases. This 
is achieved under the federal individual income tax by allowing a deduc- 
tion from taxable income varying according to family and dependency | 
status. Similarly, a retail sales tax with a per capita exemption would ` 
permit the large family to enjoy a greater amount of tax-free spending. 

The relative effects of a per capita exemption on the sales tax pay- 
ments of large families, small families, and single persons are illustrated — 
by the figures in Table IV. (Unfortunately, 1935-36 figures are the only 
data available to illustrate satisfactorily this type of comparison.) As- 
suming an annual exemption of $185 per person, the table indicates’ 
that families of 3 or more in the first income class and families of 7 or 
more in the first three income classes would receive an excess of exemp- 
tion over taxable spending.*® In all income classes the sales tax as a 

37 Consideration of the tax burden on low-income groups is frequently subsumed under 


the question of tax regressiveness. There are advantages in treating these issues separately, 
however, since they have different economic, social, and political implications. 


38 The amount of the per capita exemption needed to compensate for a food exemption 
in 1935-36 would, of course, be less than $185. 

1 Taxable spending covers those classes of consumer expenditures which would be in- 
cluded in the sales tax base described in footnote 8. 
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per cent of income is edid as the size of the family is increased, 
reflecting the fact that taxable spending does not rise as fast with family 
size as the value of the per capita exemption. 


TABLE IV—10 Per CENT SALES TAX WITH A PER CAPITA EXEMPTION AS A PER CENT.OF | 
a INCOME AT SELECTED INCOME LEVELS, BY SIZE OF Famy, 1935-36 . 


Assumed | Value of 


Income class? number of| $185 per] Average Taxable |10%.tax on! Tax as 


and size of |AVerage| individ- | capita | taxable [SPe™ding injspending in), per cent 
family Income® | ajc per | exemp- | spending excess of excess of of in- 
family? TE exemption‘lexemption?) comed 
$750-$1 , 000: 
Single person $ 873 1 $ 185|$ 486! $ 301 $ 30.10 3.4% < 
2 persons 869 2 370 457 87 8.70 1.0 
3-6 persons &87 4 740 512 —228 -22.80 | —2.6 
_ 7 or more’ 886 8 1,480 463 | —1,017 | —101.70 | ~—11.5 
$1, 500-$1 , 750: 
Single person 1,617 1 185 764 579 57.90 3.6 
2 persons 1,612 2 370 767 397 39.70 2.5 
3-6 persons 1,625 4 740 849 109 10.90 rf 
7 or more 1,628 8 1,480 872 | —608 —60.80 | —3.7 
$2 , 500-$3 , 000: 
Single person 2,703 1 185 | 1,07 889 88.90 3.3 
2 persons 2,716 2 370 | 1,119 749 74.90 2.8 
3-6 persons , 2,729 4 740 | 1,274 534 53.40 2.0 
7 or more 2,746 8 1,480 | 1,380 —100 —10.00 — 4 
$5 ,000-$10, 000: 
Single person 6,827 1 185 | 1,831 1,646 164.60 2.4 
2 persons i 6,926 2 370 | 2,026 1,656 165.60 2.4 
3-6 persons 6,855 4 740 | 2,332 1,592 159.20 2.3 
.7 or more 6,757 8 1,480 | 2,649 1,169 116.90 1.7 





Source: Computations based on data for 1935-36 published in “Family Expenditures i in 
the United States,” National Resources Planning Board (1941), and “Consumer Expenditures 
in the United States,” National Resources Committee (1939). 

a Income includes both cash and noncash income. ; 

b Data on the number of persons per family in each size and income class are not available. 
For all income levels, the average number of individuals in nonrelief families of 3-6 persons 
was 4.0 persons in 1935-36, and in families of 7 or more persons the average number was 8.1 
persons. 

° A minus sign in this column indicates an exemption in excess of the amount of taxable 
spending. 

d Those families with a negative tax would receive, on the average, a family exemption in 
excess of their taxable spending. 


The other two types of sales taxes fail to make allowances for differ- - 


ences in family size. On the contrary, they would be relatively heavier on 
large families. The figures in Table V (also based on 1935-36 data) 
indicate that taxable spending at any given income level generally 
increases with family size. Families of 7 or more in the $750-$1,000 


` 


— we 
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class are an exception; they receive age amounts of home-pro- 
duced food and therefore spend less for taxable items (including food) 
than other families in that class. Of course, a sales tax would be in- 
equitable even in those cases where the effective rate would be sub- 


TABLE V-—EXPENDITURE PATTERNS AND EFFECTIVE SALES Tax RATES AT SELECTED 
Income LEVELS, BY S1zE oF Family, 1935-36 


Food asa} Tax as % of income 
< percent orl ———__| 
taxable | purchases Da E total | 10% tax | 10% tax 
spending | of food}? excmemgs| taxable | including | excluding 
spending»; food food? 


tte E | ear EE | TYRANNY | UMN ntact ES Tel 


Income level* Total Cash Taxable 


and size of ni mh 
. family sca 


$ 750-$1,000: 


Single person | $ 873 | $ 486 |$ 295 i$ 191 |. 6% 5.6% 2.2% 

2 persons 869 457 265 192 58 39 Aea 

3-6 persons 887 512 304 208 59 5.8 2.3 

7 or more 886 463 267 196 58 5.2 2.2 
$1 , 500-$1 , 750: 

Single person | 1,617 764 437 327 57 4.7 2.0 

2 persons - 1,612 767 395 372 51 4.8 | 2.3 

3-6 persons | 1,625 849 464 385 55 5:2 2.4 

7 or more 1,628 872 498 374 57 5.4 2.3 
$2 ,500-$3 , 000: 

"Single person 2,703 | 1,074 577 497 54 4.0 1.8 
2 persons 2,716 | 1,119 - 524 595 47 4.1 2,2 
3-6 persons 2,729- | 1,274 644 630 51 4.T 2.3 
7 or more 2,746 | 1,380 739 641 54 . 5.0 | 2.3 

$5 ,000-$10, 000: | Fa 
Single person | 6,827. 1,831 846 , 985 46 2.7 1.4 
2 persons 6,926 | 2,026 816 1,210 40 2.9 1.8 
5~6 persons 6,855 | 2,352 1,022 1,310 44 3.4. 1.9 
7 or more 6,757 | 2,649 1,178 1,471 44 3.9 2.2 


Source: Computations based on data for 1935-36 published in “Family Expenditures in 
the United States,” National Resources Planning Board (1941), and “Consumer Expenditures 
in the United States,” National Resources Committee (1939). 

a Income includes both cash and noncash income. 

b Food expenditures in the basic consumer expenditure studies include outlays for alcoholic 
beverages and certain other items which would probably not be included in a food exemption 
under a sales tax. -The available information does not permit the exclusion of these items from 


the food expenditure figures. While the overstatement of food purchases lowers the level of the , 


figures i in the right-hand column, it probably does not result in a significant distortion of the 
figtires in so far as the relative effective tax rates of different-size families is concerned. 


% 


ia the same for large and small families at a given income level. 
From an ability-to-pay standpoint, large families should pay a lower 
tax. 


The column in Table V showing food outlays as a per cent of total ` 


taxable spending indicates that single persons and large ‘families would 


” 


~~ 
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be the prircipal beneficiaries of a food exemption, since food purchases 
are relatively more important for these groups than for small and 
medium-size families. From the standpoint of the tax paid by large 
families, therefore, a sales tax with food exempt would be somewhat 
less inequitable than one without such an exemption; but, from the 
standpoint of the tax paid by single persons, a food exemption would be 
more inequitable. Single persons would be favored whether or not food 
were exempt, since under both taxes they would generally pay a lower 
effective tex rate than other groups, i their greater tax-paying 
capacity. 


Equity between farm and nonfarm consumers 


Farm and nonfarm consumers would fare differently under the 
three types of retail sales taxes because of differences in family size,” 
in expenditure habits and needs, and in the amounts of noncash income 
received. The relation of the three sales taxes to differences in family 
size has already been discussed. The significance of the other two factors 
is considered below. 

Statistical data pertaining to the relative effects of the different sales 
taxes on farm and nonfarm consumers are presented in Table VI.” 
According to the estimates, farm consumers with money incomes in 
excess of $1,000 spend appreciably less on taxable items (including 
food) thar nonfarm consumers. Consequently, they would pay less 
sales tax. The relative positions of farm and nonfarm consumers would 
be reversec. in the money income class under $500. The average farm 
family in this class is significantly larger than the average nonfarm 
family and spends more on taxable items.” 

Farm ccnsumers in all income classes receive larger amounts of 
income-in-Eind (such as home-grown food, fuel, and the rental value of 
owner-occupied dwellings) than nonfarm families. None of this noncash 
income would be taxed under a sales tax, although some of it would 
be taxed if purchased on the market. When income-in-kind is combined 
with money income, it appears that farmers in all income classes would 


The averaze number of persons per consumer unit in 1941 was 3.09 persons for non- 
farm consumes and 4.03 persons for farm consumers. (See “Spending and Saving of the 
Nation’s Famfies in Wartime,” Bull. No. 723, Bur. of Lab. Stat., Dept. of Labor, 1942.) 

3 The table considers only the expenditures of farmers for consumption purposes. The 
sales tax would undoubtedly apply to some “cost goods” (e.g., building materials) used in 
farm production and, consequently, might affect net farm income. The possibility of price 
rises to compensate for such tax-induced increases in farm costs is considered below. 


In 1941, single persons accounted for 7 per cent of the farm consumers in the $0-$500 
class and 44 per cent of the nonfarm consumers in this class. For all income classes com- 
bined, single p2rsons constituted 4 per cent of farm consumers and 16 per cent of nonfarm 
consumers. (See Bureau of Labor Statistics, op. cit.) 
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a 


pay a smaller percentage of their total consumer income. e under a sales 
tax with no exemptions than would nonfarm groups. 

A food exemption would tend to reduce the advantage of oo 
families under a sales tax, since the figures in Table VI show that food 
purchases make up a larger part of the taxable spending of nonfarm 


TABLE VI--EXPENDITURE PATTERNS AND EFFECTIVE SALES Tax Rates BY MONEY 
= Income LEVEL, FARM AND NONFARM CONSUMERS, 1941 


Average i 107, 
number | Average income Average taxable Food as sales tax 
of per- spending Average} % of kachudin g 
Net money | cons 0 eee ee ee food taxable and da 
income class con- I Includ- ' Exclud- E ea a daar % of 
sumer | Money | ,; aT ing ig. “|e g Bi wS money 
unit sai food , food sig income 
Nonfarm 
consumers 
$ O-$ 500] 2.01 |$ 300; $163 |$ 2261$ 76)$ 150 66% 7.5% 
-~ 500- 1,000 | 2.77 742 | 172 469 184 285 61 6.3 
1,000- 1,500 | 2.89 1,243 | 150 732 314 418 57 5.9 
1,500- 2,000 | 3.35 1,737 | 162 996 454 542 54 Sal 
2,000- 3,000 | 3.45 2,449 | 176 1,372 657 715 52 5.6 
3,000- 5,000 | 3.72 3,726 | 213 1,904 964 940 49 S71 
5,000 and over] 4.35 | 11,696 | 358 3,810 | 2,137 | 1,673 44 3.3 
Farm consumers 
$ O-$ 500; 3.74 270 | 417 267 136 131 49 . 9.9 
. 500- 1,000 | 4.04 737 | 529 471 248 223 47 6.4 
1,000- 1,500 | 4.74 1,226 | 557 625 330 295 47 oil 
1,500- 2,000 | 4.30 1,701 | 602 779 443 337 43, 4.6 
2,000- 3,000 | 3.52 2,439 | 603 1,014 $72 442 44 4.2 
57000 & ever 446 | 5,589] 719 | 4,272} nr) oss| a | 2s 


Source: Computations based on statistical data published in “Spending and Saving of the 
Nation’s Families in Wartime,” Bull. No. 723, Bur. of Lab. Stat., Dept. of Labor (1942). 

2 Includes the value of home-grown food, ‘housing of home owners, free fuel, and other 
goods received without direct money payment. : 

> Food expenditures in the original study include purchases of alcoholic beverages and 
other items which would probably be excluded from a food exemption under a sales tax. It is 
believed, however, that this fact does not significantly distort the above figures in so far as 
relative comparisons between farm and nonfarm consumers are concerned. 


‘than of farm consumers. Provision for a per capita exemption, on the 
other hand, would have the opposite effect, for it would increase the 
relative effective-rate. differential between farm and nonfarm con- 
sumers. Farmers at a given income level would generally pay even less 
tax relative to nonfarm families at the same level than under a sales 
‘tax with no exemptions. To the extent that this would result because of 
the larger size of farm families, it would indicate that the per capita 
exemption plan would probably be the more equitable one. To the 


- 


* 
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extent that it would occur because of the lower level of farm spending, 
however, it would indicate that the tax without exemptions would be 
preferable.” : 


IV. Anti-inflationary Effectiveness 


-A final aspect of the equity problem relates to the probable effects 
of the different taxes on the incomes of consumers. If some consumers 
were able to obtain upward adjustments in their incomes to compen- 
sate for the sales tax, they would in effect be shifting their share of the 
tax onto others.” 

Such tax shifting might prove to be significant under present condi- 
tions because of the manner in which the sales tax might affect prices 
(excluding tax) and wage rates. To the extent that it occurred, it would © 
represent a serious violation of the primary intent of the tax, which 
is to assess individuals on the basis of thair purchases of taxable goods 
and services. Especially in those cases where the higher prices and 
wages were paid at the government’s expense, such increases would be 
a reductio ad absurdum, for the government would in effect be paying 
the sales tax liability of the groups concerned. If the higher wages and 
prices were paid at the expense of other groups in the economy, particu- 
larly groups not strategically situated from the standpoint of exacting 
similar increases in their incomes, it would mean that these persons 
would be compelled to curtail their spending or saving to a greater 
extent than would otherwise have been necessary. A more inequitable 
way of distributing a part of the tax load.is difficult to conceive. 

The question of the probable tax effects on consumer income is, how- 
ever, more than a matter of tax equitableness. It directly involves the ~ 
wartime price and wage stabilization program and determines to a 
large extent one’s appraisal of the different sales taxes as anti-infla- 
tionary measures. Should compensatory boosts in incomes occur, busi- 
ness costs, selling prices, and the volume of federal outlays would be 
increased. Mutually interacting stimuli for further increases in incomes 


-= 


2 While this analysis appears to justify granting a larger personal exemption to nonfarm 
than to farm consumers, such differentiation would be extremely difficult to make and 
would be of questionable equitableness in many cases due to the wide variation in condi- 
tions among farmers. 


* The view that consumers necessarily are the final resting place for sales taxes is deeply 
imbedded in much of the economic literature on tax shifting and incidence. In recent years, 
however, as more economists have accepted the “total effects” approach to tax burden and 
incidence problems, it has come to be recognized that many consumers, in their capacity 
as producers, are able to benefit from various forms of tax shifting. (See, for example, 
C. F. Wehrwein, “Taxes and the Consumer,” Am. Econ. Rev., Vol. XXVIII, No. 1 (Mar, 
1938}, pp. 92-99. For a brief discussion of the history and significance of the “incidence” 
concept, see E. E. Oakes, “Incidence of the General Income Tax,” Am. Econ. Rev., a 
XXXII, No. 1 [Mar., 19421, suppl., pp. 76-82.) 
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and prices 'would be generated by both the higher level of costs and 
the expansion of consumer spending power. These stimuli would 
counteract the deflationary effects ordinarily attributed to sales taxes. 

Prior to exploring these inflationary aspects in detail, consideration 
should be given to the relative anti-inflationary effects of the three sales 
tax variants. These effects would be a function chiefly of the amount 
of revenue obtained, the relative tax payments at different income 
levels, and the tax rate. That type of sales tax which yielded most 
revenue would have an advantage from an anti-inflationary viewpoint 
because it would make most headway in absorbing excess consumer 
Spending power. The sales tax. which fell heaviest on low-income con- 
sumers would have a similar advantage because there would be a greater 
likelihood that much of the spending power absorbed would be at the 
expense of consumer spending instead of saving. Finally, the higher 
the tax rate, the greater the penalty that would be placed on spending 
and the more effective the tax would be in directly deterring consump- 
tion. Putting aside consideration of the rate level, earlier discussion has 
shown that a sales tax without exemptions would appear to be most 
anti-inflationary; it would have the broadest tax base and the greatest 
potential yield, and would be most regressive relative to consumer 
income. 

Offsetting these anti-inflationary effects would be the various tax 
pressures on farm prices, wage rates, and business costs. 


Lax effects on farm prices 


The sales tax would automatically induce many farm price increases ° 
as a result of the operation of the parity formula.” The tax would add 
to the prices of many items purchased by farmers, thereby raising the 
Department of Agriculture’s prices paid index, the index used in com- 
puting farm parity prices. A 10 per cent tax without exemptions would ` 
raise the level of parity prices 6 or 7 per cent. To determine the effects 
which such a boost in parity would have on the market prices of agri- 
cultural products and on the cost of living requires detailed ‘price 
analyses of the many farm products. Consideration must be given to 
the current demand and supply situation, to price ceilings and the gov- 
ernment’s price-support program, to the competitive and joint relations 
existing among farm products, and to the effects of the tax on the 
attainment of farm production goals. ` l 

Estimates have been made showing that ii a 10 per cent retail sales 
tax without exemptions had become .effective July 1, 1943, the index 
of prices received by farmers would have averaged 4 per cent higher 


* For a detailed analysis of the effect of a sales tax on the agricultural price structure, 
see Revenue Revision of 1943, op. cit., pp. 1193-98. 
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in 1944 and retail food prices (excluding tax) would have averaged 6 
per cent higher.” In addition to this 6 per cent, food prices (including 
tax) would have increased 10 per cent immediately after the tax went 
into effect. 

Provision for personal exemptions would not have any appreciable 
effect upon the magnitude of the agricultural price increases that would 
be induced by the sales tax, provided that the tax rate were the same 
as the rate of the tax without exemptiors. If the tax rate were raised 
to yield ‘the same revenue as the latter tax, however, the tax with per- 
sonal exemptions would probably induce greater farm price increases, 
since the higher tax rate would result in a larger increase in the level 
of parity prices. 

A food exemption, on the other hand, would reduce the tax effects on 
farm prices, if equal-rate taxes are compared, since the prices-of-food 
items included in the prices-paid index would not be directly affected 
by the tax. But, if the comparison is made in terms of equal-yield taxes, 
the tax with food exempt would cause a slightly higher boost in parity 
and market prices than would the tax without exemptions. 

In summary, the effects of the different sales taxes on agricultural 
prices would be least significant for the tax with food exempt, if equal- 
rate taxes are compared, and for the tax without exemptions, if equal- 
yield taxes are compared. 


Tax effects on wage rates 


Wage-rate boosts to compensate for the sales tax would not have the 
sanction of law, as would many agricultuzal price rises, but they might 
nevertheless prove just as difficult to avoid. The wartime wage stabiliza- 
tion program is under constant pressure chiefly because actual cost-of- 
living increases since January, 1941, have been substantially greater than 
the 15 per cent figure embodied in the Little Steel Formula, the formula 
used by the National War Labor Board as a yardstick for appraising 
many claims for wage increases.” Not only would the direct and indirect 
price effects of the sales tax magnify the disparity between 15 per cent and 
the actual cost-of-living increase, but, if food sales were not exempted, 
the largest increases would be in food pri:ces—increases most likely to 
evoke wage demands. It seems improbable that the National War Labor 
Board and the Office of Economic Stabilization would be able to avoid 
some modification of present wage and price policies in the face of a 
sales tax, particularly if farm groups were able to recoup their tax 


* Ibid., p. 1197. ; 


” The increase in the Bureau of Labor Statistics cost-of-living index between January, 
1941, and November, 1943, was about 23 per cent, 
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payments through the operation of the parity mechanism.” A further 

consideration supporting this view is that labor groups apparently look 

upon a sales tax as a discriminatory levy on low-income families.” 
Assuming complete shifting of the sales tax by retailers to consumers, 


' a 10 per cent tax without-exemptions, or with personal exemptions, 


a 


would cause a direct increase of 6.9 per cent in the Bureau of Labor 
Statistics cost-of-living index.” A 10 per cent tax with food exempt 
would raise the index 2.8 per cent. If the rate for the tax with food 
exempt were raised to 16 per cent in order tò yield as much as a 10 per 
cent tax without exemptions, the increase in the cost-of-living index 
would be 4.5 per cent, still substantially below the 6.9 per cent increase 
under the 10 per cent tax without exemptions." 

While changes in the cost-of-living index are only one of several fac- 
tors affecting the wage stabilization program, the significance of the 
tax effects on the index should not be underestimated. A wartime wage 
policy based upon the maintenance of a given relationship between wage 
rates and living costs is being advocated in many quarters. 


Exclusion of tax from cost-of-living and parity indexes 


t 


In view of the futility of taxing to prevent inflation while at the same 
time permitting wage and price increases to compensate for the tax, it 
is conceivable that the sales tax law would prohibit the inclusion of the 


tax in the official cost-of-living and parity indexes. If the tax did not 


provide for any exemptions, however, exclusion from the cost-of-living 
index would probably have little real significance. Living costs would 
have been raised, regardless of how the index behaved, and it seems 
likely that labor groups would merely become more critical of the index. 
Similarly, the wage effects of a sales tax with food exempt probably 
would not be changed by excluding the tax from the index. 

Under a sales tax personal exemption plan, however, exclusion from 
the cost-of-living index, together with a policy statement that com- 
pensating wage increases would not be permitted, might be significant 
in enabling the government to hold the line on the wage front. The 
personal exemption provision would reduce the tax regressiveness ap- 
preciably and would exempt many low-income workers from a large 


*Fred M. Vinson, Director of the Office of Economic Stabilization, testified before the 
Ways and Means Committee that he could not hold the line on the wage and price front 
if a 10 per cent retail sales tax were levied. (Revenue Revision of 1943, op. cit., p. 398.) 

= See statements of Philip Murray and other labor representatives, ibid., pp. 909-1006. 

©The computations are based on the cost-of-living index as of September 15, 1943. 

= On September 15, 1943, food had a weight of 41.4 per cent in the Bureau of Labor 
Statistics index and the combined weight of all the items that would be covered by a sales 
tax including food was estimated at 68.6 per cent. Food therefore accounted for 60.3 per 
cent of the taxable items in the index. 
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part, if not all, of the tax. Therefore, one might expect less resistance 
to efforts to prevent the tax from being reflected in higher wages. 

If the sales tax law excluded the tax from the index of prices paid by 
farmers, it would obviate automatic increases in parity and food prices. 
Some increases might nevertheless be required to insure that the tax- 
induced increases in farm costs would not interfere with the realization 
of farm production goals. Changes in existing subsidy programs might 
also be necessary. A possible compromise would be to permit inclusion 
of the sales tax on items entering into farm costs and to prohibit inclu- 
sion of the tax on items purchased to meet everyday living needs.” 
Such a compromise, however, would not be equitable among producers 
of different farm products, since tax-induced boosts in the parity index 
would have diverse effects upon the prices of various crops and dairy 
and livestock products.” 

The case for excluding the sales tax from parity computations, or 
for adopting some compromise, would be strongest if personal exemp- 
tions were provided. Farmers would in effect be favored in that event 
because of their noncash income and lower level of consumption spend- 
ing. They would be relatively worse off under a tax with food exempt 
than under the other two sales taxes (although a food exemption would 
not actually discriminate against farmers but merely would tend to 
equalize their position relative to nonfarm groups). Whether or not 
farmers would be more opposed to exclusion of the tax from the parity 
index if food were exempt is difficult to say. They might prefer a food 
exemption because of an unwillingness to have their products taxed, 
even under wartime supply conditions. 


Tax effects on business costs 


The inflationary forces set in motion by a sales tax would also be 
active in a third sector, but surrender to the pressure for higher prices 
in this case would not violate the intent of the sales tax. For important 
reasons, it would be desirable to exclude from the sales tax all sales to 
business concerns (including farmers) of articles to be used in their 
operations. It is frequently not recognized, however, that administrative 
considerations, as well as past experiences with retail sales taxes, rule 
out the possibility of confining the tax in that manner.** 

3 The Department of Agriculture’s prices-paid index includes the prices of 88 items used 
in farm production and 86 items used in family living. (See Department of Agriculture, 


“Index Numbers of Prices Paid by Farmers for Commodities,” June, 1935, and “Parity 
Prices, What They Are and How They Are Calculated,” June 30, 1942.) 

“Tt is extremely doubtful that any type of compromise could be made on the issue of 
excluding the sales tax from the index of prices paid by farmers, The index is intended to 
measure prices actually paid and includes state sales taxes. Moreover, existing pressures are 
in the direction of higher prices. 


“See Revenue Revision of 1943, op. cit., pp. 1125-37, 1210-13. 
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The cornerstone of a retail sales tax law is the “sales for resale 
principle,” according to which retail sales are distinguished from other 
sales. This principle defines retail sales as all sales except sales of 
articles which are to be resold in the form in which purchased, or 
which are to become physical ingredients or component parts of goods 
which are to be resold. Sales to business concerns would be exempt ' 
under a retail sales tax, therefore, only to the extent that they satisfied 
this technical definition of sales for resale (or to the extent that the law 
exempted specific classes of sales from the tax). A bakery would not 
pay a sales tax when it purchased flour and eggs, but it would pay a tax 
when it purchased fuel, baking tins, and mixing machinery, regardless 
of whether these articles were purchased from a manufacturer, whole- 
saler, or ordinary retail store. Similarly, many other business purchases, 
such as durable equipment, office supplies, and building materials, 
would be considered retail sales. 

Few states have gone beyond the physical ingredient rule or compo- 
nent part test to exempt from their retail sales taxes sales to business 
users, except that the majority of them provide for the exemption of 
sales of feed, seed, and fertilizer to commercial producers. Exemption 
of certain classes of goods, such as fuel, which are purchased heavily 
by business users, would relieve businesses (as well as individual con- 
sumers) from part of the tax, but many “cost goods” could not be ex- 
cluded in this manner without disproportionate revenue losses and a 
serious enhancement of administrative problems. To differentiate be- 
tween taxable and nontaxable sales on the basis of whether the sales 
were made to business firms or to individual consumers would not be ad- 
ministratively workable, since many purchases made by business con- 
cerns could be readily diverted to personal use. It would be adminis- 
tratively impractical to check the validity of many of the claims for 
sales tax exemption which would be precipitated. 

Taxing sales to business firms would conflict with price stabilization 
by creating pressure for price ceiling adjustments to compensate for the 
tax-induced increases in costs. Adjustments would be unavoidable be- 
cause some industries would not be able to absorb the tax without undue 
hardship. To the extent that price adjustments were permitted, there 
would be repercussions on other parts of the price structure. The 
original breaks in the ceilings would tend to be widened.” 

It would seem that the particular sales tax variation adopted would 
have little effect upon the extent to which “cost goods” could be ex- 
empted. Under any of the taxes, there would be a clear-cut case for 
exempting as many such items as would be possible without seriously 
impairing administration and revenue productivity. A sales tax without 


3% Ibid., pp. 1192-93. 
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exemptions, however, would require the lowest tax rate to raise a given | 
amount of revenue and would therefore have least effect on business 
costs per dollar of yield. 


V. Administrative Considerations 


Administrative considerations are closely related to the problem of 
selecting the most desirable type of sales tax. Of the three forms of 
retail taxes, the one without exemptions would be simplest to adminis- 
ter, but it appears that its advantage over the tax exempting food would 
not be great. A food exemption would give rise to a variety of problems 
revolving about (1) the distinction between foods and vitamins and 
other preparations for use as dietary sudplements, and between these. 
latter preparations and tonics and medicines; (2) the distinction be- 
tween food and candy; (3) the taxing of soft drinks and alcoholic 
beverages sold or served in connection with meals; and (4) segregation 
by sellers of taxable and exempt sales and checking of the sellers’ - 
records. 

Counterbalancing these difficulties, on the other hand, would be cer- 
tain problems which a food exemption would avoid, including (1) col- 
lecting the tax with respect to retail sales of food by farmers; (2) segre- 
gating the portion of the charges of boarcing houses and American plan 
hotels and resorts representing the sales price of meals furnished to 
guests rather than the cost of lodgings; (3) taxing sales of meals in 
lunchrooms operated by schools or schocl organizations, by employers, 
or by employee organizations; (4) determining when the furnish- 
-ing of meals by an employer to an employee constitutes a taxable trans- 
action; and (5) determining under what circumstances the furnishing 
of meals by various nonprofit organizations constitutes taxable sales. 

The tax without exemptions would impose a smaller compliance 
burden on business concerns because it would obviate separate record 
keeping for food sales and other taxable sales. A further administrative 
consideration in its favor is that a lower tax rate would be needed to 
raise a given amount of revenue. 

_The sales tax with a per capita exemption would be considerably 
more difficult to administer than either of the others. It would present 
. all the problems arising out of the ordinary type of sales tax, in addition 
- to those resulting from the personal exemption provisions. The distribu- 
tion of the exemption coupons or certificazes to consumers would require 
a large staff for supervisory, investigative, and clerical purposes. The 
necessary administrative machinery would be similar in many ways to 
that required for consumer rationing programs. Safeguards would have 
to be established against false claims and duplicate registration by 
consumers and against counterfeiting. If experience with the relief 
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programs of the thirties is any indication, there would be many at- 
tempts to obtain coupons illegally. (The coupons would undoubtedly 
have a cash value, since coupon transfers could not be prevented.) The 
day-to-day work of issuing exemptions to new-born infants, discharged 
service men, and similar persons, of handling claims when certificates 
had been lost or destroyed, and of revising registration lists when per- 
sons died, entered the armed forces, or entered institutions, would be 
substantial. 

The handling of exemption coupons would create inconveniences for 
consumers and additional costs for retailers and the government. Stores 
which are seriously understaffed and are required to comply with war- 
time price-control and rationing regulations would be compelled to 
handle another set of coupons, as well as to maintain records for sales 
tax purposes. Collection of the tax would be more costly to the Bureau 
of Internal Revenue because taxpayers would be able to discharge their 
liabilities with combinations of cash and coupons of different denomi- 
nations. 

While the administrative requirements of the exemption plan would 
depend to some extent on the degree of effectiveness to be achieved, 
it would appear that tax administration is not an area where much 
inefiective administration could be tolerated without a dangerous under- 
mining of taxpayer morale. 


VI. Summary 


This study has compared three sales tax variants on the basis of their 
revenue potentialities, equitableness, anti-inflationary effectiveness, and 
administrative requirements. It is evident from the analysis that no one 
of the variants is superior to the others on all counts. In order to deter- 
mine which type of sales tax would be most acceptable as a federal 
revenue measure it is necessary to balance considerations which are 
oftentimes conflicting. It is not sufficient merely to rank each tax ac- 
cording to the different criteria and count to see which ranks highest 
the greatest number of times. Allowances must be made both for differ- 
ences in the relative importance of the several criteria and for variations 
in the extent to which each would be satisfied by the three sales taxes. 


Tax without exemptions 


A retail sales tax with no exemptions except those desirable strictly 
from an administrative viewpoint or to avoid multiple taxation would 
have important advantages due to its relative administrative simplicity 
and the possibility that it would yield most revenue. Its disadvantages 
would include the disproportionate sacrifices that would be required of 
low-income consumers and large families, and the difficulties that would 
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be experienced in adhering to the government’s price and wage stabiliza- 
tion program in the face of the inflaticnary pressures which the tax 
would set in motion. The risk of causing a serious weakening of the 
stabilization program would be great if a tax rate as high as 10 per 
cent were enacted. 


Lax with food exemption 


A tax with food sales exempt would be almost as acceptable from an 
administrative viewpoint as the tax witrout exemptions and it would 
place a smaller burden on low-income families per dollar of revenue 
yield.** It would be the most equitable of the three variants in its 
relative effects on farm and nonfarm consumers, and it would un- 
doubtedly be less inflationary (or more anti-inflationary) than the tax 
without exemptions. Its effect on the parity index would be only slightly 
greater even though its rate were adjusted to yield the same revenue, 
and it would induce a smaller increase in the cost-of-living index per 
dollar of revenue yield than would a tax without exemptions. Moreover, 
a food exemption might have some psychological value in combatting 
the inflationary wage pressures that would be exerted by a sales tax, 
since workers are very conscious of changes in food prices. Food expen- 
ditures bulk large in the budgets of low-income nonfarm consumers, 
and the amount spent for food is less flexible than expenditures for most 
other items. 

A food exemption would impair the fscal productiveness of a sales 
tax, but some sacrifice of revenue might be justified in order to increase 
the equitableness of the tax and minimize its price-increasing and wage- 
increasing effects. 


Tax with personal exemptions 


A personal exemption provision would offer significant advantages 
in lightening the burden of a sales tax on low-income groups and giving 
needed tax relief to large families. It might also make the inflationary 
pressures that would result from the sales tax more amenable to gov- 
ernment control. 

These advantages, however, should ke balanced against the formi- 
dable administrative requirements of the plan. Use of exemption certifi- 
cates redeemable in cash, rather than sales tax coupons acceptable in 
payment of the tax, would be more desirable from an administrative 

% Although the gain in the latter respect does not appear to be great on the basis of the 
over-all tax distribution estimates in Table II, it should be noted that the gain would be 
relatively largest for low-income city families whe would be most in need of tax relief. 
Money expenditures on food are higher relative to income for city families than for all 


consumers combined, because the over-all averages are reduced by the lower food outlays 
of farm families. 
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. standpoint, but it would have the disadvantage of separating the grant- 
ing of the exemption from the paying of the tax. Some savings in ad- 
ministration might be realized by assigning the task of distributing the 
personal exemptions to local price and ration boards, but this would 
not alleviate the compliance burdens on consumers and retailers. More- 
_ over, to accept the rationing program as establishing a standard of 
performance for sales tax administration would probably mean the 
sanctioning of some measure of fraud.:The present rationing setup 
permits little investigation of consumers’ claims, and, so far as is known, 
few attempts are made to uncover cases of duplicate registration. 

The personal exemption plan would have other deficiencies. Raising 
the tax rate to compensate for the revenue loss due to the exemption 
would make effective administration more difficult to achieve and would 
magnify the tax effects on business costs. Farm groups would: be given 
an advantage because of their lower expenditure level. Finally, many 
persons would doubtless be reluctant to accept the idea of granting a 
sales tax rebate to everybody in order to protect a minority of the 
population. l : 


MONETARY EXPANSION AND THE INFLATIONARY GAP 


By CLARK WARBURTON* 


The comments of Messrs. Ensley and Goode’ on my notes regarding 
the inflationary gap indicate that there is another gap of great im- 
portance that needs to be closed or bridged—the gap between econo- 
mists who approach the problem of price inflation from analysis of 
the use of income and those who approach it from monetary theory 
and the analysis of monetary statistics. That gap, I believe, can be 
bridged by consideration of the possibility that, in the present state 
of statistical information, the approach from monetary theory provides 
a more usable over-all measure of how people adjust their expenditures 
to wartime changes in income than does analysis of the customary 
use of income. 

Both approaches to wartime inflation in the prices of consumers’ 
goods and services start from the habits of individuals regarding their 
expenditures. The use of income approach asks the questions: What 
is the usual or expected relation of consumers’ expenditures to their 
-Incomes? With a given change in income, what change in consumption 
expenditure is likely to occur? The monetary approach asks the 
questions: What is the usual or expected relation of consumers’ expendi- 
tures to their cash balances, or of cash balances to expenditures? With 
a given change in cash balances, what cnange in expenditures is likely 
to occur? Both approaches are designed to provide an estimate or 
forecast of the monetary value of consumers’ expenditures for com- 
parison with the estimated value of available supplies at current prices. 

Which of the two approaches is the more useful depends upon (1) 
which relationship—consumers’ expenditures to individuals’ incomes, 
or to their cash balances—past experience indicates to be the more 
stable; (2) which relationship is less likely to be upset by the change 
from peace to war conditions, or by the rapid growth in individual 
income accompanying wartime production; and (3) which of the two 
items, individuals’ incomes or their cash balances, can be more inde- 
pendently and accurately forecast. 

The statistical data available for deriving the two relationships, 

* The author is Principal Economist, Division of Research and Statistics, Federal Deposit 
Insurance Corporation. The views he expresses are personal views only. 


1r. Warburton on the Gap,” Am. Econ, Rev., Vol. XXXIII, No. 4 (Dec., 1943), 
pp. 897-99. 


304 THE AMERICAN ECONOMIC REVIEW [JUNE 


for the period 1919-1943, are shown in Table I, and the relationships 
in Table I. The relative stability of the ratios of consumers’ expendi- 
tures to incomes and to cash balances, during these years, is indicated 
by the data in Table III. Prior to 1929 there is little difference between 
the stability of the ratios to income and those to cash balances. During 
the great depression the ratios to income were decidedly more stable 
than those to cash balances. Following the depression, and prior to 
1941, there is little difference between the stability of the two ratios.” 
In summary, experience between the World Wars—excluding the 
abnormalities of the great depression—does not indicate the superiority 
of either method of approach over the other. 

The data for 1941-1943 suggest that the normal relationship between 
consumers’ expenditures and their incomes has been upset by the 
defense program and by war to a much greater degree than the 
relationship between consumers’ expenditures and their cash balances. 
This is not accidental, but is an inevitable consequence of the method 
of financing the war. The entire amount of government borrowing 
necessarily appears in the savings of individuals and business (includ- . 
ing unused depreciation and depletion allowances). If the borrowing 
is from sales of government obligations to nonbanking investors, with 
no change in the volume of money in the economy, the amount of the 
borrowing appears directly in individual and business savings. If the 
borrowing is from the banking system, with no change in other 
bank assets, the volume of money is expanded and the amount of the 
borrowing appears in individual and business savings in the form 
of an increase in cash balances. If the borrowing is from the banking 
system, but individuals and business reduce their indebtedness to 
banks, so that bank assets and bank deposits are unchanged, the 
government borrowing appears in individual and business savings in 
the form of a reduction in their outstanding indebtedness. 

War production is now, roughly, about one-half of total output, 
as measured by value, and about two-thirds of the cost of the war is 
being met by government borrowing. This means that approximately 
one-third of the value of the total output must appear in the savings 
of individuals and business, including unused depreciation and kindred 
allowances. After making allowance for business savings and deprecia- 
tion and kindred allowances, the balance is a far larger sum, relative 
to the aggregate income of individuals, than savings in normal cir- 
cumstances. 

* Variability, in Table HI, is measured by percentage deviations from trend, with the 
arithmetic average used as a constant trend value in the case of the ratio of expenditures 
to income, since that ratio has no significant trend. The same conclusions can be reached 


by calculating variability in terms of percentage changes in the ratios from one year to the 
next. 
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TABLE I.—CONSUMERS’ EXPENDITURES, INCOME, AND Casu Barances, 1919-1943 





(In billions of dollars) 
Expenditures for 
Consumers’ Goods Individual Income Average Cash Balances 
and Services® 
Year $$ | 
Including | Dispos- | Income of | Individ- |. ae Percentage 
Excluding | personal able Individ- | uals and Tanie Held by . 
Taxes Taxes Income uals Business® uals? Individuals 
1919 |. 55.1 56.7 64.0 65.6 35.65 e 8 
1920 61.3 63.1 67.4 69.2 39.24 e e 
1921 52.1 53.7 54.2 55.8 37.38 ° 
1922 53.1 54.4 58.9 60.2 38.20 e e 
1923 59.3 60.5 68.1 69.3 42.25 e ; e 7 
1924 60.3 61.5 68.9 70.1 44.09. o o` e 
1925 64.5 65.7 12.8 74.0 47.14 e © 8 
1926 68.0 69.3 75.4 76.7 49.17 @ o o 
1927 67.7 69.0 75.8 77.1 50.77 42.87 84.4 
1928 69.4 70.8 77.6 | 79.0 53.07 43.44 81.9 


1929: | [72.2] | [73.8] [81.8] | [83.4] 52.98 41.45 78.2 
[70.8] ‘| [73.9] [79.6] [82.7] 


1930 64.9 67.6 70.7 73.5 51.60 40.16 |- 77.8. 
1931 54.2 56.7 59.6 62.2 50.61 39.06. 11.2 
1932 43.0 45.0 45.6 47.6 44.38 -| 35.75 80.6 
1933 42.4 44.3 44.5 46.5 41.22 33.16 80.4 
1934. 47.7 49.7 51.0 53.1 43.96 33.62 76.5 
1935 52.2 54.6 56.3 58.8 48.18 36.37 #39 
1936 59.1 62.1 65.2 68.3 52.63 39.86 75.7 
1937 62.5 66.1 69.2 od 55.30 42.58 77.0 
1938 58.5. 62.3 62.9 66.6 35.21 42.08 76.2 
1939 61.7 65.3 67.7 71.3 58.66 44.32 15.6 
1940; 65.7 69.8 73.2 77.1 63.90 47.62 74.5 
- 1941 74.6 79.3 88.2 92.9 71.87 53.55 14.5 
1942 82.0 89.6 108.8 116.5 81.14 61.42 155° 
1943 90.5 109.5- 124.1 143.1 100.40 76.00 13.4 


a 1921-1929, Barger, Outlay and Income in the Untied States, 1921-38, pp. 50-51, 52-53 
and 226-27. Farm rentals and imputed nonfarm rentals are excluded for comparability with 
Department of Commerce estimates, 1929-1943, Surses of Current Business, May, 1942, p. 12, 
and Jan., 1944, pp. 2 and 17. Social Security and government retirement contributions by 
employees, which are not shown separately in these reierences, are added to “personal taxes 
and nontax payments.” 1919- 1920, from sources used by Barger for subsequent years. 

b 1919-1929, Kuznets’s estimates of “aggregate payments. including entrepreneural sav- 
ings,” National Income and Its Composition, pp. 328-29, are used for income of individuals, 
with disposable income estimated by deducting personal direct taxes therefrom, 1929-1943, 
Survey of Current Business, March, 1943, p. 22, and Jan., 1944, p. 17, and Monthly Income 
Payments in the United States, 1929-40, p. 10. 

Income of individuals is the same as the Department of Commerce “income payments to 
individuals” plus the portion of “employment taxes” paid by employees. The difference be- 
tween disposable income and income of individuals consists of income taxes, Social Security 

contributions of employees, and government employee retirement deductions. ` 
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Messrs. Ensley and Goode recognize the increased proportion of 
income saved in wartime in their statement: “A price increase does 
not close the gap simply by adding to nominal supply with incomes 
and demand remaining constant. The price rise brings about an 
increase in incomes and a redistribution of incomes and savings. Equi- 
librium is reached only when individuals are willing to save the fraction 
‘of their disposable incomes equal to the proportion of production 
bought with the proceeds of government borrowing” (p. 899). However, 
they ignore three extremely pertinent aspects of this situation. First, 
the unusually high proportion of income saved in wartime is not 
related to price inflation. So long as government takes a given pro- 
portion of the national output, by value, and meets a given proportion 
of its expenditures by borrowing, and business expansion is negligible, 
the proportion of income saved will remain approximately stable, 
regardless of whether prices are stable or galloping skyward. Second, 
the wartime redistribution of incomes is such that savings would be 
expected to be a smaller, rather than a larger, part of disposable in- 
incomes, because of the extremely high rates of income taxation on 
the upper income classes, where the percentage of income saved is 
normally high, and the great increase in employment and aggregate 
income in the lower income classes, where the percentage of income 
saved is normally small. Third, a rise in prices makes saving a given 
proportion of income more difficult rather than less. The increase in 
incomes brought about by a price rise, to which Messrs. Ensley and 
Goode refer, will bring about a willingness to save a larger fraction 
of aggregate income only when—after taxes—it makes the rich richer 
through fat business profits at the expense of the poorer classes who 
do not save much anyway. 

The conclusion of this discussion is as follows: (1) that the normal 
ratio of savings to aggregate disposable income must be upset by the 
war; (2) that the degree of alteration in the proportion of income 
saved is closely related to the proportion of government expenditures 


The larger amount of disposable income and of consumers’ expenditures in 1929 shown by 
the data from Kuznets’s and Barger than by the data from the Department of Commerce is 
due primarily to classification by the Department of Commerce as “personal tax and nontax 
payments” of a portion of taxes other than income taxes and of fees, ete., paid to government. 

¢ Includes cash balances of state and local governments. For method of estimate see “The 
Volume of Money and the Price Level Between the World Wars.” (Mimeographed copy 
available on request to author.) 

4 Includes cash balances of unincorporated business enterprises and of social organizations. 
The difference between the figures in this column and those in the preceding column is the 
estimated average cash balances of business corporations and bank deposits of state and 
local governments. 

e Not available. 

t Where two figures are given, the first is comparable with data for preceding years, the 
second with data for succeeding years. 
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TABLE II.—PERCENTAGE RATIOS or CONSUMERS’ EXPENDITURES TO INCOMES > 
AND CASH BALANCES, 1919-19432 


Consumers’ Expenditures,| Consumers’ Consumers’ Expenditures, 
Excluding Personal Expenditures, | Including Personal Taxes, 


Year Taxes to— Including to Cash Balances of— 
——__—_—___-----—_—-| Taxes, to 
Disposable | Income of Income of | Business and sie r 
Income | Individuals | Individuals | Individuals | Individuals 

1919 86.1 84.0 86.4 1.590 o 
1920 90.9 88.6 91.2 1.608 o 
1921 96.1 93.4 96.2 1.437 ° 
1922 90.2 88.2 - 90.4 1.424 ~ 9 
1923 87.1 85.6 87.3 1.432 e 
1924 87.5 86.0 87.7 1.395 | o 
1925 -88.6 ' 87.2 88.8 1.394 o 
1926 90.2 88.7 90.4 1.409 o 
1927 ` 89.3 87.8 89.5 1.359 1.610 
1928 89.4 - 87.8 89.6 1.334 1.630 
19294 ` [88.3] [86.6] [88.5] [1.393] [1.780] 

[88.9], [85.6] [89.4] [1.395] [1.783] 
1930 91.8 88.3 92.0 1.310 1.683 
1931 90.9 87.1 91.2 {.120 1.452 
1932 94.3 90.3 94.5 1.014 1.259. 
1933 95.3 91,2 95,3 1.075 1.336 
1934 93.5 89.8 93.6 1.131 1.478 _ 
1935 92.7 88.8 92.9 1.133 . 1.501 
1936 90.6 86.5 90.9 1.180 1.558 
1937 90.3 86.0 90.9 1.195 1.552 
1938 93.0 87.8 93.5 >. 1.128 1.481 
1939 91.1 86.5 91.6 — 1.113 1.473 
1940 8978 85.2 90.5 1.092 1.466 
1941 84.6 80.3 85.4 1.103 1.481 
1942 75.4 70.4 76.9 1.104 1.459 


1943 12.9 63,2 16.5° 7 1.091 1.441 





* Derived from Table I. The ratios to income are presented in three digits and those to | 
cash balances in four digits for convenience in calculating annual changes in the ratios. How- 
ever, since most of the data in Table I are in three digits a rounding error of 2 in the last digit _ 
is possible, in addition to the errors of estimate in the data. 

b These ratios differ slightly from those given in my note in the Sept. Review, Vol. XX XIII, 
No. 3, p. 608, due to revisions in the data. 

e Not available. 

d The first figure is comparable with those for preceding years, the second with those for 
succeeding years. 


met by borrowing; (3) that the degree of alteration in the proportion 
of income saved is not related to the proportion of government bor- 
rowing obtained, respectively, from nonbanking sources and the bank- — 
ing system; and (4) that the direction and degree of alteration in the 
proportion of income saved is different from what would be expected | 
to result from the altered distribution of income. 
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The factors causing in wartime an upset of the proportion of income 
saved have not had, it is clear from the data in Table I, a similar 
effect on the ratio of consumers’ expenditures to cash balances. My 
analysis of the pressure on prices, which is criticized by Messrs. 
Ensley and Goode, was directly related to this factual observation. 
However, the conclusion regarding the causal relations among con- 
sumers’ expenditures, cash balances, and income which they attribute 
to me is a conclusion which I did not draw and which I consider errone- 
ous. Speaking of my analysis of the pressure on prices arising from 
monetary expansion, they state: “This, in effect, means that consumer 
expenditures are determined primarily by holdings of one kind of 
asset, namely, cash... . It neglects other kinds of assets and discounts 
the paramount influence of income” (p. 897). 

The facts show that during the defense program and the war the 
ratio between consumers’ expenditures and their cash balances has 
been comparatively stable, but this is not because individuals think 
only of their cash balance and never of their income when they decide 
how much to spend for consumers’ goods and services. What it does 
mean is that individuals, in using their increased incomes during the 
war, have done so in such a manner as to keep the average interval of 
time between the receipt and spending of income about the same as 
formerly. This length of time is, of course, related to the periodicity of 
income payments which has not been substantially altered by wartime 
conditions. That consumers have done this is not surprising; it simply 
means that on the one hand they have not been frightened by the fear 
of inflation into spending at an abnormal rate, and that on the other 
hand they have not succumbed to the “hoarding” of cash. 

But how, the question may be asked, has this perfectly normal 
behavior with respect to the use of income for consumption expendi- 
tures been consistent with an abnormally high proportion of income 
saved—necessitated by the character of government financing and 
shown by the facts—especially when the changed distribution of 
income is such that we would expect a reduced proportion of income 
saved? 

Individuals, as was indicated in my previous notes and is more 
fully elaborated below, have little influence over the total volume of 
money in the economy. They can change the proportion of the total 
which they hold only by spending at an abnormal rate, or by hoarding, 
and then only when their changed rate of use of money is not 
matched by a similar change in the rate of use of money by other 
holders thereof (business or government). If they do not change their 
rate of spending for consumption they will, when adjusting their 
scale of living to larger incomes, make that adjustment at such a rate 
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TABLE JIT.—Varrasiniry IN Ratios or Consumers’ EXPENDITURES TO INCOME 
AND TO CASH BALANCES, 1919-19432 


Percentage Deviation from 


Percentage Deviation from Trend in Ratio of Consumers’ 
F 1919-1940 Average Expenditures, Including 
Ratio of— Personal Taxes, to Cask 
Balances of— 
enr Consumers’ Expenditures, Consumers’ 
~ Excluding Personal ~ Expenditures, i 
Taxes, to— Including Per- Business es ` 
aar a Oa Tages: and Individuals° 
Disposable Income of to Income of | Individuals® 
j Income Individuals Individuals 
1919 —5.2 —4.3 —5.2 +4.6 d 
1920 +.i +.9 +41.1 +7.4 d . 
1921 +-5.8 +-6.4 +5.6 —2.6 d 
1922 < +4.6 — .8 —2.0 d 
1923 —4.1 —2.5 —4.2 — d 
1924 —3.6 —2.1 —3.7 —1.í d 
1925 2.4 —.7 —2.6 —.3 d 
1926 —.7 +1.0 —.8 +2.9 d 
1927 —1.7 —1.8 +.7 —2.1 
1928 — 1.5 — —1.6 + .4 a. 
1929. [~-2.8] [—1.4] [—2.9] [+6.3] [+10. 1] 
—2.1] [—2.5]} [—1.9] [+6.4] [+10.3] 
1930 +í.i -+5.7 +1.0 +1.6 +5.2 
1931 +1 —.8 +1.1 —11.9 —8.6 
1932 +3.9 : +2.8 +3.7 — 19.0 —20.0 
1933 +-5.0 +-3.9 +4.6 ~12.9 — 14.4 
1934 +3.0 +2.3 42.7 —7.0 —4.5 
1935 42.1 +11 42.0: 25.4 L299 
1936 ay —1.5 = — +2.5 
1937 — 6 — 2.1 —.2 +2.8 +2.9 
1938 +2,4 — +2.6 —1.5 — .9 
1939. +3.3 —1.5 +.5 —1.3 — 5 
1940 —{.1 —3.0 —.7 —1.8 —1 
1941 —6.8 —8.5 —6.3 +.7 +1,8 
1942 .~17.0 — 19,8 —15.6 +2.3 +11 
1943 —19.7 — 28.0 —16.0 +2.6 — 8 


a Derived from Table II. 

b Trend is 1.5 per cent per year increase in ratio of cash balances to consumers’ expendi- 
tures, drawn through 1923, 1928 (approximately), and 1936. 

o Trend is .875 per cent per year increase in ratio of cash balances to consumers’ expendi- 
tures, drawn through 1928 and 1940. 

d Not available. 

e The first figure is comparable with those for preceding years, the second with those for 
succeeding years. : 
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as will keep their cash balances in proportion to their increased con- 
sumption expenditures. 

This kind of adjustment of consumption expenditures to larger in- 
comes is not unreasonable, judged solely from the point of view of 
the use of income, but it results, when an individual’s income, or the 
income of a family, is suddenly increased, in a temporary rise in the 
proportion of income saved. The extent of this rise and the rapidity 
with which it tapers off depends upon the change in income and the 
amount of cash balances previously held. To illustrate, take the case 
of a family whose income has been increased from $125 to $250 a 
month, which had previously kept an average cash balance, including 
savings deposits, equal to four months’ consumption expenditures 
including taxes, but had no current savings except increased stocks 
of consumers’ goods. We assume that the family is now purchasing 
savings bonds through payroll deductions of 10 per cent of earnings, 
beginning at the time of receiving the increased income, but that 
after adjusting its scale of living to the higher income has no other 
savings except increased stocks of consumers’ goods.’ In about two years 
this family will have raised its consumption expenditures including 
taxes from $125 per month to $225, and its cash balarices including 
savings deposits from $500 to $900. Excluding increased stocks of 
consumers’ goods, the proportion of income saved during the first 
month after the increase in salary will be 42 per cent, which drops 
to 12 per cent a year later and to 10 per cent in two years. The month 
by month figures are given in Table IV. 

The foregoing analysis, which is a combined use-of-income and 
monetary approach to the problem of forecasting consumers’ expendi- 
tures, indicates that the two approaches are not in conflict, but 
that when incomes are expanding rapidly under wartime conditions 
the monetary approach provides a better forecast than the approach 

? The figures used in this illustration are chosen to illustrate changes which occurred from 
the beginning of 1939 to the end of 1942. The average number of employed workers per 
family increased from about 1.20 to about 1.45, and average weekly earnings in factory 
employment from about $24 to about $40. Surveys of family expenditures indicate that 
_ in general families with annual incomes of $1,500 have very small savings, while those 
with incomes of about $3,000 save a little more than one-tenth of their income, but a 
portion of these savings is in the form of increased stocks of consumers’ durable goods. 
The average cash balances of individuals, including unincorporated enterprises, is more 
than eight months’ consumption expenditures. Recent data on total business deposits indi- 
cate that perhaps one-third of these cash balances is keld by unincorporated enterprises 
and nonprofit institutions, leaving personal holdings of cash balances equal to about five 
months’ consumption expenditures. This is reduced to four months on the assumption 
that families in the well-to-do and wealthy classes hold some cash balances awaiting 
investment, and that their total holdings of cash balances are somewhat higher relative to 
consumption expenditures than wage-earners. Data are not available to test this assump- 


tion. As used here, consumption eXpenditures include personal taxes, and cash balances 
include savings and other time deposits, demand deposits and currency. 
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from past experience regarding the proportion of income saved. 
I turn now to the third question involved in the choice between 
the two approaches, namely, which of the two items, individuals’ 
incomes or their cash balances, can be more independently and accu- ‘ 


rately forecast. Since the desired forecast is for comparison with 


TABLE IV.—Proportion OF INCOME SAVED WITH AN INCREASE IN INCOME 
(Family with monthly income increased from $125 to $250, savings other than cash and stocks 
of consumers’ goods increased from 0 to 10 per cent of income, and holding cash 
balances equal to 4 months’ consumption expenditures including taxes) 





Consump- Savings © 3% 

P ae To o 1 Percent- 

Time Period, fires | Dedoctions| Addition | Cash | pent 

Including | for Savings | to Cash Balance Saved 
Taxes Bonds Balance ži 
Prior to increase in income $125 — — $500 — 
Month after increase in in- ‘ 
come 

ist $145 $25 $80 $580 42 
2nd 161 25 64 644. 36 
3rd 174 25 51 695 ` 30 
4th 184 25 41 736 26 
5th 192 25 33 769 23 
6th 199 25 26 795 20 
7th 204 25 21 816 18 
8th 208 25 47 833 17 
9th 212 25 13 846 15 
10th , 214 25 ii 857 14 
{1th . 216 25 9 866 14 
12th 218 25 7 873 - 133 
13th 220 25 5 878 12 
14th 221 25 4 882 12 
15th 221 25 4, 886 12 
16th 222 25 3 889 11 
17th 223 25 2 891 if 
18th 223 25 2 893 t1 
19th-25th . 224 25 í 894 10 
26th 225 25 — 900 10 


a Figures are rounded to the nearest dollar or per cent. 


supplies, as a means of judging the probable degree of price inflation, 
a major element in the choice between forecasting the income `of 
individuals and forecasting their cash balances is independence of the 
effects of price inflation. 

The income of individuals depends in part directly on the degree 
of price inflation, since every rise in prices of final products of the © 
economy increases the value of the product which is divided among. 
costs and profits and in the last analysis becomes personal income or 
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business allowances or undistributed profits. Changes in the amount 
of cash balances held by individuals are much less directly dependent 
upon the degree of price inflation. Changes. in those balances depend 
upon (1) changes in the proportion of the total volume of money held 
- by individuals, which depends upon changes in the relative rate of 
use of money by individuals and by other holders, and (2) changes 
in the total volume of money. 

‘ The proportion of the total volume of money in the economy held 
by individuals is fairly stable. Since 1927, the period for which data 
are available, this proportion has declined at an average annual rate 
of three-fourths of one per cent per year, with annual variations from 
trend not exceeding 4 per cent.* The downward trend is doubtless due 
in part to the inclusion of cash balances of unincorporated enterprises 
with those of individuals, reflecting an increased proportion of business 
done by corporations rather than a more rapid growth in business cash 
balances than in personal accounts. 

Changes in the total amount of cash balances, or money, in the 
economy are dominated by changes in the volume of assets—chiefly 
gold, and bank loans and investments—held by the banking system. 
The banking system, as the phrase is used here, includes Federal 
Reserve banks, commercial banks, mutual savings banks, the postal 
savings system, and Treasury currency issue. Mutual savings banks 
and the postal savings system are included because their deposits are 
similar to savings deposits in commercial banks and should be included 
to avoid distortion of trends in the total supply of money—bank de- 
posits and currency—held by individuals, business, social organiza- 
tions and government. However,.at present the annual changes in 
the total volume of money, thus measured, are not greatly affected 
by the operations of mutual savings banks and the postal savings 
system, since their deposits and assets are relatively stable. 

_ Under the wartime conditions of 1942 and 1943 the change in the 

volume of bank assets, and hence the change in the volume of money, 
has been dominated by the amount of bank purchases of United States 
government securities.° The change in volume of money in the economy 
thus depends primarily upon the portion of the government debt 
incurred in war financing which is absorbed by the. banking system. 
It is here that the greatest misunderstanding has existed regarding the 
relation of war financing policy to monetary expansion and price 


“See the last column in Table I. 

5 For more complete analyses of changes in bank assets and the volume of money, see 
Table 5 in my article, “The Relation of Government Financing to Gross Income Flow,” 
survey of Current Business, April, 1943, p. 20; and Table 2 in Weiler, “Wartime Savings 
and Postwar Inflation,” Survey of Current Business, July, 1943, p. 14. 
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inflation. Most economists who look at the problem of price inflation 
from the point of view of the normal use of income, including Messrs. 
Ensley and Goode, appear to regard the amount of government secu- 
rities purchased by the banking system as the residual left from gov- 
ernment expenditures after deducting (1) taxes, (2) unused depre- 
ciation and kindred allowances and “idle” business funds which may 
be invested in government securities for the duration of the war, (3) 
the proportion of individual income which is expected to be saved on 
the basis of previous experience and which will be invested in gov- 
ernment securities, either directly or indirectly through reduction of 
personal indebtedness and reinvestment by the creditors in govern- 
ment securities, and (4) additional amounts of bonds which can be 
sold to individuals and enterprises through payroll deductions and 
appeal to individuals during war loan drives on patriotic or other 
motives. The writer, in the note in the Review (Sept., 1943, pp. 607-11) 
to which the comments of Messrs. Ensley and Goode are directed, sug- 
gested that the amount of government securities purchased by the bank- 
ing system is determined by Treasury decisions—allotments to banks, 
issues of bills and certificates of indebtedness designed primarily for sale 
to the banks, and the timing of financing drives for the sale of securities 
to wealthy individuals and business concerns other than banks (p. 611). 

Information which I overlooked at the time of preparation of my 
note for the Review and other information which has since been pub- 
lished, together with further consideration of the significance of the 
“pattern” of interest rates which has been established on government 
securities, indicate that neither of these analyses is an accurate descrip- 
tion of the present situation. In my note in the June Review I quoted 
from the 1942 annual report of the Board of Governors of the Federal 


Reserve System as follows: “. . . The role of credit authorities in 
financing a war without inflation is necessarily subordinate to that of 
other Government agencies. . . . In wartime the Federal Reserve 


authorities must provide the banks with adequate reserves to serve 
as a basis for purchasing such government securities as they are 
expected to purchase”; and interpreted the last clause as a reference 
to Treasury policy (p. 611). However, the following statements from 
the Federal Reserve Bulletin throw a different light on the situation: 


It is most desirable that banks having such funds [excess reserves] should 
actively invest them in short-term Government securities and that a sufficient 
supply of such paper should be maintained during the emergency.’ 

In recent months the Federal Reserve System has made large purchases of 
Government securities principally for the purpose of providing to the banks an 


° Federal Reserve Bulletin, July, 1942, p. 631. 


/ 
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adequate amount of reserves to form the basis for such purchases of United 
States Government securities as are offered to the banks (italics mine).’ 

In the present circumstances it is desirable for all banks to keep their funds 
fully invested. This can be achieved now without inconvenience by investing a 
portion of available funds in Treasury bills which for all practical purposes are 
equivalent to excess reserves.® 

Federal Reserve transactions in Government securities during the past fiscal 
year were for the purpose of facilitating the financing of the war. In order to 
provide banks with additional reserves to serve as the basis for purchases of 
Government securities the System added to its total holdings.® 

. Member bank reserves are almost automatically supplied, with the 
initiative being taken by the member banks rather than by the Federal Reserve 
System.® 


The significance of the foregoing quotations can be understood only 
in connection with the facts: (1) that government securities are offered 
to the banks from two sources, directly by the Treasury in amounts 
determined by the Treasury, and by nonbanking investors and specu- 
Jators holding negotiable government securities; and (2) that com- 
mercial banks, as has been emphasized by the Chairman of the Board 
of Governors of the Federal Reserve System, buy securities by creating 
new money.* Because of their power to create new money, commercial 
banks can purchase securities for a lower rate of return than other 
investors, and can compete with nonbanking investors and bid securi- 
ties away from them by offering the nonbanking investors a profit. 
The “pattern” of interest rates which has been established limits the 
profit which is likely to be offered by the banks, but the differentials 
among the rates on the various maturities tend to make the securities 
more valuable as time goes by and to encourage their sale by nonbank- 
ing investors to commercial banks. 

The policies of urging banks to keep fully invested, of automatically 
supplying the reserves desired by the member banks, and of supplying 
sufficient reserves to form the basis of such purchases of United States 
government securities “as are oifered to the banks” have opened the 
way for the banks to finance the entire wartime deficit by monetary 
expansion except to the extent that (1) nonnegotiable savings bonds 
and certain other issues which the banks are prohibited from owning 
for a number of years exceed in volume negotiable government securi- 


T Ibid., Nov., 1942, p. 1074. 
5 Ibid., June, 1943, p. 492. 
° Ibid., July, 1943, pp. 590 and 592. 


*® Address in Town Hall, New York City, Feb. 12, 1942, reprinted in Federal Reserve 
Bulletin, March, 1942, p. 212; and hearing on Feb, 17, 1943, before the Senate Committee 
on Banking and Currency on S. 700, p. 14. See also the annual report of the Board of 
Governors of the Federal Reserve System for 1942, p. 27. 
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ties held by nonbanking investors at the beginning of the war, and 
(2) nonbanking investors are willing to invest new savings and rein- 
vest funds returning from expiring investments at the low yields at 
which banks can profitably create new money. The same policies also 
open the way for banks to replace by new loans and investments 
those paid off at maturity without affecting the volume of United 
States government securities they hold. 

During the two years 1942 and 1943 the expansion of the federal 
government debt, exclusive of that held by government agencies and 
trust funds other than the postal savings system, was approximately 
99 billion dollars. This may be divided into three parts, as follows: 
Savings bonds and other nonmarketable securities purchased by 


individuals or by enterprises for specific purposes (e.g. tax 
anticipation), partly on an investment basis and partly from 


patriotic and other motives than investment yield $27 billion 
Securities purchased by the banking system, of which all but $7 
billion represents monetary expansion’ 52 M 


Marketable securities purchased and retained by nonbanking in- 
vestors on an investment basis in competition with banks buy- 
ing bonds through monetary expansion’? 20. © 


In view of the process by which the government deficit is divided 
between banks on the one hand and nonbanking investors on the 
other, it seems clear to the writer that the amount of monetary 
expansion is relatively independent of price inflation, in the sense 
that price inflation has little causal influence upon the volume of 
monetary expansion. Also, the assumption that this process will con- 


u About $7 billion represents an offset to reduced amounts of other bank loans end 
investments (including gold stocks), and therefore should be considered a preventive of 
monetary contraction rather than the basis for monetary expansion. The banking system, 
as the term is used here, includes Federal Reserve banks, commercial and mutual savings 
banks, the postal savings system, and Treasury currency. The expansion in Treasury 
currency, which -was less than one billion dollars during the two years, is aneludee in the 
52 billion, — 


* Abcut two-thirds of this amount apparently represents investment, perhaps temporary, 
of corporation profits and depreciation and kindred allowances, and the remaining third 
was purchased by insurance companies. For the two years, the total of undistributed 
profits and depreciation and kindred allowances amounted to 30 billion dollars, of which 
about 6 billion was held in the form of increased cash balances, about one billion in 
increased inventories, and about 10 billion had been spent for construction and producers’ 
durable goods. (The 10 billion is the total spent by business for construction other than 
residences and for producers’ durable goods. A part of this was spent by unincorporated 
enterprises but on the other hand part of the expenditures for residential construction was 
made by corporations.) 

The Securities and Exchange Commission’s estimate of the increase in holdings of United 
States government securities during 1942 and three-quarters of 1943 by corporations other 
than insurance companies is 13 billion dollars. (Statistical series Release No. 736, Nov. 24, 
1943.) 
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tinue to produce the results shown in the past appears to be the only 


- . method of making a reasonable forecast of the proportion of the 


government deficit which during the remainder of the war will be 
taken, respectively, by the banking system and by nonbanking 
investors. 

At this stage in the discussion it is well to pause for some comments 
on the definitions of the gross and net inflationary gap used by Messrs. 
Ensley and Goode, and to summarize the relation of the foregoing 
analysis to the size of the inflationary gap in wartime. 

1. The definitions of the gross gap and of the net gap used by 
Messrs. Ensley and Goode are ambiguous and unsatisfactory because 
they assume the answer to the problem which they are used to solve, 
namely, the degree of price inflation which is expected. The gross 
gap is defined as “expected individual -disposable income” minus “the 
amount of consumers’ goods and services expected to be available 
at present prices”; the net gap as “expected individual disposable 
income” minus (1) “expected amount of individual savings’ and 
(2) “the amount of consumers’ goods and services expected to be 
available at present prices’ (pp. 898-9¢). 

The whole of disposable income is always accounted for by the 
two parts, consumption expenditures and savings; likewise, the whole 
of “expected disposable income” must be accounted for by expected 
consumption expenditures or “the amount consumers will wish to 
spend” and “the expected amount of individual savings,” Even in 
expectations, the sum of these two parts can never be less than the 
whole. All three of these magnitudes—expected disposable income and 
its two component parts—can be measured either in terms of present 
prices and the corresponding income flow or in terms of the prices 
and corresponding income flow which are expected after making 
allowance for expected price inflation. 

The net gap, as defined by Messrs. Ensley and Goode, can exist 
only when expected disposable income is measured by taking into 
account the expected rise in prices while its components are measured 
by present prices. There is no way of arriving at the net gap as 
defined by Messrs. Ensley and Goode except by forecasting the degree 
of price inflation.” 

2. Messrs. Ensley and Goode fail to realize that their net gap must 
of necessity be derived from a forecast of price inflation because their 
inclusion of the effects of expected price inflation is implicit rather 


8 Messrs. Ensley and Goode also claim that the gap can be closed by an increase in the 
supply of consumers’ goods or by additional taxes. These are revisions of the estimates 
from which the amount of the gap is computed, and are entirely separate from the concept 
and character of the gap as defined. 


“emy 
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than explicit and because they attempt to measure the “expected 
amount of individual savings” by a method which cannot give good 
results under the wartime conditions of 1942 and 1943, namely, the 
prewar experience with respect to proportion of income saved. In 
other words, the net gap which they have in their minds is something 
which is different from their definition. What they have in their minds 
is an inability to make their estimate of the sum of two parts of a 
whole equal to their estimate of the whole. 

3. The amount of the gross inflationary gap, defined as the differ- 
ence between expected individual disposable income and expected 
consumers’ expenditures, is necessarily equal to the expected amount 
of individual savings. Under present wartime conditions, this gross 
gap or expected savings is measured by the difference between the 
expected amount of the government deficit and the expected amount 
of undistributed business income and depreciation and kindred allow- 
ances in excess of business expenditures for capital goods. 

4, The size of the gross inflationary gap, or amount of expected 
savings of individuals, is independent of the degree of price inflation, 
except to the extent that inflation is assumed to affect the amount of 
government expenditures more or less than it affects the amount of 
government revenue or is assumed to affect the size of undistributed 
business profits and depreciation and kindred allowances. 

5. The division of the gross inflationary gap or expected savings 
of individuals between purchase of government securities and reduction 
of personal indebtedness on the one hand and increased holdings 
of cash on the other depends primarily upon the opportunity and 
incentive which commercial banks have to bid government securties 
away from nonbanking investors. Under this situation the comment 
of Messrs. Ensley and Goode that I “subsume the whole voluntary 
bond campaign under factors affecting the cash balances which indi- 
viduals choose to hold” (p. 898, italics mine) is inaccurate. The 
amount of cash balances which individuals hold at the present time 
reflects to a far lesser degree the amount which they have chosen 
to hold than it does the amount of government securities which the 
banks have been permitted and have chosen to hold. 

We are now ready to turn again to the question which is the real 
problem at issue: What, part of the gross inflationary gap is significant 
in exploring the causes of price inflation? This question cannot be 
answered by the method used by Messrs. Ensley and Goode because 
their net gap as defined is the result of price inflation and the nebulous 
undefined gap which appears to be in their minds is merely an 
inadequate technique for analyzing the use of income—that is, for 
dividing an expected amount of disposable income between expected 
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consumers’ expenditures and expected savings—when incomes and 
the number of income-recipients are growing rapidly. The monetary 
approach gives an answer to this question, which has nowhere been 
better stated than by the Chairman of the Board of Governors of 
the Federal Reserve System: “. .. every time the banks loan money 
for financing, they create new money; in other words, deposits are 
created by bank loans, whether it is on government bonds or on any 
other security. That is where your inflation comes from.’”* The part 
of the gross inflationary gap which exerts an inflationary pressure 
on prices is the part which consists of monetary expansion. That is _ 
the real inflationary gap, and the size of this gap depends primarily 
on decisions of bankers and on governmental policies which influence 
the decisions of bankers, rather than on the decisions of individuals. © 
This gap can be negative as well as positive, and if negative will 
produce a deflationary pressure. The gap was negative from 1929 to. 
the end of the banking holiday in 1933. 

Monetary theory has also long had an answer to the next question 
in the exploration of the causes of price fluctuations: How much 
pressure on prices is exerted by monetary expansion or monetary con- 
traction? That answer is a refinement of the commonsense and almost 
universally held view that too much money, in the sense of a very 
large expansion in the volume of metal or government or bank obliga- 
tions used as means of payment, will produce rising prices and that 
a great contraction in the volume of money will result in falling 
prices. This commonsense view is an application to money of the 
general economic principle known as the law of supply and demand. 

The refinement of this view which has long been made by monetary 
theory is often spoken of as the quantity theory of money and may 
be stated as follows: Changes in the general level of prices are directly 
related to changes in the volume of money relative to the volume of 
production (or trade) and the monetary habits of the population 
respecting periodicity of payments and holdings of money as a store 
of value. Much factual evidence has been available for centuries to 
support this view, but the far more abundant statistical data available 
in recent years have not been carefully examined. My examination 
of the data for the past quarter of a century leads to one modification 
of the foregoing statement of the relation of monetary expansion 
or contraction to price inflation and deflation, namely, the substitution 
of demonstrated productive capacity for the volume of production or 
trade. The conclusion that unused capacity has an influence on prices 
is one with. which business men are familiar. 


4 Hearing before the Committee on Banking and Currency, United States Senate, on S. 
700, Feb. 17, 1943, p. 14. 


` 
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: Much controversy has existed in recent years regarding the degree 
of stability of the monetary habits of the population, and on this point 
also the available statistical data have not been carefully examined.” 
The data given in Tables J-III, and similar data for business expendi- 
tures for final products (construction, producers’ durable goods and 
taxes), lead to the following conclusions regarding the character and 
degree of stability of monetary habits: 

1. As time goes by individuals and enterprises tend to hold larger 
cash balances (time deposits are included) relative to their expendi- 
tures for the final products of the economy. During the past quarter- 
century this tendency is expressed in the following trends: (1) cash 
balances of individuals relative to consumers’ expenditures including 
taxes, seven-eighths of one per cent increase per year; (2) cash bal- 
ances of individuals and business relative to consumers’ expenditures 
including taxes, 1.5 per cent increase per year; and (3) cash balances 
of individuals and business relative to their expenditures for final prod- 
ucts (consumers’ goods and services, construction, producers’ durable 
goods, and all taxes), 1.4 per cent increase per year.*® 

2. Moderate deviations from trend in the ratio of cash holdings 
to expenditures for final products occur throughout the period for 
which statistical data are available. In the most comprehensive of 
the three ratios—that of cash balances of individuals and business 
to expenditures for consumers’ goods and services, construction, pro- 
ducers’ durable goods, and all taxes—the variations from trend during 
the years 1919-1930 and 1936-1943, inclusive, did not exceed 6 per 
cent. In the ratio of cash balances of individuals to consumers’ ex- 
penditures including personal taxes, the maximum deviation from 
trend during the period 1935-1943, inclusive, is 3 per cent (this 
ratio is not available prior to 1927). These deviations from trend 
appear to be associated with the well-known short-term business cycle 
of three to four years, and are probably due largely to occasional 
hesitation on the part of business, promotors and investors regarding — 
the sectors of the economy which need further investment, at times 


* The commonly used measure of the rate of turnover of bank deposits, or ratio of 
banks debits to average deposits, is worthless for analyzing monetary habits associated 
with the current production and sales of goods and services because bank debits are greatly 
affected by payments associated with property transfers and contracts of indebtedness. 


1 The first of these trends would probably be found to be higher than the figure given, 
if cash balances of unincorporated business enterprises and social organizations could be 
separated from personal cash balances. 

The data regarding the third of these ratios are given in my paper, “The Volume of 
Money and the Price Level Between the World Wars,” presented before the regional meet- 
ing of the American Statistical Association, Chicago, Illinois, Jan. 15, 1944. (Mimeographed 
copy available upon request to the author.) 
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when prices and interest rates are in process of adjustment to changed 
conditions of demand. 

3. When cash balances are being destroyed by monetary contrac- 
tion, the attempt of individuals and enterprises to conserve them by 
reducing expenditures below income or receipts results in a sharply 
reduced rate of use of money, or increased holdings of money relative 
to expenditures for final products. In the great depression of the 
1930’s, the maximum deviation from trend in the ratio of cash holdings’ 
of individuals to consumers’ expenditures including taxes was 20 per 
cent, and the maximum deviation in the ratio of cash holdings of 
individuals and business to all expenditures of business and individuals 
for final products was 25 per cent. That this decline in the rate of ` 
use of money should be considered an effect of the depression, rather. . 
than an initiating factor, is indicated by the facts (1) that the decline 
in the rate of use of money below its trend lagged about two years 
behind the decline in the volume of money; (2) that the rate of use 
of money returned to its trend more quickly than the volume of money, 
was restored to its former amount per capita; and (3) that the devia- 
tion from trend of the rate of use of money was only two-thirds of 
that of the volume of money. 

In view of the comparative stabilitv of the rate of use of money, 
except under unusual circumstances such as the early 1930’s, an 
estimate of the amount of money needed to sustain relatively full 
-use of the nation’s productive capacity and a comparatively stable 
price level can be calculated from (1) the demonstrated capacity of 
the nation to provide goods and services for final purchasers, and 
(2) the trend in cash holdings of individuals and business relative 
to their expenditures for final products. The ratio of the actual volume 
of money to the need for money, thus estimated, is very closely cor- 
related, for the entire period between the World Wars, with an index 
of prices of goods and services reaching final purchasers—with nearly 
all of the significant deviations between the two series accounted for 
by special situations or known errors in the data.” l 

In Table V the foregoing method of analysis is applied to the fore- `. 
casting of consumers’ expenditures and of price inflation during the . 
defense program and war period, 1941-1944. In Table VI, these fore- ; 
` casts, together with forecasts of business expenditures for capital 
goods, are used to forecast the aggregate expenditures for final products 
of the economy, including war goods, and to forecast the gross income - 
‘flow, during these years. The forecasts for 1941, 1942, and 1943 are 
compared with the actual data. 


1 These series are given in “The Volume of Money and the Price Level Between the `’ 


World Wars.” 
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These data lead to the conclusion that the rise in prices in each of 
the years 1941, 1942, and 1943, was about what would have been 
expected from the monetary expansion accompanying the defense and 
war financing and the changes which occurred in supplies of con- 
sumers’ goods and services. They give strong support to the opinion 
that rationing, price control, and bond drives have had little influence 
on the aggregate amount of consumers’ expenditures or on the general 
level of prices of consumers’ goods and services. This conclusion is 
in no sense an objection to these governmental policies. In the absence 
of rationing and price control the rise in prices would tend to be 
greatest in the case of scarce essential commodities, and the more 
affluent individuals would bid these commodities away from the poorer 
people. Rationing and price control, the data suggest, have channeled 
price inflation rather than preventing it, and this channeling has been 
of vital importance to the national welfare.” 

The most important argument of Messrs. Ensley and Goode in 
favor of approaching the problem of price inflation in wartime from 
the point of view of their concept of the net gap is that it throws light 
on what can be done about the inflationary pressure. They state, for 
example, that their method “makes clear that individuals can reduce 
the gap by patriotically refraining from unnecessary consumption and 
thus accumulating abnormal savings’ (p. 899). The monetary ap- 
proach, it seems to me, points this out with equal clarity, but it also 
emphasizes important elements in the inflationary problem missed 
by the gap approach, namely, the tremendous psychological difficulty 
of persuading people to refrain from unnecessary consumption when 
additional cash is being poured into their hands by monetary expan- 
sion, and the inconsistency in governmental policy in attempting this 
persuasion, on the one hand, and of stimulating the banking system 
to pursue a policy of rapid monetary expansion, on the other. 

In summary, the available factual data support the observations 
listed below regarding price inflation, use of income, and business 
fluctuations. 

Relation of prices to the volume of money. For the entire period 
between the World Wars—a period of unusual price turbulence— 
changes in the general level of prices of final products of the economy 
were closely correlated with changes in the volume of money relative 
to the need for money as measured by the growth in the demonstrated 


! These comments on price control relate to control of retail prices of consumers’ goods : 
and services. They do not relate to the direct price control of basic materials resulting 
from the fact that the government is the chief purchaser of such materials in wartime. 
The latter aspect of price control affects government expenditures and therefore may be 
a factor influencing the amount of borrowing by the government and the degree of 
monetary expansion. 
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~ TABLE V—Errecr or DEFENSE AND War FINANCING on Consumers’ EXPENDITURES AND 
Prices’ oF Consumers’ GOODS AND SERVICES, 1941-1944» 


(In billions of dollars) 


, 








: ; 1941 1942 1943 1944 





Tax, Cash Balance, or Expenditure Item Fore- | Ac- | Fore- | Ac- | Fore- | Ac- | Fore- 


castb | tual | castb | tual | caste | tuald | caste 


peoa nna | een ae a | en meres E Tj | OO 





Federal government revenue and related receipts:! 


‘Taxes and related payments from individuals® 2 2 5 5 15 16 19 
Taxes and related payments from business? 7 6 11 il 18 17 21 
Social Security and retirement contributions from in- 
dividuals _ 1 1 1 1 1 1 1 
Social Security and retirement contributions from 
employers 1 2 2 2 2 2 3 
Net collections on loans to business and individuals — — — m — 1 1 
Refunds from renegotiation of government contracts | — — — — — 2 -— 
Total revenue and related receipts i1 11 19 19 36 39 45 
Federal government expenditures! 19 21 61 58 101 90 | 101 
Excess of expenditures over receipts 8 10 42 39 65 51 56 
Change in Treasury cash balance — | +2 — 4-7 — +2 —~ 
Total borrowing] 8 12 42 46 65 53 56 
From the banking system* 3 5 17 25 27 27 | 28 
From nonbanking sources 5 7 25 21 38 26 28 
Change in cash balances of business and individuals: 
Federal government borrowing from banking system 3 17 25 27 27 28 
Change in other bank loans and investments! +2 +2 +2 ~~} —6 —1 — 
Change in gold stocks and Federal Reserve credit 
other than U. S. government securities™ 2 +1 — wna — —1 — Í 
Total change in cash balances™ 7 8 19 21 21 25 27 
Change in foreigners’ cash balances — oak ats ~~ — +1 +1 
Change in Treasury cash balances —~ | 42, — + — +2 oe 
Change in cash balances of business and individ- ; 
uals +7 +} +6 +29 +14 |] +21 |4+22 [+428 
Average cash balances of business and individuals? 72 72 : 84 81 100 100 125 
Average cash balances of individuals? 53 54 : 62 61 75 76 94 
Consumers’ expenditures, including taxes? 77 79 91 90 108 110 | 134 
Taxes, including Social Security contributions? 5 5 | 8 8 18 19 22 
Consumers’ expenditures, excluding taxes’ 72 74 83 82 90 91 |112 


Available consumers’ supplies at previous vear’s pricest | 69 69 ,67to75| 71 | 74to0 82} 84 ot 
Rise in prices from previous year? 4% B% 11%to} 15% 10% to T% 23% 
24% 22% 





a To make a balanced table, some figures have been rounded more than 500 million dollars. 

b These are ex post facto forecasts, that is, they have been prepared for this article on the basis of data for the 
preceding years and federal budget estimates presented by the President to Congress in January of the respective 
years. Some of the basic data used in these “forecasts” were not available until several months after the beginning 
of the respective years. However, the basic data used are such that they can be estimated without much error at the 
beginning of each year. 

¢ Prepared in April, 1943, andslightly revisedin Feb., 1944. The revision relates solely to details of methodology 
and does not involve any change in general procedure or basic assumptions, but reduces the original forecast of 
consumers’ expenditures from 91 billion te 90 billion dollars. These are the figures referred to in footnote 3, in my 
note “Measuring the Inflationary Gap,” Am. Econ. Rev., Vol. KXXII, No. 2 (Tune 1943}, p. 368. i 

$i Preliminary, i.e., prepared in Feb., 1944, and subject to revision as more complete data for 1943 become avail- 
able. 
e Prepared in Feb., 1944. This estimate of federal government borrowing in 1944, and forecast of consumers’ 
expenditures and price inflation, will not be significantly affected by the Revenue act of 1943. 

f “Forecasts” for 1941, 1942, and 1944, from budget estimate of receipts under existing legislation for the next 
fiscal year, adjusted to include receipts of federal] trust funds, on assumption that this estimate would not differ 
greatly from an estimate for the calendar year. Forecast for 1943 based on collections in 1942, and increased yields 
expected under the Revenue act of 1942 and the Current Tax Payment act of 1943, the latter being under discus- 
sion at the time of preparation of this forecast. 

Actual’figures for 1941 and 1942 from Survey of Current Business, April, 1943, p. 21; those for 1943 prepared by 
similar procedure from data available in Feb., 1944. 

& Federal income tax from individuals, adjusted for Department of Commerce estimates of other taxes and 
nontax payments from individuals. oe 

E Balance of revenue receipts, excluding employment taxes, and in 1943 refunds from renegotiation of govern- 
ment contracts. These figures are comparable with the estimates of the National Income Unit, Department of Com- 
merce, of “business tax and non-tax liabilities” minus ‘Excess of business tax liabilities over collections.” , 

i Includes benefits paid from trust funds and net expenditures in checking accounts of government agencies 
and corporations. “Forecasts” derived as follows: (1) expenditures for first six months of calendar year from revised 
budget estimate for fiscal year ending June 30 minus expenditures during last six months of preceding year; and 
(2) expenditures for last six months of calendar year assumed to be one-half of budget estimate for following fiscal 
year, except that the figure for 1942 is increased by 10 billions in view of statement in budget message that large 
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productive capacity of the nation and the established monetary habits 
of the population. 

During the defense and war period, to the.end of 1943, changes 
in the general level of prices of consumers’ goods and Services were 
apparently closely correlated with changes in the volume of money 
held by individuals relative to the available supply of goods and 
services. A precise statement of the degree of correlation is impossible 
because of the fact that deterioration in the quality of consumers’ 
goods and services and the extent of black market sales and prices 
prevailing in those markets are not adequately reflected in retail 
price indexes or in estimates of the volume of consumers’ goods and 
services sold. . 

These facts are in perfect accord with the quantity theory of money, 
defined as the belief that changes in the price level are primarily due 
to changes in the volume of money relative to the need for money 


supplemental requests for war appropriations would be made, and figure for 1943 is decreased by 2 billions to mak 
allowance for monthly growth in expenditures. 

} Excludes borrowing from federal government corporations and trust funds, since net expenditures of govern- 
ment ccrporations and receipts and expenditures of trust funds are included above. 

Increase in United States government securities held by Federal Reserve banks, commercial banks, mutual 
savings banks, and postal savings system, and increase in Treasury currency outstanding. “Forecast” for 1941 
based on increase in United States government securities taken by banking system during preceding four years, 
when total government borrowings were nearly 8 billion dollars; for 1942 based on proportion of increased debt 
40 per cent, taken by banking system in the preceding year. “Forecast” for 1943 placed at 42 per cent of estimated 
total borrowings for the year, midpoint between (1) an estimate of 47 per cent based on the 4-month period from 
December 1, 1942, to April 1, 1943 (approximately the period from the beginning of the First War Loan to the be- 
ginning of the Second War Loan), and (2) an estimate by the Treasury, release dated March 1, 1943, amounting 
to 37 per cent of anticipated borrowings for the year, excluding accumulations in government agencies and trust 
funds. “Forecast” for 1944 based on proportion of borrowing during 1943 derived from the banking system. 

l Forecast” for 1941 and 1942 same as change in previous year. “Forecast” for 1943 based on assumption that 
reducticn of bank loans and investments other than United States government securities would be larger thanin 
preceding year. “Forecast” for 1944 based on change in trend which occurred in 1943. 

m Chiefly change in gold stocks, since changes in Federal Reserve credit other than investment in United States 
government securities have been small in recent years. “Forecast” for 1941 about one-half of the extraordinary in- 
crease in the preceding year; for 1942 negligible because of United States participation in the war; for 1943 and 1944 
based on latest monthly movements and prospective purchases abroad. 

4 Equal to change in loans and investments of the banking system, since changes in bank capital and miscel- 
laneous liabilities are less than $500 million per year. 

o ircludes cash balances of state and local governments. Forecasts are cash balances at beginning of year plus 
one-half of estimated change during year. 

2 ae based on assumption of three-fourths of one per cent decline from previous year in percentage held 
y individuals. 

. 4 Forecasts based on assumption of increase from previous year of seven-eighths of one per cent in ratio of 

average cash balances to consumers’ expenditures including taxes. 

m H Tae taxes as estimated above plus 2 billion dollars each year for state and local taxes collected from in- 
viduals. 

8 Forecasts derived by subtracting forecasted individual taxes from forecasted consumers’ expenditures includ- 
ing taxes. Actual figures from Survey of Current Business, Jan., 1944, p. 2. Figure for 1943 is preliminary. 

; t Forecast for 1941 based on assumption that production of consumers’ goods and services might be increased 

by 5 per cent, the same percentage as in 1940 estimated by comparing the increase from 1939 to 1940 in consumers’ 
expenditures with the change in the Department of Commerce index of retail prices. Forecasts for 1942 and 1943 
on assumption that available supplies would be no larger than in the preceding year and might be smaller by 10 
per cent. Forecast for 1944 on assumption that supplies would be the same as in 1943. 

The Department of Commerce forecasts for 1942, 1943, and 1944 are as follows: 

“At the year end . , , it was evident that the volume of goods available for purchase by consumers 

during 1942 would be decidedly reduced.” (Survey of Current Business, Feb., 1942, p. 10.) . 

“The concensus of current forecasts is that aggregate civilian supplies during 1943 will decline in real 

Tiry sarah 10 to 15 per cent below the near record levels of 1942.” (Survey of Current Business, Feb., 

3, p. 5. 
“Production of civilian goods probably had reached (at the end of 1943) its wartime low. Although a 
slight expansion of civilian goods output seemed likely for the months immediately ahead, there was little 
prospect of substantial expansion until the European war ended.” (Survey of Curreni Business, Jan., 1944, | 


Actia figures are Department of Commerce estimates of consumers’ expenditures adjusted by their index of retail 
prices. This probably overstates the value of consumers’ expenditures at previous year’s prices. . 

u Forecasts from comparison of forecast of consumers’ expenditures with forecast of available supplies. Actual 
figures are the percentage change in retail prices shown by the Department of Commerce index. It is believed that 
this index tends to understate the actual increase in prices, because of the difficulty of making allowance for deteri- 
oration in quality and for black markets. 
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TABLE VI.—FORECASTS' OF AGGREGATE EXPENDITURES OF INDIVIDUALS AND BUSINESS FOR 
FINAL PRODUCTS, AND OF Gross INCOME Frow, 1941-1944 


(In billions of dollars) 


~ 


1941 1942 1943 1944 





Expenditure or Income Item Fore- |. Ac- | Fore-| Ac- | Fore-! Ac- | Fore- 


cast® | tualb | cast® | tual’ | caste | tuald | caste 


Expenditures of individuals and business: 





Consumers’ goods and services 72 74 83 82 90 91 | 112 
- Rental value of owner-occupied homes excluded above 3 3 3 3 4 4 4 
Business-capital goods, including residences and changes 
in inventories& 20 21 11 9 — 1 — 
Assets and services purchased abroad? — 1 — — — — — 
Taxes and related payments to government; 
By individuals 5 5 8 8-} 18 19 22 
By business enterprises! 15 16 21 21 | -28 29 32 
Reduction in debt to banks! — — — 4 6 2 i 
Acquisition of government and bank obligations: 
= Federal government obligations er 3 7 25 21 38 26 28 
Bank deposits and currency! 7 6 19 14 21 22 28 
Total : 125 133 170 162 205 194 227 
Adjustments: 
Net reduction in state and local government indebtedness — 1 1 1 1 1 2 
Prepayments received and existing assets sold to federal 
government — 1 1 2 1 — — 
Increase in indebtedness to banks™ 2 3 2 — — — — 
Gross income flow ' 123 128 |° 166 159 203 193 225 
. Income of individuals® 92 95 125 119 156 147 175 
Salaries and wages 60 62 85 81 110 102 | 124 
Property income of individuals 12 12 13 12 13 14 16 
Personal income from unincorporated business 14 15 |721 20 26 24 28 
Other income received by individuals 6 6 6 6 7 T- 7 
Business funds? 31 | 33 41 40 47 46 50 
Undistributed income of corporations, after tax liabili- 
ties 4 3 5 4 5 5 5 
Taxes and related payments to government 15 16 21 21 28 29 32 
Excess of tax liabilities over payments 3 5 5 5 3 1 1 “ 
Depreciation and kindred allowances and reserves 9 9 10 10 11 11 12 


a These are ex post facto forecasts prepared for this article. 

b From estimates by the writer in Survey of Current Business, April, 1943, Tables 1-3. 

© Prepared in April, 1943, and slightly revised in Feb., 1944. See footnote c to Table V. 

d Preliminary, i.e., prepared from data available in Feb., 1944. 

® Prepared in Feb., 1944. 

f Forecasts from Table V. 

E Inventories at current evaluation, that is, prior to Department of Commerce valuation adjustment. “Forecast” 
for 1941 based on assumption that under stimulus of defense program percentage increase over 1940 would be similar 
to increase in that year over 1939; for 1942 on assumption that participation in war would cut the amount by one- 
half. ores for 1943 and 1944 assume that business acquisitions of capital goods will be offset by reduction in 
inventories. 

i 4 eeri travel and gifts abroad, securities purchased from foreigners, and other investments and banking 
unds abroad. 

i Forecasts for payments to federal government from Table V; for payments to state and local governments 
same, as estimated amount for previous year. 

1 From Table V. 1943 actual and 1944 forecast each include one billion dollar reduction in indebtedness to fed- 
eral government agencies. x > 

X Difference between estimated state and local government revenue and expenditure. 

Forecasts from data for, previous year, and change in volume of projected new construction for war purposes. 

m From Table V, except that 1941 actual includes one billion dollar increase in indebtedness to federal govern- 
ment credit agencies. 

n Forecasts except for taxes and related payments based on trends for the preceding two years, modified to 
equal in total the forecast of gross income flow. Income of individuals in this table exceeds that in Table I by the 
ar lusion of 3 billion dollars in 1941 and 1942 and 4 billions in 1943 for net occupancy value of homes occupied by 
their owners. 


arising from changes in productive capacity and from established 
monetary habits. Modern economists who observe the facts around 
_them have no more reason to disavow this old-fashioned theory, as 
“Messrs. Ensley and Goode describe it (p. 897), than modern physicians 

-| have to discard the equally old-fashioned theories of transmission of 
disease by infection and contagion. 
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Use of income. The use of income by individuals has not been ab- 
normal during the war—that is, disposable income of individuals has 
been divided between consumption expenditures and savings in accord- 
ance with established habits. However, one neglected aspect of estab- 
lished habits rgarding the use of income has been of unusual importance 
during the war, namely, the time element involved in adjusting living 
expenditures to a substantial increase in income. In a period when 
individual incomes are increasing rapidly a better estimate of the 
division of disposable income between consumers’ expenditures and 
savings can be made from prior data regarding the rate of use of 
money than can be made from prior data regarding the proportion of 
income saved. 

The proportion of aggregate disposable income saved in wartime 
is primarily a function of the proportion of the nation’s production 
absorbed by war and other governmental activities and of the propor- 
tion of the cost of these activities which is met by borrowing. This 
is true because, regardless of the degree of price inflation, the entire 
government deficit appears in the savings, including unused deprecia- 
tion and kindred allowances, of individuals and enterprises. 

Character of the inflationary gap. The gross inflationary gap, or 
anticipated difference between consumers’ disposable income and con- 
sumers’ expenditures, is by definition necessarily equal to the antici- 
pated savings of individuals from their disposable income, excluding 
savings in the form of increased stocks of consumers’ commodities. 

The portion of the gross inflationary gap which exerts an upward 
pressure on prices and may therefore appropriately be called the real 
inflationary gap is the portion which consists of cash. The dominant 
forces which determine the size of this portion of the gross inflationary 
gap are forces other than the decisions of individuals. It is true, even 
though Messrs. Ensley and Goode do not believe it, that “Individual 
consumers ... are victims of a gap they never made and about which 
‘they can be expected to do very little” (p. 897). 

Business fluctuations. The cause of the great depression of the 
early 1930’s was monetary deficiency. Monetary contraction, to the 
extent of more than 30 per cent below the estimated amount needed 
to maintain the previous rate of economic activity at a stable price 
level, turned an ordinary business recession into a terrible economic 
catastrophe. The principal phases of the process by which this occurred 
were as follows: (1) a sharp decline in the general price level and 
its effects upon business profits and business prospects; (2) destruction 
of extraordinarily large cash balances which had been accumulated 
by business during 1928 and 1929, thereby delaying for several years 
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a réduction in long-term interest rates which should have accompanied 
‘changes in the character of demand following the adjustment of the 
economy to the use of motor vehicles; and (3) the necessity experi- 
enced by individuals and enterprises of reducing their customary 
rate of use of money in an attempt to conserve the cash balances which 
they were losing. 

Recognition of the far-reaching influence of monetary expansion and 
contraction upon economic instability does not, as Messrs. Ensley and 
Goode suggest, “lead one to embrace a simple monetary theory for the 
cause and cure of business fluctuations” (p. 899). The moderate bus- 
iness fluctuations involved in the typical business cycle have their origin 
in forces other than changes in the volume of money. However, business 
fluctuations originating in forces such as changes in the character of 
demand and the time taken by business to adjust itself to those changes 
are greatly accentuated by the perverse behavior of the banking system, 
in its capacity of a monetary system. The occasional degradation of a 
business recession into a financial panic and a period of vast unemploy-. 
ment is readily understood as a sequel to monetary contraction and can- 
not be satisfactorily explained in any other way. 

As a final conclusion, I would like to repeat and strengthen my state- 
ment regarding the potentialities of monetary policy, with which 
Messrs. Ensley and Goode so sharply disagree, namely, that “the 
greater part of the amplitude of business fluctuations could be elimi- 
nated by .. . monetary policy... .” The greater part of the 
colossal inequities resulting from changes in the purchasing power of 
money can also be eliminated by monetary policy. In 1933 the Presi- 
dent of the United States stated the objective of monetary policy as 
follows: 


The Administration has the definite objective of raising commodity prices to 
such an extent that those who have borrowed money will, on the average, be 
able to repay that money in the same kind of dollar which they borrowed. We 
do not seek to let them get such a cheap dollar that they will be able to pay 
back a great deal less than they borrowed. In other words. we seek to correct a 
wrong and not to create another wrong in the opposite direction.?® 

Let me be frank in saying that the United States seeks the kind of dollar 
which a generation hence will have the same purchasing and debt-paying 
power as the dollar value we hope to attain in the near future.”° 


Nine years passed before the price level which prevailed prior to the 


“The Second Fireside Chat,” The Public Papers and Addresses of Franklin D. Roose- 
velt, 1933, p. 166. 


* “Wireless to the London Conference,” ibid., p. 265. 
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great depression was restored, but the wartime monetary expansion 
which finally brought that result is continuing and is creating “another 
wrong in the opposite direction.” The objective of 1933 was then a 
reasonable and practical objective of monetary policy. It is still a 
reasonable and practical objective of monetary policy—both in war- 
time and in time of peace—and the development of suitable techniques 
for its accomplishment is neither impossible nor difficult. 


BUSINESS STABILIZATION BY AGREEMENT 


By Morris A. COPELAND* 


It is the purpose of this paper to outline a plan for stabilizing business 
activity at a level of full employment. The plan is designed to elimi- 
nate that type of unemployment (other than seasonal and between-job 
unemployment) which persists even when business is at a peak. It aims 
also to eliminate cyclical unemployment. 

The plan will be referred to as business stabilization by agreement. 

It has been pointed out that while there is a wide diversity of opinion 
among economists as to the ultimate causes of cyclical and peak-busi- 
ness unemployment, there is a good deal of agreement as to the 
measures that can contribute most to a solution of the problem of un- 
employment.’ Six measures merit special consideration: 

1. Credit controls should be devised to prevent the development of 
unsound financial structures and practices—too narrow equity arrange- 
ments—during periods of business expansion. 

2. The volume of taxation should be promptly expanded during 
good business and contracted during slack business. If such expansion 
and contraction are to be adequate and properly timed, it will probably 
be necessary to provide for administrative changes in tax rates, local 
as well as federal. 

3. Better business information should be developed—especially 
better business forecasts, and especially forecasts of construction and 
of durable goods production. 

4. Capital formation both by private parties and by state and 
local government needs to be encouraged in periods of slack business 
and restrained in periods of prosperity. The bunching of orders for 
durable goods and for construction work in periods of prosperity should 
be replaced so far as is compatible with our private enterprise system 
by an even flow of orders. Maintenance of business inventories during 
business recession should as far as possible be encouraged. 


* The author is Chief of the Munitions Branch, Statistics Division, War Production Board. 
He was formerly professor of economics at Cornell University and at the University of 
Michigan and subsequently Executive Secretary of the Central Statistical Board (which 
in 1939 became the Division of Statistical Standards, Bureau of the Budget). 

The views expressed by Mr. Copeland are personal views only.- 


*See “How Provide Full and Stable Employment” by the writer, Am. Econ. Rev., 
Vol. XXXIV, No. 1 (Mar., 1944), suppl., pp. 134-47, 
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5. Public expenditure programs should be made to fluctuate so as to 
compensate fully any remaining business fluctuations. 

6. Public expenditure programs should be large enough, if there is 
unemployment when business is stabilized, to stimulate a controlled and 
even expansion of business, continuing without recession set-backs 
until full employment is reached. 

The first two of these measures are of relatively minor importance. 
Many of the former defects in our credit system have been eliminated. 
What remains to be done, on a national basis and so far as business 
stabilization is concerned, is not a major operation. Again there are 
difficulties, due in part to our governmental structure, in pushing tax 
flexibility as a compensatory device as far as purely economic consid- 
erations might seem to make desirable. Business stabilization by 
agreement is not directly concerned with these first two measures, 
though it would greatly facilitate tax level adjustments by the business 
forecasts it provides. It is concerned with all of the last four measures.’ 

Business stabilization by agreement will be outlined here as a 
national plan, although theoretically it might be operated on a wider 
basis. 

To the four Jast measures, listed above, business stabilization by 
agreement adds two main ingredients, ingredients which are familiar 
features of our private enterprise system. These ingredients are free 
contract and sales effort. The plan is based on voluntary forward 
agreements with and government bonuses to persons who cooperate by 
forward-planning their orders. The federal government will “sell” 
these forward agreements or policies to individuals, private enterprises 
and state and local governments. The agreements will provide a con- 
tinuous dependable business forecast, publicly available to all. 

Persons will be free to enter or not to enter these agreemenis. 
Reliance will be placed on the government’s offer of bonuses (or tax 
credits) and on sales effort rather than on compulsion. Individuals, 
private enterprises, and state and local governments (hereinafter called 
subscribers) will enter into these agreements with a federal officer 
(hereinafter called the forward agreement agent or simply agent). 

The forward agreement agent will offer three main types of agree- 
ment: (1) In the definite period agreement a purchaser (or subscriber) 
undertakes to place an order for an article to be delivered or job to be 
done during a definite future period and the agent undertakes to pay 
him a small amount when he carries out his agreement. (2) In the 
stable inventory agreement, the agent guarantees inventory losses and 

* The public expenditure programs with which the plan deals are construction and other 


works projects. It is recognized that other expenditure programs (e.g., improved and 
extended unemployment insurance) offer important possibilities for business stabilization. 
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carrying charges so as to give businesses an incentive to maintain 
stable inventories during business recessions. (3) In the slack period 
reserve agreement the subscriber undertakes, in return for a bonus, to 
have a construction or other project ready for prompt activation on, 
say, three months’ notice from the agent. These agreements give the 
plan a wide flexibility in its details. This flexibility is illustrated in the 
comment on detailed terms of agreements below. The principles on 
which the plan operates are as follows: 

Definite Period Agreements. In definite period agreements covering 
commodity purchases subscribers will agree some three months ‘in 
advance to place orders for goods for delivery in a definite period, say 
a calendar quarter. Each subscriber will buy from a seller of his own 
choosing as usual, except that his agreement will govern the timing of 
his order. The subscriber will receive a small tax credit or a small 
bonus from the agent for such advance planning and for carrying the 
plan out, say 2 to 5 per cent of cost. A somewhat smaller penalty might 
apply in case of defaults. 

The agent will offer these agreements to. prospective ultimate pur- 
chasers of major durable goods—autos, ships, planes, industrial equip- 
ment. Items costing less than, say, about $500 would not be covered. 
_ Similar agreements will be offered, governing the time of starting and 
finishing construction projects—houses, factories, commercial struc- 
tures, public works, and so on. 

The agent will maintain an index of the physical volume of produc- 
tion of goods of types covered by definite period agreements. Using 
outstanding agreements he will project this index into the future. 

Some six months in advance of a quarter, the agent will announce 
a quota-level for the index. Assume the quota-level for some quarter 
‘is 120 index points. The agent will seek enough subscriptions to “ 
definite period agreements for that quarter to bring the projected 
index up to 120 points. When the quota-level is reached, he will close 
subscriptions for that quarter. To obtain bonuses, additional customers 
(subscribers) will have to sign agreements for succeeding quarters. 

The agent will fix quarterly quota-levels with a view to eliminating 
business-cycle fluctuations in orders for major durable goods. In gen- 
eral, the agent will estimate the long-term trend of demand for such 
goods and set quotas at the maximum levels at which he finds demand 
and hence production can be sustained. 

Similar procedures will be followed for construction projects 
(except for a modified method of fixing quotas for public projects to 
be considered later). 

Sales techniques will be used to reach quota-levels and will be the 
agent’s first reliance in discouraging excess orders not covered by 
agreements. 
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If, despite such discouragement, a quarterly overage were to con- 
tinue to grow, credit restraints would be invoked first through the 
stricter credit analyses by lenders which would result from announcing 
such an overage and then as a matter of public policy. 

The agent will offer to register intentions to order not covered by 
agreements, until the index shows an excess over quota of, say, 15 per 
cent (138 index points in the case supposed). Unregistered orders for 
delivery before the end of the over-quota quarter will be subject to a 
small tax, not more than 2 per cent ad valorem. Prospective buyers 
will thus be induced to register. : 

Since both purchaser and seller will know’ definitely when the 
purchaser is responsible for over-quota buying, mild restraints should 
in general suffice. With quotas reasonably well administered and 
campaigning for subscriptions and after-quota publicity reasonably 
well conducted, a close approach to demand stability in the lines of 
business covered should be achieved, especially after the plan gains 
- Momentum. Covered business including state and local government 
projects might amount to 30 billion dollars a year. 

Stable Inventory Agreemenis. In order to maintain inventories in 
periods of potential inventory liquidation, the agent will undertake in 
Stable Inventory Agreements with business concerns of appropriate 
types to reimburse them during “guarantee periods” for paper losses 
and carrying charges on a portion of their inventories designated as 
“inactive inventories.” Subscribers will agree not to liquidate “inactive 
inventories” without, say, 30 days’ notice. “Inactive inventory” will be 
so defined that it will pay the subscriber to maintain his inventory 
throughout the guarantee period in spite of any decline in price or in 
his operating requirements. 

Guarantee periods will begin at the agent’s declaration. He will 
select a time when he finds that inventory accumulation is approaching 
the danger stage. (The mere declaration will be notice to the business 
community that the agent views the inventory situation with concern.) 
The guarantee period would continue until the agent finds that danger 
of serious inventory liquidation is past. He would then declare the 
guarantee period ended, and reimbursements for losses on inactive 
inventories would cease and reimbursements for carrying charges 
would be tapered off. 

In general, stable inventory agreements will apply only where goods 
do not depreciate or go out of style rapidly, and where good current 
inventory records and good market price quotations are available. 

Slack Period Reserve Agreements. The damping down of business- 
cycle fluctuations in durable goods and construction through definite 
period agreements and in inventories through stable inventory agree- 
ments will tend to damp fluctuations in other lines. But a substantial 


k 


> 
~~: 
‘ 4e 


r 
"2 ony 


332 a THE AMERICAN ECONOMIC REVIEW =o [JUNE . 


“~ 


task of ‘providing a “countercycle” through compensatory public ex- 
penditure programs will. remain. 

If public works and other public expenditure programs are to offset 
business fluctuation and stagnation without resort to made-work, we 
must plan enough projects for this purpose and plan them far enough 
in advance,—and it often takes two years or more to plan and get 
approval for a substantial project. We must also hold some projects 
in reserve until needed and we must be able to mobilize such projects - 
promptly when they are needed. 

Slack period reserve agreements provide a mechanism for mobil- 
izing and for reserving projects. State and local agencies will be offered 
these agreements. They will run for, say, two-, three-, and five-year 


„terms. Each subscriber will undertake to begin his project (or make 


his purchase) within the term of his agreement, on-three months’ notice - 
from the agent. He will be offered an attractive credit proposition and.. 
a bonus, say, 6 per cent of cost under a 2-year agreement to 15 per cent 
under a 5-year agreement. Agreements will fix the terms on which credit 
will. be extended when projects are activated. For federal projects funds 
will be appropriated in advance, with a special proviso making them — 
available for obligation during a period to be fixed by the agent. 

Both federal and local projects can thus be mobilized promptly; 
and until activated, they will be held in reserve. But Congressional 
appropriating: power will not be delegated to the agent. Nor will 
states’ rights be infringed, for he will not pass judgment on the merits 
of state and local government projects. 

Through slack period reserve agreements, the agent can increase 
the reserve file of expenditure programs. Private concerns and individ- 
uals will be eligible to subscribe. Thus a railroad may make a reserve 
agreement for a new passenger terminal. The agent will analyze his 
“market” for reserve agreements. He will adapt the terms of agree- 


ments to subscribers’ convenience. He will stage a publicity campaign, 


seek out prospects, and solicit subscriptions. The fact that he offers 
something definite, an agreement carrying a bonus clause, should 
facilitate the promotion of adequate forward-planning of reservable 
expenditure programs. | 

Sponsors of public projects not attracted by reserve agreements will 
be solicited for definite period agreements, Six months in advance of 
a quarter, the agent will make preliminary diagnoses of business 
prospects and will fix the quarterly quota-level for public construction 
under definite period agreements so that the volume of such work will 
contribute to the countercycle of compensatory expenditure programs 
instead of aggravating the cycle at present. 

Some three months before the beginning of a quarter, the agent will ` 
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close subscriptions for all types of definite period agreements and will 
revise his diagnosis of the quarter’s business prospects. He will use 
this revised diagnosis to determine the additional volume of counter- 
cycle business needed, and will activate reserve agreement projects 
accordingly. An overdose of reserve projects applied to one quarter 
will be counteracted by an underdose the next and vice versa. 

The dose of compensatory projects will be applied, not after symp- 
toms of business recession develop to a stage so advanced that the 
malady is unmistakable (this is our present procedure), but on the 
basis of a forecasting schedule three months before each quarter 
begins. The dose, being applied so much earlier, will accomplish so 
much the more. A stitch in time saves nine. 

Full Employment. The agent will consult with various federal and 
local government officials as to projects they might undertake during 
the next five to ten years; he will also suggest proposals on his own ` 
initiative. His file of prospective proposals and of signed agreements 
_ will in effect become a master plan for construction and other public 
works projects for the United States. 

The agent will deal with public projects under both definite period 
and reserve agreements regionally, so as to even out regional disparities 
in business activity—a boom in the Middle West, a slack period in 
the East, and vice versa. 

When business is stabilized, there may still be a substantial volume 
of secular unemployment. If the stable level of unemployment were 
slightly below full employment, if what may be called the “depres- 
sionary gap” were small, the entire gap between stable and full em- - 
ployment could be filled by setting high enough quotas under definite 
period agreements for public projects and by activating enough proj- 
ects from the reserve file. 

If the depressionary gap is large, it may not be feasible to fill it 
immediately even if bonus rates on definite period and reserve agree- 
ments are raised. To activate enough reserve projects to fill it would 
too soon exhaust the reserve file, and it may not be possible to obtain 
enough subscriptions to definite period agreements. Instead the agent 
will schedule each quarter a stimulus sufficient for a gradual, sustained 
expansion of business, avoiding the setback of any substantial business 
recession and maintaining expansion until full employment is achieved. 

Terms of Agreement. The forward agreement agent will need to 
have sufficient discretion to modify the terms of agreements and the 
rules of subscriber eligibility from time to time. Those projects and 
purchases should be included first in the area covered by agreements 
which because of their size and nature will involve the smallest ad- 
ministrative problems (and political obstacles) in relation to results. 
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The agent should be authorized to exclude all projects and purchases 
from eligibility which amount to less than some appropriate minimum 
cost limit, e.g., $500.° 

The agent should have no responsibility for excluding a project 
from coverage by an agreement on the ground that it is contrary to 
or not in accord with the public interest. Of course no project would 
be eligible for coverage by an agreement with the agent, if otherwise 
unlawful. 

The agent will need to establish broad classifications of subscribers, 
with special terms in the agreements offered to each classification. And 
in the case of slack period reserve agreements further-classification by 
locality and possibly by industry may be desirable for purposes of 
determining activation. In general the agent should be required to 
deal with all agreements of the same classification and termination date 
equally and without discrimination. Presumably, however, reserve 
agreements of the same classification and same termination date would 
be activated in the order in which they were entered into. 

The subscriber should have a right to amend project plans, and 
to shift from one type of agreement to another. However, restrictions 
should be imposed on this right through appropriate adjustments in 
consideration so as to prevent the subscriber from gaining an undue 
advantage, e.g., by so great a modification of a project as to warrant 
its reclassification by the agent. Most public construction projects 
should be brought under either definite period agreements or reserve 
agreements, but reserve projects would be clearly identified as such. 
One difficulty with works programs today is that there is no such 
identification of reserve projects. 

It would probably not be desirable to permit the transfer of any type 
of agreement by processes other than bequest or corporate succession. 

The subscriber should have an opportunity to make a blanket 
definite period agreement or reserve agreement, e.g., for all contracts 
and purchases connected with one construction project. Similarly he 
should be able to make a blanket stable inventory agreement covering 
all of his eligible inventories. 

Several varieties of definite period agreement would be needed to 
accommodate different classes of subscribers. By way of illustration it 
will be assumed that all the following varieties are on a quarterly basis: 

1. In the case of purchases of stock or shelf items, the subscriber 
would undertake, three months or more in advance of a calendar quar- 
ter, to make a purchase during that quarter. The consideration offered 
to the subscriber to induce him to enter into a definite period agree- 
ment might be a specific sum. Where the item he agrees to purchase is 


* A flat limit probably should not be applied. Thus where two models of a good compete 
closely, both should be included or both excluded. 
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- subject to a sales tax, the consideration might be a tax credit. Other- 
wise a cash bonus would be made available at the time of payment 
for the purchase. 

Special further tax concessions might be offered in periods of slack 
business to facilitate reaching quotas. 

2. In the case of a construction project agreement the subscriber 
would agree to start his project during a definite quarter and would 
agree to a definite completion period. The bonus might be based on a 
percentage of cost, actual cost or estimated cost, whichever proved 
lower. Failure to complete the construction project in the stipulated 
period, plus possibly three months of grace, would be construed as a 
partial failure to carry out the agreement. That is, only the cost of that 
part of the work done during the agreed interval would be counted in 
computing the consideration. The bonus might be made available on 
an installment basis. 

3. Special administrative problems are raised by force account 
construction, 7.e., construction carried on by the subscriber with his 
own force of employees. For railroads and other large private enter- 
prises and for some types of governmental unit, it should be possible to 
provide a form of agreement in which the total normal force account 
construction (and maintenance) scheduled for any quarter by the 
organization would be treated as a single project eligible to a definite 
period agreement, all additional force account construction being 
treated as a separate project eligible to a reserve agreement. Since the 
subscriber in this case would be his own contractor, the contractor’s 
certification would not provide a check on the subscriber’s statement 
in claiming a bonus. The subscriber would, therefore, have to main- 
tain special records and give the agent access to them as evidence of 
the carrying out of an agreement. 

4, It would be possible to include exports in definite period agree- 
ments. However, it would presumably be necessary in general to make 
the exporter rather than the foreign customer responsible for forward 
planning unless two countries adopted business stabilization by agree- 
ment on a reciprocity basis. Definite period agreements might be made 
available to large foreign customers, subject to approval by their 
governments. 

5. The use of definite period agreements covering public projects 
to schedule countercycle business would make it desirable to accompany 
such agreements with arrangements for extending credit to sub- 
scribers, 

Particularly in the case of these definite period agreements there 
would be occasion for a higher rate of bonus during periods of 
business recession and depression than during periods of prosperity, 
before the plan has brought about stability. But to announce an 
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increased rate while a recession is under way might lead subscribers 
to wait for a still higher rate. It would be better to establish and 
announce in advance two rates, a prosperity rate and a recession rate, 
and to make no upward adjustment during a recession beyond this 
announced differential. When recession stops and there is stability 
at a depression or stagnation level, the schedule of prosperity and 
depression bonus rates canbe raised to encourage additional projects 
so as to help fill the depressionary gap, provided the new schedule is . 
to be kept in force for, say, five or more years. 

While quotas for private subscribers to definite period agreements, 
except for seasonal variation, would in general hug the trend-line of 
demand, quotas for public subscribers and possibly for public utility 
subscribers would be set above the trend in slack periods and below it 
when business is prosperous. 

Various administrative arrangements might be advantageous from 
the point of view of subscribers’ convenience and so help in getting 
subscriptions. Thus the agent might arrange with local authorities to 
make the agreement form covering construction projects $ serve also as 
an application for a building permit. 

The tax proposed on orders in excess of, say, 115 per cent of the 
quota should be a nominal one. Otherwise it might have the effect of 
imposing a ceiling on purchases. A larger tax in conjunction with the 
competition of buyers who have signed agreements, when the plan 
gains momentum, would force others to sign agreements or go without, - 
and would involve serious restraints on individual freedom. No ceiling 
should be imposed. 

The purposes of the nominal tax are (1) to provide a warning 
against business overexpansion, and (2) to induce registration of 
orders in excess of the quota. 

So much for definite period agreements. There would be need also 
for several varieties of slack period reserve agreement. Thus it has 
been noted that, in lieu of the bonus feature in arrangements with 
other federal agencies, there should be a special form of appropria- 
tion, under which funds would be made available for obligation during 
a period to be specified by the agent. The appropriation act would fix 
the term, two to five years, within which the agent would have to 
activate the project. 

Special forms of reserve agreement might be needed to prodik for 
the extension of credit to the local government or private subscriber 
upon activation of his project, the details depending on what credit 
agency is most appropriately to be made a participant. 

A special form of reserve agreement might apply to deferred force 
account maintenance, e.g., by a railroad. The agent should have broad 
authority to develop and provide additional features to make such 
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reserve agreements attractive to subscribers. Two types of device may 
be suggested by way of illustration: (1) some form of guarantee to 
the subscriber against price changes affecting the cost or worthwhile- 
ness of a potential project and (2) means of transforming the 
“time-shape” of a subscriber’s expenditure pattern so that the main 
burden of expenditures could be met by the subscriber in the period 
of his greatest ability to pay and yet have the maximum expenditure 
rate come in a quarter determined by the agent. 

It might be possible to get a substantial number of individuals to 
subscribe to reserve agreements for home improvement. 

All stable inventory agreements would bind the subscriber to make 
current (probably monthly) reports and to give the agent access to 
records and to the place of storage on request. They might all require 
notice (for example, thirty days) before any liquidation of “ inactive 
inventory.” 

All stable inventory agreements would have to define (1) “in- 
active inventory,” and (2) “carrying charges” and (3) “paper loss” 
thereon. In general, “carrying charges” could be specified in dollars 
per unit per month. The special problems raised by (1) and (3) may 
be considered briefly. 

An illustrative, oversimplified formula for merchandise may serve 
to indicate possible methods of defining “inactive inventory” in terms 
of a base turnover ratio (average inventory during, say, the three years 
preceding the date of the beginning of the guarantee period —- average 
monthly sales during the three years) and a base month (the month 
preceding the date of the beginning of the guarantee priod). It will 
- be convenient to define “base inventory” and “active inventory” first, 
thus: 

Base inventory —- sales in base month =— Base turnover ratio. 

Active inventory as of current date -- sales in the preceding month 
— Base turnover ratio. 

Inactive inventory could then be defined as follows: 

Current inactive inventory == current inventory or base inventory, 
whichever is less, minus active inventory as of the current date. 

Under this definition, reimbursements for losses and carrying 
charges would not cover any current inventory in excess of the base 
inventory. A more complicated formula would be needed, if there 
were a marked seasonal variation in inventory. 

In the case of materials and supplies inventories, the quantity 
used during the month might be substituted for sales in the formulas 
defining “inactive inventory.” Work in process might be handled by 
expressing it either in finished item equivalents or in some raw material 
equivalent. | 

Computation of the loss during the month on the inactive inventory 
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held would require a determination of price per unit in the inventory 
as of the end of each month. Where several producers turn out the 
same item and there is a market price no problem arises. But the 
subscriber’s list-price changes clearly would not provide a satisfactory 
basis for computing inventory losses. It might be possible to handle 
such a case by a special price index based on material and labor costs, 
the index being used to measure the finished item inventory loss. 


ESTIMATE OF FUNDS NEEDED FoR OPERATION DURING ONE YEAR SHORTLY AFTER 
THE PLAN Is INAUGURATED 


Type of Agreement Average Cost Per Year 
(in billions) 
From To 
Definite Period Agreements: $1.0 $1.5 


Business covered $25 to $30 billions. Average tax rebate or bonus 
rate 4% to 5%. 
Stable Inventory Agreements: 2 35 
Average annual loss $1 to $1.5 billions, 10% to 15% of this on 
“inactive inventories” under agreements, An equal cost for carry- 
ing charges. 
Slack Period Reserve Agreements: 2 A 
$3 to $6 billions of projects per year, a third of them federal. 
Average rate on nonfederals, 10%. 
Other Expenses—Handling Charges: 
General administration, publicity, Reserve Agreement credit costs, 
etc. | 3 


——— — aea rennet 


TOTAL $1.5 $2.7 


These considerations suggest that, if sufficient coverage can be 
obtained in that way, application of stable inventory agreements 
should be limited to cases where an objective determination of “inactive 
inventory” and of inventory valuations is a relatively simple matter. 
In general, those lines should be covered first where the terms of 
agreements are the simplest and where the inventory liquidation prob- 
Jem has been most acute. 

Cost of the Program. The federal appropriations that would be re- 
quired to operate business stabilization by agreement can be estimated 
only very roughly. If the plan is undertaken with the help of a back- 
log of deferred civilian demand, or if it has wide popular support, 
the cost to the Treasury will be much less than it would be if launched 
without such a back-log or with somewhat hesitant popular support. 
It would be especially difficult to launch the plan during a period of 
business depression. 

The cost of the plan, particularly of definite period agreements, 
would vary inversely with the strength of the restraints imposed to 
prevent orders in excess of the quota-level for durable goods and con- 
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struction. Theoretically the forward-planning of orders under definite 
period agreements can be induced either (1) by offering a financial con- 
sideration or (2) by creating a situation through restraints on excess 
orders such that failure to forward-plan means going without. Actually 
there are various intermediate possibilities, which rely more or less 
on the financial consideration and less or more on the restraints. The 
spirit of business stabilization by agreement calls for one of these in 
which the emphasis is chiefly on the financial inducement and the 
restraint is mild. With stronger restraints, the cost of providing effec- 
tive financial inducements would be less than in the following estimates. 
Even with mild restraints, the cost of effective financial inducement 
will decrease, after customers in the lines covered by definite period 
agreements come to understand the plan and become accustomed to 
the forward-planning of their orders. 

After the plan gets well under way it will also be possible to operate 
with a relatively smaller proportion of reserve agreements and a rela- 
tively larger proportion of definite period agreements. As forecasts of 
the total volume of business improve in accuracy the need for in- 
definite-date reserve agreements diminishes. 

Business stabilization by agreement will be worth far more than its 
cost to the Treasury, measured in added national income. The above 
considerations indicate that the plan will take 2 to 3 billion dollars a 
year to operate while it is getting established, and 1 to 2 billions a year, 
‘or even less, afterward. These sums are certainly modest compared to 
the losses in national income which cyclical and secular unemployment 
entails. 

Congress Should Define Full Employment. Within the limits of his 
appropriations, the agent will exercise discretion as to terms of agree- 
ments and rules for subscriber eligibility, so as to expand or contract 
the area of business covered by agreements as may be necessary in 
order to provide full and stable employment. But his exercise of discre- 
tion should be confined to the purpose of full employment. Except for 
its effect on the timing and volume of business, business stabilization 
by agreement should leave private enterprise as free to pursue its own 
course as it would be without the plan. 

In justifying his estimates for appropriations, the agent will indicate 
the employment level which, in view of current practices regarding 
working hours and working ages, he regards as the level of full employ- 
ment. His estimates will aim to provide for bonus rates and a volume 
of agreements sufficient to achieve stability and reach this level. Thus 
Congress will face squarely the question, “At what level is our economy 
to operate?” 


COMMUNICATIONS 


From Marx to Menger: 


The Recent Development of Soviet Economics 


Several leading economists of the Soviet Union, headed by L. A. Leontiev, 
have published a statement criticizing the way in which economics has been 
taught in Soviet institutions of learnings The critics re-define economics; they 
propose a more rigid application of “historical materialism” to the prehistoric 
age;* they oppose the idealization of primitive communism, stressing the 
historical necessity of its replacement by more developed forms of economic 
organization, and demand that more room be given to the early phases of 
capitalism; finally, they condemn the theory that economic laws do not apply 
to a socialist economy and try to explain how the “law of value” operates 
under socialism. 

This final part of the statement overshadows the others in importance. The 
controversy about the determinants of social structure in the prehistoric age 
is of little concern to non-Marxians, who would contest the presuppositions, 
and in their recommendations for the treatment of communism and capitalism 
in history the authors are merely reminding their colleagues of some well- 
known Marxian propositions. But in dealing with the problem of economic 
laws and with value in the socialist order they are breaking new ground for 
Marxian theory in a field of greatest interest to all economists. Marx has never 
maintained that “there are and can be no economic laws in the socialist scheme 
of economy,” but neither has he worked out these laws. Moreover, there are 
great difficulties, from a Marxian point of view, in recognizing economic laws 
applicable to socialism. Economic laws must refer to the universal facts of 
scarcity and utility, and therefore, if at all valid in a socialist system, must 
have essentially the same content there as under capitalism. Their mode of 
execution, of course, is very different in different economic systems, but at any 
time and place they express the rules of rational economic procedure which are 
not dependent on the form of ownership or on the character of economic 


1 Abbreviated publication in English in Science and Society, Spring 1944 (Vol. VIII, 
No. 2), where a list of the authors can also be found. For the present article this English 
version of the statement has been used. 


*Following Frederick Engels (The Origin of the Family, Private Property, and the . 
State), teachers are said to have upheld the proposition “that in the period preceding civi- 
lization, the social structure is determined not only by the conditions of production of ma- 
terial goods, but also by the conditions of the production of man himself, that is, by the 
form of the family.” The authors of the statement, on the contrary, believe that in all 
periods the conditions of commodity production have determined the social structure so 
that a “monistic view of history” can be generally applied. 
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controls, Recognition of economic laws for the socialist order therefore means 
recognition of some common rules for capitalism and socialism. 

The authors of the statement do not seem to disagree with this proposition. 
Although they call everybody an enemy of socialism who tries “to extend the 
laws of capitalist economy to socialist economy,” they describe the difference 
between the economic law in either of the two types of economic order as a 
difference in the method through which the law controls reality, not as a 
difference in content.’ But Marxian dialectic philosophy has been inclined to 
regard all rules of human behavior as expressions of changing modes of pro- 
duction and therefore themselves subject to change from epoch to epoch. 
Marxians have often ridiculed the concept of “eternal truths.” If now such 
“eternal truths” are recognized in the economic field, how can consequences 
in other fields be avoided? If some generalizations in economics are valid for 
all types of social order, the case for the’ communist proposition that basic 
political institutions must be different in socialism and capitalism is weakened. 

The authors of the statement are presumably not prepared to accept this 
conclusion or even to grant that they have in any essential point departed from | 
Marx’s position. They might quote passages from Marx’s writings implying 
that the dialectic mechanism of change can operate only within a framework 
of stable elements and might argue that economic laws, in their most general 
form in which they express “objective necessities” and do not presuppose a 
specific form of operation, belong to these stable elements which Marx recog- 
nized. A non-Marxian might reply that Marx, whenever he exempted any 
elements from dialectic change, was contradicting himself, and that whoever 
follows this line of Marxian thought abandons dialectic philosophy with its 
‘revolutionary implications. Regardless of this controversy, however, Marxians 
and non-Marxians alike are interested in the question which the authors of the 
statement have raised by their recognition of generally valid economic laws, 
namely, the question of the nature of the elements which remain stable in a 
change of the social order. They are probably the first Marxians to raise that 
question, and further analysis along the same lines by these or other Marxian 
scholars will be of great value. 

Economic laws lead to formulas expressible in terms of economic value. 
Consequently, the recognition of economic laws applicable to the socialist 
order involves the acknowledgment that value calculation is possible under 
socialism. The authors of the statement therefore strongly oppose the “un- 
sound idea” “that in socialist economics there is no place for a law of value.” 
In affirming the necessity of socialist value calculation, the authors draw not 
merely a conclusion from their belief in general economic laws but also express 
the experience of the Soviet Union in planning. The Five-Year Plans are drawn 
up not only in terms of physical quantities but also in terms of value; other- 
wise, they could not fulfill their purpose. 

The idea that value calculation does not become superfluous with the dis- 
appearance of capitalism is quite compatible with Marxian theory. The state- 

°? Under capitalism, according to the statement, economic law operates “independently of 


man’s will and consciousness,” whereas in a socialist society it is “an objective necessity 
known by man, working through the consciousness and will of men.” 
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ment of the Soviet economists, however, goes beyond the assertion of this idea. 
It deals with the question of how value is determined in a socialist economy, 
and here the authors encounter great difficulties in their attempt to remain 
within the Marxian tradition. In determining prices the Soviet planning 
authorities could not work on the assumption that “the hour or day of work 
of one worker is . . . equal to the hour or the day of another.” According to 
the Marxian theory, the difference between the values of the labor power of 
different workers at the same time and place is caused by the differences in 
labor time necessary to produce the means of the worker’s subsistence and 
education. This labor time is greater in the case of the skilled worker, who 
needs more education, and consequently his wage exceeds that of the unskilled 
laborer. But the authors of the statement do not explain the differences in 
pay in this orthodox fashion. “The calculation and comparison of various kinds 
of labor are not realized directly by means of the ‘natural measure of labor,’ 
labor time, but indirectly, by means of accounting and comparison of the prod- 
ucts of labor, commodities.” The ability of labor power to produce commodi- 
ties is its utility (in Marxian language its use value). If utility is not merely 
the general condition of the existence of value but the determinant of its 
quantity, the labor value theory is untenable and must be replaced by a theory 
explaining value as an expression of utility. In other words, the road on which 
the authors of the statement have started leads from the Marxian camp into 
that of Jevons, Walras, and Menger. 

The authors do not concede this point. They still use the language or 
orthodox Marxism, maintaining that “the value of a commodity in socialist 
society is defined . . . by the quantity of work socially necessary for its pro- 
duction and reproduction.” But since the quantity of work is not determined 
by labor time but by its usefulness, the Marxian formula does not mean in 
the new statement what it meant in Capital or in the writings of Kautsky and 
Lenin. 

It is not merely in the determination of the value of different kinds of labor 
that the authors deviate from the labor value theory, In the Soviet economy, 
it is stated, “the possibility has already arisen that the price of an article does 
not coincide with its value.” Two reasons are indicated for this deviation. 
First, part of the Soviet production is sold not at prices completely determined 
by the Soviet government, but “according to prices set in market trading.” 
This is true of the products of “single farmers and craftsmen,” “of the per- 
sonal auxiliary occupation of collective farmers” (the reference is probably to 
the cattle and garden products which an individual family on a collective farm 
can raise in their spare time), and of that portion of the product of collective 
farms “which is distributed in kind according to work days and then is sold 
by the collective farmers on the market.” Secondly, even in the “organized 
market, which is in the hands of the Soviet government,” the labor value theory 
is not the exclusive guide. “Commodity prices are set with definite deviations 
from their values, in correspondence with the various tasks facing the govern- 
ment, and depending on the quantity of commodities of various kinds which 
can come into the market, given the scope of production and of social needs 
existing at the time.” 
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Marxian theory has always recognized that prices may deviate from values, 
but has restricted the possibility of such deviation to well defined instances.‘ 
Obviously, if this restriction is removed, the labor value theory becomes an 
empty shell. From a Marxian point of view, the existence of a free market does 
not explain any long-term deviation of price from value (and, obviously, the 
authors of the statement do not speak merely of short-term deviations). In 
nearly all of his writings, Marx deals with a capitalist and not with a socialist 
economy and presents the labor value theory as the regulatory principle of 
capitalism. Why, then, should the elements of a capitalist order which survive 
in the Soviet economy necessitate the formation of prices different from labor 
value? Or which of the specific causes of deviation mentioned by Marx are 
supposed to exist in the Soviet Union? The authors themselves exclude the 
most important case, the sale at “production price” as distinguished from 
value as a result of the tendency toward an average rate of profit. This “law 
of average profit” has “lost its meaning under socialism.” 

No reader of the statment can doubt that the abandonment of the labor 
value theory is due to practical experience. For the Soviet economist, value 
theory is not a mere academic affair. Value is the “single denominator,” which 
must be used in Soviet bookkeeping for the ‘‘comparison of the expenses of 
the firm in a given period with the whole mass of production for the same 
period.” If values reflected only labor cost they would not be usable for 
correct bookkeeping. In comparing input and output it is necessary to calculate 
the value of the output independent of cost, and on the side of the input the 
consumption of gifts of nature and of capital disposal must be taken into 
account. In other words, product value must be calculated as utility gained and 
cost value as utility lost. The authors of the statement are saying virtually the 
same thing when they state that “the various tasks facing the Soviet govern- 
ment” and “the social needs” determine prices in the Soviet Union. Bohm- 
Bawerk, Cassel, and a host of “Austrians” and “neo-classics” (including a 
good many non-Marxian socialists) have foreseen that a socialist society would 
have to accept this rule.® | 

In the daily press the statement was first interpreted as a symptom of 
decreasing hostility toward capitalism among Soviet economists.” In the mean- 
time, critics have pointed out that this is a misinterpretation.* Indeed, all the 
credit which the authors of the statement give to capitalism refers to the past, 


*See Capital, Vol. I, chap. 3, especially p. 75 (London, Swan Sonnenschein ed., 1901), 
and Vol. JII:1, chaps. 9 and 10. 


ë Nor does any other item in the Marxian catalogue of deviations of price from value 
cover the deviations in Soviet planning. The only Marxian category which at first sight 
seems applicable is that of “imaginary price” (Capital, Vol. I, p. 75), but the explanation 
given in Capital, Vol. III, pp. 757-58, shows that this concept too fails to afford a possi- 
bility of reconciling the price theory of the statement with Marxism. 

ê One has to make allowance, of course, for the different language which “Austrians” and 
“neo-classics” use to express this thought. 

7See New York Times of April 4, 1944, “Communist Dogmas Basically Revised,” by 
Will Lissner. 


8 See Algernon Lee in The New Leader of April 8; Editors of The New Republic, issue 
of April 17. 


A 
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- and in several passages they express the absolute conviction that the capitalist 
_ order is an obsolete system which must be abolished. Even with regard to the 
past, the statement is not nearly as emphatic in its praise of the achievements 
of capitalism as the Communist Manifesto, which nobody has as yet considered 
a document promoting the reconciliation of capitalism and socialism. But the 
revision of the value theory taught in Russia may facilitate a fruitful dis- 
cussion between Western and Russian economists, who will from now on talk 
more nearly the same language, although of course many of the Western 
economists have not explicitly adopted a utility value theory. Even more 
important, the abandonment of the labor value theory—in fact if not in terms 
—will free price analysis in Soviet planning from a severe handicap and is 
therefore likely to result in increasing the advantages of the Soviet planned 
economy. 
Cart LANDAUER 
University of California 
Berkeley 


Saving and Spending Patterns of the Same Rural Families 
Over a 10-Year Period, 1933-1942 


For 14 years the Department of Home Economics at the University of 
Iilinois, through the Agricultural Experiment Station, has carried on a research 
project in which family account records have been supervised and analyzed. 
Several hundred account books and additional survey material concerning the 
families keeping the records are summarized each year. Of this group, 49 
families have kept records continuously for the last 10 years. The sample is 
small but widely distributed in 24 different counties in the state. These ac- 
counts offered an unusual opportunity for analyzing the amount and use of the 
disposable income and nonmoney resources of the same families for a con- 
tinuous 10-year period, 1933-1942. 


Irregularity of Income 


The average amount of disposable? income per family for the group of 49 
farm families varied over the 10 years from $1037 in 1933 to $4390 in 1942 
(Table I). The most usual variation in individual incomes was six to seven 
times as much income in the year of largest disposable income (1942) as in the 
year of lowest income (1933). For one family the variation was as high as 
seventeen times as much income in 1942 as in 1933. 

If these family records are grouped in thirds according to amount of dis- 
posable income—under $1500, $1500-$2499, and $2500-and-over—the wide 
variation in income over the 10-year period seems even more startling (Table 
I). Over four-fifths, or 84 per cent, of the families had less than $1500 in 1933, 
while in 1942 only 6 per cent of the families had less than $1500, 


1 Disposable income as used here is the net money receipts after income taxes and 
interest payments have been subtracted. 
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In 1933 only 6 per cent had a disposable income of $2500-and-over, while 
in 1942 four-fifths, or 80 per cent, were in that level of disposable income. This 
increase in income from 1933-1942 for these families was on the average a 
gradual increase each year from 1933-1941, and a much greater increase in the 
war year of 1942. 


TABLE I 


Number of the 49 Families in Different Levels During 

Disposable 10-Year Period 
Income Grow r e 
1933 | 1934 | 1935 | 1936 | 1937 | 1938 | 1939 | 1940 | 1941 | 1942 


SS | | | a | SS | 


Under $1500 41 36 33 21 16 18 14 11 5 


3 
$1500-$2400 5 {1 13 20 21 16 17 16 {7 7 
9 


$2560 and over 3 2 3 8 12 15 18 22 27 3 


Average dispos- 
able income |$1037 |$1177 |$1560 








$1879 |$2156 |$2263 |$2384 [$2452 $3015 |$4390 


The 10-year average disposable income for over two-thirds of these families 
was in the $1500-$2499 level, with the remaining one-third about equally 
divided above and below that level. The irregularity of the amount available 
each year demands more careful long-time planning than if that average 
amount was received each year. It also has a decided effect in determining the 
consumption pattern of the family. 

One factor that prevented a radical change in their living during years of 
low disposable income is the amount of noncash commodities and services such 
as food, fuel, and use-value of the farm dwelling furnished by the farm. The 
importance of these noncash commodities and services varied for this group of 
families from 42 per cent, or nearly one-half of their living in 1933, down to 
28 per cent or slightly more than one-fourth of their living in 1942. 

These additional noncash commodities and services for family living raised 
the total average money-value of living and savings to $1598 in 1933 and to 
$5136 in 1942. 


Savings Program 


Apparently the savings? program of the farm family gains decidedly through 
these wide swings in the amount of disposable income, primarily for two rea- 
sons: (1) because there is a desire to gain greater security through land 
ownership to offset in part the insecurity of such periods of low income as in 
1933 and 1934; and (2) because such irregular income prevents high fixed 
yearly living expenses. 

The per cent saved (Table II) each year varied directly with increased dis- 
posable income from 27 per cent on the average for the group in 1933 to 57 
per cent in 1942. If the money value of noncash commodities and services is 


* Savings included life insurance premiums, debt retirement in excess of borrowings, war 
bonds, payments on purchases of Jand, and net change in bank balance at end of year over 
that at the beginning of year. Money invested in the farm business or net changes in 
the value of farm business are not included here under savings. 
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also considered in the total available for living and saving to make such data 
comparable with town families these families saved 17 per cent of their avail- 
able resources in 1933 and up to 49 per cent in 1942. Saving a portion of their 
income each year, regardless of whether the family’s income was small or large, 
was a definite policy. During years of low disposable income, all families in the 


° TABLE IT 
Year 1933 | 1934 | 1935 | 1936 | 1937 | 1938 | 1939 | 1940 | 1941 | 1942 
Per cent of disposable in- 27 23 27 3i 3t 29 31 33 34 57 


come in savings 


re | tinea: | am | Sinn n nen | a a | Hint m) e a y e r M 


Total disposable income $1037 | $1177 | $1560 | $1879 | $2156 | $2263 | $2384 | $2452 


| nnna | nes Eana | eis | Hereenenme ence |) ei | Aner — 





HH | nt 
ef OS | NE LR | ——— hh | ———t | — iN | ———— a e | fees 


Savings $ 279 | $ 267 | $ 428 | $ 587 | $ 668 | $ 645 | $ 729 | $ 816 | $1319 | $2499 
Living expenditures $ 758 | $ 910 | $1132 | $1292 | $1488 | $1618 | $1655 | $1636 | $1696 | $1891 


| OR FR | | il! EOE, | SN | AAS | anda NhANNE | i -Ss 


Living expendituresin dol- | $ 695 | $ 746 | $ 913 | $1059 | $1162 | $1326 | $1379 | $1352 | $1275 | $1212 
lars of constant purchas- . 
ing power 


a Spendings divided by index of prices paid by farmers for commodities used for family maintenance (1910- 
14=100), V. S. Department of Agriculture, Bureau of Agriculture] Economics. 


group made some savings. In all families but two, at least the life insurance 
premium was paid in 1933 and 1934. The two families in the group without 
life insurance protection either bought postal savings or paid on mortgage 
principal during these very low years of disposable income. 

During 1933, the year of very low disposable income, life insurance premi- 
ums averaged $151 per family, or 54 per cent of the total savings for the year, 
but gradually declined on a percentage basis to 9 per cent of the total savings 
in 1942. Although the percentage of the savings in life insurance declined, the 


CHART 1, DISTRIBUTION OF SAVINGS OVER THE 
1934 anr TEN-YEAR PERIOD BY THE SAME FAMILIES. 













iI LIFE INSURANCE 
1937 — amy PRINCIPAL PAYMENTS 
Le OTHER SAVINGS 


1938 —— | mu WAR BOND PURCHASES 









ENTIA 
t200 # oo #600 800 io0oo  fizoo F 1400 


average amount used for insurance premiums increased gradually each year to 
$210 in 1942, which was actually 42 per cent more for insurance premiums in 
1942 than in 1933. Such payments might be classed as relatively fixed uses of 
income as compared with the wide variations of other savings (Chart 1). 
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Principal payments in excess of borrowings averaged $103 per family, or 
slightly over one-third of the savings in 1933, but gradually increased to 
$953 per iamily in 1942, still about one-third of the total savings. In 1933 
only one-half of these families operated farms of which at least part of the 
land operated was owned by them, while 10 years later nearly three-fourths, 
or 71 per cent, of the families were owners of part of the land operated by 
them. Over one-half of the families (55 per cent) were still in debt (pri- 
marily land mortgage indebtedness) at the end of 1942. 

“Other savings” showed more variation over the 10-year period (Chart 
1). Nine per cent of the savings in 1933 was in net bank balance changes 
and new investments, while in 1942 over one-half or 53 per cent of the 
total savings went into such “other savings” as war bonds, new investments 
in land, and net bank balances. At the end of 1942, only one per cent of the 
families in the group carried bank balances of more than $700. War bond 
purchases were the major part (60 per cent) of “other savings,” or 17 per 
cent of the total disposable income. 

The amount of money saved over a period of years is more significant in 
measuring the family’s financial progress than the amount saved yearly. 
Over the 10-year period, the one-third of these families with the lowest aver- 
age disposable income had saved $4280 (including life insurance premiums 
each year, and not the cash surrender value of the insurance); the middle 
one-third, $6270; while the high one-third had saved $12,830, in addition 
to the increased value of farm business inventories. 


Level of Living as Shown by Expenditures 


The average amount of money spent for living by these 49 farm families 
varied from $758 in 1933 (Table IL) to $1891 in 1942. There was a gradual 
increase each year in the total amount spent for living from 1933 to 1940, 
with a slight recession in 1940, but a continuation of the increase in 1941 and 
1942 (Chart 2). The 10-year period seems to divide itself into two parts, 
the first five years 1933-1937, the recovery period from the very low dis- 
posable income; and 1938-1942, the period with less variation in total 
amount spent for living. 

During the years 1933-1936, the pattern of spending was radically dif- 
ferent from the pattern in 1938- 1942 because smaller amounts were spent 
in every division. The year of 1937 was one of higher expenditure but not 
up to the level of the next five years. Food, operating, clothing and personal 
expenditures showed the least variation during the two periods, while hous- 
ing, furnishings, and transportation showed the most contrast. Over the 4- 
year period, 1938-1941, total expenditures for living per family increased 
less than $100 during the time when disposable income increased nearly $800. 
During the war year of 1942 when income increased $1200 over that of 
1941, only $200 more was spent for living (Chart 2) than in 1941. 

Corrected for changes in unit cost of goods (Table IT), the actual living 
obtained for the 10-year period was from $695 worth of goods and services 
in 1933 to $1212 worth in 1942. The most goods and services were pur- 
chased in 1939, but only slightly over $200 more than any other year in the 
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six years from 1937 to 1942. Actually the level of living purchased in the 
war year 1942 for this group of families was lower than for any of the 
previous five years. This shows that these families were not going on any 
spending sprees, but were actually buying fewer goods and services. 


Greatest Increased Spending 


Housing expenditures during the 10-year period rose from $19 average per 
family in 1933 to $275 in 1938 and dropped to $81 in 1942, Most of the 
major improvements, such as remodeling, repairs, and installation of modern 
conveniences, were made in the four years 1937-1940. These are the infre- 
quent kinds of expenditure which are made during years of good income if 
such goods and services are available. 


CHART 2, PATTERN OF SAVING ANO SPENDING 
F dO ILLINOS FARM FAMILIES geet RECORDS 
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In 1933 only one-third of the houses in which these families lived were 
modern in the sense that they were equipped with electricity, furnace, and 
running water and bathroom facilities. By 1942 two-thirds of all the houses 
in the group were modern. 

Running water seems to be the last facility of the three modern features 
to be installed in these houses. Only 63 per cent of the houses were equipped 
with running water and bathroom facilities by 1942, while 84 per cent had 
both electricity and a central heating plant, and 96 per cent of the 49 
houses were wired for electricity. 

Equipment and furnishings expenditures increased from $50 in 1933 to 
$153 in 1942. Since the costs of such goods had gone up in price 31 per cent 
during that period, the quantity of goods purchased was 132 per cent more 
than the amount purchased in 1933. On the basis of a constant purchasing 
power of the dollar, $85 to $100 worth of goods were purchased each year 
after 1936. Since household inventories of equipment and furnishings in 
these homes in 1942 averaged $1200, the replacement value was from 7 to 
. 8 per cent in terms of 1910-14 dollars. 

Transportation. The cost of the home share of the family automobile and 
other transportation increased from $91 in 1933 to $249 in 1941 and then 
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dropped to $156 in 1942. From 1936 to 1940 the proportion (ordinarily one- 
half) of the total transportation averaged a little less than $200 a year. Due 
to the many new cars purchased in 1941, the average home share of the 
transportation cost jumped to $249, and then dropped in 1942 when new 
car purchases were restricted and gasoline limited. 


Moderately Increased Spending 


Food purchased. Food expenditures per family in 1933-1942 doubled from 
$156 to $311. Allowing for the 53 per cent increased prices of foods during 
this 10-year period, the quantity the families were buying in 1942 was about 
one-third more (31 per cent) than in 1933. But since the number of mem- 
bers per household declined from 4.8 persons in 1933 to 4.0 persons in 1942, 
there was a greater increase than 31 per cent onsthe per-member of the 
household basis. The money spent in 1933 bought $34 worth of food per 
member of the household and in 1942, $54 worth, which was a 59 per cent 
increase above the price change. The major part of the actual quantity in- 
crease in food buying was from 1933 to 1936, with a leveling out over the 
next six years (Chart 3). 

Food furnished from the farm. The money value of the farm-furnished 
food per member of the household increased from $64 in 1933 to $116 in 
1942. Figuring the price increase at 50 per cent during 1933 to 1942, the 
quantity of farm-furnished food increased 21 per cent or one-fifth. 

Operating expenditures which included electricity for the house, telephone, 
fuel, freezer storage locker, household supplies, laundry and paid service, have 
increased gradually each year from 1933 to 1942 for these families. The 
amount spent for these operating goods and services increased from $114 per 
family in 1933 to $249 in 1942. The 15 per cent increase in the unit cost of 
such goods and services only accounts for part of the $135 increase; therefore 
in this period the amount of such goods and services increased 89 per cent 
(through additional conveniences and modern facilities in the home). 

Rental costs for freezer storage lockers for many of the families and oil 
for automatic heating and electricity for hot water heaters for a few of the 
families have added to the yearly operating expenses. 

Clothing. Clothing costs increased from the low expenditure of $110 per 
family in 1933 to $276 in 1942, but on the basis of 1910-14 dollars, $97 worth 
was purchased in 1933 up to $160 worth in 1942. This was a 65 per cent 
increase above price changes. Most of the increased amount purchased was 
from 1933 to 1937 and then a leveling off (Chart 4) in spite of the fact that 
most of the children were older with consequently greater needs. The smaller 
family in 1942 (4.5 in 1933 to 3.9 in 1942) might be a counterbalancing in- 
fluence on clothing buying. On the per member of the family basis, $22 worth 
of clothing was purchased in 1933 and $41 worth in 1942, an 86 per cent 
increase above price changes. 

Medical care increased from $47 per family in 1933 to $147 in 1942. About 
$100 was spent per family per year from 1935-1941. The lower amount spent 
in 1933 and 1934 was a direct result of the very low income for the two years. 

The higher amount spent in 1942 includes additional physical examinations 
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in an attempt to keep well during war times when it was expected doctors 
would be scarce for civilian care, and also increased memberships of families 
in hospitalization and accident associations. Likely the fact that all medical 
care expenditures over 5 per cent of the net taxable income are deductible in 
filing an income tax return has had an influence on decisions for: needed 
medical expense and hospital and accident protection. 

Education. The gradual increase in educational expenses is directly related 
to the increasing ages of the children in these families; 17 out of 20 children 
of college age were in college in 1942. Fortunately income levels have been 
comparatively high at the time these children were ready for college. 

Recreation expenses reached a peak of $70 per family in 1938 for these 
families over the 10-year period from the very low expenditure of $27 per family 
in 1933, and dropped to $45 in 1942 when the families were too busy and had 
too little transportation to travel or go places for commercial recreation. 

Church and gifts and personal. These expenditures increased slightly each 
year as disposable income increased. Personal expenses increased the least, 
gifts next, and church.and community welfare the most of these three types of 
uses of income. 

Summary 


The wide swings in the amount of disposable income for these families 
over the 10-year period have demanded careful long-time planning. 

The increase in savings has been due in part to the irregularity of the amount 
of disposable income received each year. More money has been saved during 
years of high income to offset the insecurity of the years of low income, as in 
1933 and 1934. The irregularity of income has also prevented high fixed living 
expenditures. 

The average spending pattern of these families changed little after there 
was sufficient disposable income to support a level of living of $1300 in terms 
of 1910-14 dollars. Expenditures above that amount were due to price changes 
and major, infrequent purchases of durable goods. The use of disposable in- 
come in 1938-1940 represents a period when families had an opportunity to 
choose the level of living desired as far as such selection was dependent upon 
available income and goods and services. 

Apparently through careful planning and directing their use of disposable 
income over a period of years, these families are gradually obtaining their 
goals of financial security, modern homes, and comfortable living. There was 
no wild spending during the war year of 1942, Rather these families increased 
their saving for the future and decreased their purchases of goods and services 
‘in accord with wartime recommendations. 

Wise management of family resources is always important, but vitally so 
during years of war. The way families use their disposable incomes will assist 
or obstruct the various government devices being used to control the cost of 
living in this country. It is evident from this study that these farm families 
are doing their part to prevent inflation. 

RUTH CRAWFORD FREEMAN 
LITA BANE 
University of Illinois 
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Economic Basis of Prices in Alaska 


Alaska produces little or nothing for its own consumption except a small 
quantity of milk, potatoes, and vegetables.1 The income of the Territory is 
derived almost entirely from the exportation of fish, gold, and furs. The year 
1938 can be taken as a typical year. In this year the exports were as follows: 


Industry Products Income Received 
Fishing 273,617 Ibs. fish 

15,884 tons fish meal 

4.982 gal. fish oil $45,052,000 
Mining 609,180 oz. gold 21,321,000 

Other minerals? i 6,089,000 

Trapping 498,235 pelts 2,649 000 
-Annual Income from Exportation $75,111,000 


In 1936 the gross income of the Territory was approximately the same as in 
1938; in 1937 it was three million greater and in 1939 and 1940 fifteen million 
less. Alaskan production for home consumption totals less than a million 
dollars a year and so can be ignored in discussing the Territory’s economy. 

It is usually assumed that about a third of the income of the Territory goes 
to absentee owners of Alaskan industries.* The balance is used to purchase 
goods for importation. A typical year’s importation follows.® 


Food products $10,000,000 
Clothing 2,500,000 
Manufactured products 30,000,000 
Shipping costs on imports 5,000,000 
Total Expenditures $47,500,000 


The goods imported into Alaska are sold through local retailers who almost 
invariably obtain their stocks from Seattle wholesalers. ‘The prices which 


*Matanuska Valley is the principal agricultural section of Alaska. The total 1941 pro- 
duction of the region was $181,000, one-third of which was milk, one-third potatoes, and 
the remainder meat and vegetables. Governor’s Report for 1942, 

? Other minerals include 18,243 tons of copper valued at $3,793,000. Copper production 
dwindled to 79 tons in 1939 due to the exhaustion of one of the most profitable areas. 

* Figures assembled from Annual Reports of U. S. Customs Service, Office of Collector, 
Juneau, Alaska, 

* This estimate is based upon the fact that statistics of imports for each year are usually 
two-thirds of the export figure. The estimate neglects “invisible imports.” For example, 
amounts received by Alaskans but sent “outside” by them to pay for insurance, securities, 
etc., would be included in this total. 

‘Import figures used here are rounded totals taken from Department of Commerce 
reports. The freight figure is the author’s estimate based upon an index of transportation 
costs to the various communities weighted by the quantities of different types of goods 
shipped and populations of the various communities, 


~ 


352 > THE AMERICAN ECONOMIC REVIEW [ JUNE 


Alaskan retailers pay for the goods are the same as those paid by Seattle 
retailers but the prices which they charge customers are 25 to 60 per cent 
higher than the prices charged Seattle consumers by Seattle retailers (see 
Table I). The explanation most often offered for the high retail price level in 
Alaska is the cost of transporting goods from Seattle to the Territory. The 
Seattle wholesale price of the nineteen commodities included in the aggregate 
index given in Table I was $11.65. The freight tariffs of the Alaskan Railroad 
and of the various steamship companies that haul goods north from Seattle 
are available to the public. By reference to these tariffs it is possible to com- 


TABLE J—CoMPARISON OF RETAIL PRICES IN SEATTLE WITH PRICES IN VARIOUS 
ALASKAN COMMUNITIES® 


City Aggregate Index Relative Index 
Seattle $13.69 100.0 
Ketchikan 17.58 128.5 
Wrangell 16.97 124.0 
Petersburg 16.59 121.5 
Juneau 18.83 137.9 
Sitka 18.47 135.0 
Cordova 19.68 144.0 
Valdez 20.47 150.0 
Kodiak 20.94 153.5 
Anchorage 19.90 145.6 
Palmer 18.88 138.0 
Fairbanks 21.98 161.1 
Nome 21.88 160.5 


® The aggregate index computed by the author represents the total cost of purchasing at 
retail nineteen typical food productsin quantities such as might be required to feed a family of 
four persons for one week. ee 


pute the costs of transporting the nineteen commodities to each of the Alaskan 
communities named. The results of such a computation will show that, with 
but minor exceptions, the gross markups of Alaskan retailers are two to three 
times as great as those of Seattle retailers. 

Data contained in Table II makes it clear that high markups of Alaskan 
merchants share the responsibility with transportation costs for the high 
level of retail prices. For example, if retailers in Sitka could do business on 
the same percentage markup as retailers in Seattle are able to do, then the 
price level in Sitka would need to be only 13 per cent higher than that in 
Seattle. Instead, as Table I shows, it is 35 per cent higher. 

_ Whether these higher markups cause the net profits of Alaskan merchants 
- to be higher also depends primarily upon whether or not operating expenses in 
the: Territory are proportionally greater than they are outside. That is to say, 
“if markups in Alaska are two and a half times greater than outside, and if operat- 
ing expenses there are also two and a half times greater, then it follows that the 
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net monetary profits of Alaskan merchants should be two and a half times greater 
although, considering the high price level, real profits in the Territory would 
be the same as outside.® However, if operating expenses in the Territory should 
be less than two and a half times greater, then both the net monetary and real 
profits of Alaskan merchants will be greater than the net profits of outside 
merchants. Apparently the reasonableness of entrepreneural profits in Alaska 
hinges on whether or not the cost of operating’a business there is greater than 


TABLE IT—Lanpep Costs AND RETAIL MARKUP or 19 TYPICAL Foop PRODUCTS 


Cost of Markup as 4 

City Transporta- es tin - Per Cent of 

tion® wa ENE Landed Cost 
Seattle $ .00 $11.65 $2.04 17.5 
Ketchikan 1.00 12.65 4.93 39.0 
Wrangell 1.09 12.74 4.23 33.2 
Petersburg 1.09 12.74 3.85 29.4 
Juneau 1.18 12.83 6.00 46.6 
Sitka 1.33 12.98 5.79 44.5 
Cordova | 1.78 13.43 6.25 46.5 
Valdez 1.78 13.43 l 7.04 52.2 
Kodiak 2.06 13.71 7.23 52.7 
Anchorage 2.73 14.38 5.52 38.3 
Palmer 3.06 14.71 4.17 28.3 
Fairbanks 4.38 16.03 5.95 37.0 
Nome 2.73 14.38 7.51 52.2 


a The cost of transportation includes surcharge, wharfage, and handling charges. The 
tariffs used were those of the Alaska Steamship Company and the joint tariff of the Alaska 
Steamship-Alaska Railroad. nia 

- b The term “landed cost” is used by Alaskan retailers to indicate the cost of goods deliv- 
ered to the dock in the town in which they do business. It includes wholesale costs and trans- 
portation costs. 

° Obtained by subtracting landed costs from the aggregate retail price given in Table I. 


or less than two a half times the cost of operating a similar business in the 
Seattle area. 
Wage rates in Alaska are high. A clerk in a clothing store expects $70 a 


"The mathematical relationships involved in this statement are made less complicated 
when stated as a hypothetical example, 


: Outsider Alaskan 
Sales $117,500 $143,750 
Cost of goods sold 100,000 100,050 
Gross Profits 17,500 43,750 
Operating Expenses 10,000 25,000 


Net Profits $ 7,500 $ 18,750 
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week;"a waitress in a restaurant will earn $6.00 a day plus tips. But on the 
whole wages paid in Alaska are seldom twice the wages paid for the same type 
of work in the Seattle area. Even then, a wage rate twice as high as outside 
would not necessarily mean’ twice as much labor costs to the merchant since 
Alaskan labor is very efficient and Alaskan retailers are economical in their use 
of labor. Since establishments are small, much of the labor required is pro- 
vided by the proprietor, aided by members of his family. Then, it must be 
remembered, the base to which the markup applies (landed cost) represents a 
smaller quantity of goods in Alaska than outside, so that less labor service per 
dollar of goods handled is required. All of these factors taken together warrant 
the conclusion that labor costs in Alaska, while higher than those outside, are - 
not as much higher as the higher markups would warrant. 

Besides labor, operatings expenses include rent, light and heat, taxes, and © 
interest on investment. It is difficult to compare rents paid by merchants doing 
business under frontier conditions such as exist in Alaska with rents paid by 
merchants outside. An Alaskan merchant rents Toor space, the location and . 
appearance of his premises being of secondary importance to him. Thus the 
fact that a building of modern design would command a larger rental in Alaska 
than outside is largely academic, since most businesses there do not find it 
necessary to use buildings comparable in attractiveness to those used by out- 
side merchants, When these factors are considered, there is no reason for 
supposing that rent per unit of merchandise handied is as high in the Territory . 
as it is, for example, in Seattle. i 

Expenses such as light and heat, while somewhat higher in Alaska, do not 
bulk large and so are not significant to aggregate operating expenses. ‘Taxes in 
the Territory are lower than those in any of the forty-eight states. This leaves — 
only interest on investment. 

Because Alaskan retailers are located so far from their wholesalers, they 
must make allowances for delays in shipments. They do this by carrying larger 
stocks of goods. These large stocks result in a greater investment per dollar of 
sales than is normal for retailers in the States. For example, a merchant in 
Anchorage told the writer that he has $3.00 invested for each dollar of goods 
he sells: one in the goods delivered to the customer, another in goods en route 
north to replace the goods sold, and a third accompanying an order south. He 

_felt, therefore, that his gross profit on a dollar of goods sold should be three 
times greater than the gross profit of a Seattle merchant in order to carn | 
interest charges on the two dollars’ additional investment. 

Obviously distance from Seattle wholesale markets does increase the invest- 
ment of Alaskan merchants per dollar of goods sold, but interest charges at 
8 per cent on an extra two dollars’ investment only amounts to 1% cents a 
month. Thus, assuming a turnover of four times a year as compared, say, to a 
Seattle merchant’s turnover of twelve, an Alaskan merchant would only have 
to increase his markup by 4 per cent of cost to compensate for his added 
investment.’ 


™Were it not for the time involved in transportation the turnover period in Alaska 
would be the same or shorter than it is in Seattle due to the fact that most Alaskan mer- 
chants do not stock style goods and to the fact that markets there are sellers’ markets. . 
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The substance of the above analysis is that .while transportation costs, 
wages, rent, and interest costs of retailers in Alaska do demonstrate the neces- 
sity for prices somewhat higher than those in Seattle, they do not demonstate 
the necessity for prices as high as those actually charged. The implication is 
that entrepreneural earnings per dollar of investment are Aigher in Alaska than 
in Seattle. 

Alaskan merchants are not aware of the fact that their earnings are higher 
than those of Seattle merchants. For one thing, their concept of normal is 
higher than the concept held by retailers outside. But more important is the fact 
that in their thinking they do not differentiate carefully between “expenses” 
_and “capital expenditures.” It is quite common for Alaskan entrepreneurs to 
” start a new enterprise on a very: small scale and then to finance expansion by 
the re-investment of earnings. On the basis of orthodox accounting, the entre- 
preneur makes an enormous rate of profit on his investment each year, but in 
Alaska it is customary to enter the cost of such expansion on the books as a 
current cost of operation.’ As a result of this practice, the books of an enter- 
prise may show small profits year after year while the proprietor actually is 
becoming wealthier and wealthier. Such accounting procedure is considered 
to be quite proper in Alaska. 

The normality of high rates of profit is probably historic in origin. Most of 
those emigrating to Alaska in the nineties went there to search for gold and 
many found it. To such, prices meant nothing so that there was little consumer 
opposition to high prices. On the other hand, the entrepreneurs who entered 
the Territory during the boom times were, for the most part, attracted there 
by the possibilities of, making a “killing” in a short time. When the boom 
subsided many of these merchants closed up shop and returned to the states. 
By this time permanent inhabitants of the Territory had become accustomed 
to paying high prices. The merchants who remained in business kept prices as 
high as the traffic would bear and their efforts were aided by the absence of 
new entrepreneurs. When cheechakoes—newcomers in the Territory—inquire 
about the high prices, they are given the stock answer, “High transportation 
costs.” , 

This raises the question of why new entrepreneurs did not appear to force 
prices down to a competitive level. The answer is not difficult to find. Most 
of the white inhabitants of the Territory were trappers, miners, or fishermen 
who knew little about the intricacies of operating a retail establishment. The 
number of local entrepreneurs was further decreased by the abnormally large 
capital investment prerequisite to opening a retail establishment of any size. 
Those who accumulated sufficient wealth from gold prospecting to become 
merchants chose rather to go “outside” to live. A few, with more initiative, 


*For example, one small business moved to a new location at a cost of $2,500. This 
expenditure was for a new store front, installation of equipment, etc., and could quite 
properly have been charged to operations over a period of several years. However, the 
charges became a part of the costs of operating for the month in which the change was 
made, Small businesses are not the only ones that pay off their capital investment in a 
single accounting period. C. L. Andrews, in The Story of Alaska, cites the example of the 
Copper River & Northwestern Railway constructed at a cost of $20,000,000. It was paid 
for out of the profits of the first year’s copper mining. 
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ability, and vision than capital, did enter business but on a small scale. In the 
long run these were well paid for their efforts but, because their number was 
small, their entrance into the ranks of business did little more than to fill 
vacancies left by the retirement of old timers. 

Outside entrepreneurs are not attracted to the Territory for two reasons: 
(1) many of them are not aware of the profit opportunities there; and (2) few 
of them have an acquaintance with the environmental conditions existing there 
under which they would have. to operate.? The fact that Alaskan towns are 
small (the largest city has a population of 7,000), widely separated, and not 
connected by modern highways renders the region unattractive to chain stores. 
As a result, merchants in the various communities have been able to maintain 
markups on a higher level than more competitive conditions would have per- 
mitted. ) 

Wixrorp J. EITEMAN 

Duke University 


The Professors versus the People: Comment 


A 


Your correspondents, Messrs. Nussbaum and Schweitzer, in the Review for 
December, 1943 raise a most important question about the hostility of Con- 
gress to economists, especially in OPA, but they have not yet put their question 
in a form that makes it possible to get an accurate or enlightening answer. 

Congress put into the law a requirement that policy-forming executives in 
OPA must have business experience, but that was not an expression of prefer- 
ence as between business men and professors. Although Congress did not make 
it wholly clear, they were protesting against something quite different—the 
filling of government jobs with economists chosen because they were opposed to 
business. The position of Congress was, very properly, that whether this ob- 
jective was good or bad, the American people had not appoved it; they had 
not given approval to stringent wartime controls as a means of changing the 
economic system, but, rather, it was an obligation of honor not to use their 
self-denial to proceed with an undiscussed change in the character of the 
economy. If the advocates of a change wished to continue with it in wartime, 
the proper procedure was to bring in a bill to that effect. 

That makes the real question touched on by your contributors even more 
important. That question is: What are the responsibilities of economists, as 
individuals and as a profession, for the political use to which their knowledge 
and talents are put? Are economists experts who have no political convictions? 
Are they citizens who are responsible, if their knowledge is used to make 
changes, in technical form, which the body of citizens would not approve if 
they were presented in plain English? Should they refuse to take jobs if they 


°? To an outsider Alaska is a “foreign” land with different climate and customs. The 
average citizen in the States knows little about the Territory except for fragmentary facts 
included in the tall tales told by returned adventurers. 


1 Pp. 906-07. 
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do not agree with the political policy of the administrator? or demand that 
their dissenting opinions be given as much publicity as those favorable to the 
administrator’s policy? or save themselves the trouble of finding out what are 
the political consequences of decisions which can be considered ony? in their 
technical aspects? 

The answer is important for several reasons. In the older Ameda govern- 
mental organization unanimity was not a virtue, and economists of various 
shades of opinion could obtain a chance to work and write in government 
offices without having their opinions “synchronized” by a dominant party 
policy. That is no longer true. As John H. Crider said in the Saturday Evening 
Post for February 26, 1944, “no New Deal bureau chief in his right mind will 
think of hiring a dissenting economist.” It is true that some bureaus still hire 
economists with orthodox points of view, but they are not the bureaus with 
the money, the exciting jobs or the rapid promotion. As Mr. Crider adds, “The 
impact of this on young economists seeking jobs is undeniably strong.” The 
choice of economists with a particular political slant has a political purpose. 
How far are economists responsible for facing it? 

The writer raised the same question in different form two years ago. The 
federal government now controls so many jobs for economists that it has 
monopolistic control of the market for economic talents. Not only does it have 
a large proportion of the jobs but it has a much larger proportion of the very 
high paid jobs, thus having almost a total monopoly of advancement. Because 
of the reflex effect of promotions, salary, and connections on academic ad- 
vancement, the conditions of promotion in the federal service are important 
even for those economists who never enter the service. Are economists willing 
to have this market slanted in favor of the economists who believe in the 
Keynesian theories and the doctrine of a large government debt, or are they 
responsible for seeing that economic knowledge is kept open, with an oppor- 
tunity for men of all competent opinions to get the advantages of experience, 
travel, research and publicity, with the American people served by all shades 
of competent opinion and free to take their pick? 

The most important question before all nations today, in the opinion cf the 
writer, is whether all markets for all goods (including ideas) are to remain 
open, ee any citizen may produce that which any other citizen is willing to 
buy; or whether they are to be “closed” and administered by a governmental 
elite, who decide who are “good” citizens. That is not an economic but a 
political question. The open market can be maintained only by a free society. 
But the economist can make a very important contribution to the understand- 
ing of this problem—-provided he is willing to face the fact that to do it he 
must retain his political freedom. A careful reading of nazi experience after 
their accession to power indicates that, without the help of economists and 
technicians to implement his policies, Hitler could never have brought the 
nazi system to the administrative success that kept it in power. The German 
economists and technicians were mostly specialists, responsible for a section 
of knowledge, not for the qualitative values in an understanding of the whole. 
American economists cannot escape the decision on whether they are technical 
robots, or free and independent citizens with a moral responsibility for the use 
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to. which technical knowledge is pit. ‘They can not escape this choice even by 
. Inaction, because inaction will be a vote for the former rôle. 

To avoid possible misunderstanding the writer would regard the highest 
political responsibility of economists of a democracy as the obligation to see 
that information was not slanted, that either political considerations were 
omitted or they were clearly and openly stated. Those experts who engage in 
_ vigorous propaganda for the political opinion in power are not political thinkers 
but technical assistants of the real policy makers. 

Economists were once scholars first and economists second. When they are 
now, Congress has no objection to them. But if the shcolars are to prevail 
over technical experts some vigorous action by economists themselves will be 

ney: 
l EDNA LONIGAN 
New York, N.Y. 


BOOK REVIEWS 


Economic Theory; General Works 


Nassau W. Senior, The Prophet of Modern Capitalism. By S. Leon Levy. 
(Boston: Bruce Humphries. 1943. Pp. 454. $4.00.) 


Mr. Levy has devoted many years of arduous work to the study of Nassau 
W. Senior, the great economist and brilliant publicist of old liberal England. 
He has unearthed Senior’s unpublished papers. In 1928 he published many 
of them under the title Industrial Efficiency and Social Economy. Now he 
presents us with a biography of his hero. This book is not an analysis of 
Senior’s contributions to economic theory. Those interested in these problems 
must refer to Miss Marian Bowley’s treatise Nassau Senior and Classical 
Economics (London, 1937). In the present volume Mr. Levy deals more with 
the man, the politician and the publicist than with the economist. He has well 
succeeded in vividly portraying Senior and his age, England from the Congress 
of Vienna to the rise of Bismarck, from Ricardo to John Stuart Mill, from the 
corn laws to free trade. 

However, the author is not justified in calling Senior a genius. He was an 
excellent economist and undoubtedly not simply an epigone of the great 
classical economists but rather a forerunner of Jevons and Menger. Economics 
owes him many important ideas, But he lacked the highest intellectual strength 
to substitute a new system for that of the classics. He marched in the right 
direction, but he did not reach his goal. He was, like Cairnes, the harbinger of 
a new era of economic thought. One does not detract from his renown in estab- 
lishing this fact. 

Furthermore, it is a misnomer to style Senior fhe prophet of modern 
capitalism. He was not a prophet. He was an eminent citizen of England 
in the early days of modern capitalism. He was an outstanding liberal 
publicist in the greatest period of English history. This is fame enough. 

But these are only minor objections. On the whole Mr. Levy has written 
a fascinating book. He resuscitates Senior and his contemporaries. Every 
page of his volume calls forth interesting ideas. The economist and the 
historian will find a store of illuminating information on many facts unknown 
or unduly neglected. 

Let us quote one instance. In 1845 the Oregon question disturbed Anglo- 
American relations, Public opinion in both countries was in such a hectic state 
that a peaceful solution was very difficult to find. Senior became alarmed. 
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He wanted to keep the two countries at peace. Accordingly he published in 
_ the Edinburg Review an article in which he suggested that the whole ques- 
tion be referred to arbitration. Moreover, he pointed out what in his opinion 
the decision of an honest arbitrator would be. The later settlement of the 
frontiers was precisely in accordance with Senior’s recommendations. Seen 
from our present-day viewpoint we must confess that Senior, in calming 
the passions of his countrymen, rendered an invaluable service to both na- 
tions. But such was not the belief of his British contemporaries. They main- 
tained that his article was likely to prejudice British negotiations with 
Washington. They did not enter into a reasonable discussion of the merits 
of his arguments in favor of peace. They resorted to the mean method of 
casting suspicion upon Senior’s motives. 

No less a man than Macaulay told Napier, the editor of the Edinburgh 
Review, that Senior was “too deeply interested in the credit of the American 
States to be impartial. ... It a little derogates from the character of the 
Review to have it universally known, as it is, that the office of pronouncing 
judgment on a grave international question is confided to a person who can- 
not be unbiased.” Both political parties, the Torys and the Whigs, were 
unanimous in this condemnation of the man who was anxious to prevent a 
war, Senior was forced to explain to Napier that his whole interest in 
America was £1500 in the New York Life Insurance and Trust Company 
yielding about £90 a year, less than the fortieth part of his income. Napier 
conveyed this information to Lord John Russell. The latter answered: 
“I am glad to be assured that Mr. Senior has no pecuniary interest in the 
abandonment of British rights.” (Italics mine.) 

Such were the experiences of a patriot who wanted to spare his nation 
the ordeal of a useless war. And this happened in the prime of British 
liberalism and free trade, in the age of Cobden and Mill! And it was 
Macaulay—and not one of the Prussian historians of the school of Schmoller 
and Treitschke—who looked for sinister motives behind an economist’s plea 
for conciliation! 

Senior erred more than once in dealing with the problems of economic 
theory. Neither was he infallible in his political judgment. But he was a 
keen mind and unswervingly devoted to the search for truth. In most con- 
troversies he was right as against his contemporaries. His cool reasoning 
prevented him from falling prey to fashionable superstitions and popular 
catchwords. He kept out of the way of illusory utopianism. Although per- 
sonally a friend of many Italian nationalist leaders, he did not shrink from 
declaring that “the barbarous feeling of nationality . . . has become the curse 
of Europe.” He thought that English administration of India, though by 
no means perfect, was “the best that that country had ever enjoyed.” But 
he asserted that “there cannot be any greater mistake” than the belief that 
the strength of England was in India. “If we were quit of India, we would 
be much stronger than we are now. The difficulty is how to get well quit 
of it.” It is obvious that the frank expression of such radical opinions hurt 
Senior’s popularity. Even Walter Bagehot, although ‘fully appreciating his 
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great gifts and services, called him cynical. It is time to reconsider this 
sentence on the basis of Mr. Levy’s absorbing book. 


LupwIic von MISES 
New York 


Economic History 


The American Maritime Industries and Public Policy, 1789-1914: An Eco- 
nomic History, Harvard econ, stud., Vol. LXXI. By Jonn G. B. Hutcu- 
ins. (Cambridge: Harvard Univ. Press. 1941, Pp. xviii, 627, $5.00.) 


Mr. Hutchins has set himself an ambitious task, perhaps too ambitious, but 
the study of American economic history is in his debt none the less. He has 
sought to tell the story of the American maritime industries and the responses 
of public policy to their needs from the period of their proud achievements 
through the later ones of their decline and virtual disappearance. In order to 
point up the reasons for the American successes and failures—in part eco- 
nomic, in part political——he has found it necessary to make constant reference 
to English experiences and programs. This, then, is also a comparative study; 
it is the more valuable for that reason. 

To appreciate the scope of Mr. Hutchins’s intention one must have in mind 
what he means by maritime industries. When private trading ships were the 
customary modes of communication and commerce, the maritime industries 
included both shipbuilding and the operations of mercantile firms. With the 
separation of functions—after the second quarter of the nineteenth century— 
the maritime industries included shipbuilding and shipping. Makers of ships 
fabricated them oi wood, iron, and steel. They did so on order and for their 
own account. Operators of ships used them for trading voyages, in the packet 
services, as tramps, and as great oceanic liners. Organization originally was 
along individualistic lines; in time it became rationalized, concentrated, and 
monopolistic. Ships were employed in the oceanic and in the coastwise trades. 

Government policy ran the gamut from complete mercantilist regulation 
through /aissez-faire to protection and subvention in the interests of national 
defense, And because these were economic enterprises they were confronted 
by problems of costs, competition, and labor relations. When these factors are 
set against the wider background of the comparative advantages of other types 
of investment after the Civil War and the American balance-of-payments 
position, one obtains a somewhat fuller notion of a few of the problems Mr. 
Hutchins has been compelled to handle. His book is encyclopedic in scope and 
almost encyclopedic in presentation. This is not said in derogation; on the 
contrary. For at very few points is the reader left unsatisfied as regards the 
fulfillment of the author’s plan for himself. 

It may be said, then, that all the questions mentioned above are touched 
upon—some in great detail, some with uneven emphasis, some only in passing. 
In the first category are to be found excellent analyses of the wooden-ship 
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industry from the days of the colonial traders through those of the great four- 
. masted schooners engaged in the wheat traffic. Here, too, are to be noted 
complete discussions of the English iron-ship building business and the changes 
in English public policy. In the second category is to be found the handling 
of labor relations. At times Mr. Hutchins is quite complete—as he is on pages 
426-432 when he describes conditions prevailing on American ships following 
the Civil War; at other times he is much too sketchy and there are many 
lacunae, In the third category is to be found his treatment of the forces shaping 
American policy, or, rather, the lack of it right up to the years immediately 
preceding the outbreak of World War I. That the United States became in- 
different to the fortunes of its merchant marine after the Civil War is common 
knowledge; why it did so—in terms of the politics of the debate—is more 
difficult to comprehend from the author’s exposition. 

It can be seen, therefore, that in many particulars Mr. Hutchins has 
covered parts of his task with completeness. He has done so, too, with real 
discernment and thoughtfulness. Other parts remain to be treated by others. 
But they cannot but be grateful to him for his organization of the whole 
subject and for the many clues he has thrown out. 

At one point a general criticism must be made: the book has not been 
handled too competently from the editorial side. There are many repetitious 
passages, notably in Part II, which has to do with the wooden-ship industry. 
More serious is the awkward handling of chapter titles, running-page heads, 
and the index. One case may be cited. Chapter X is entitled “Technical Leader- 
ship, Free Navigation, and the International Position of the American Shipping 
Industry, 1830-1862.” The running-page head for the chapter is “Position of 
American Shipping, 1830-1862.” But one of the most important topics dis- 
cussed in the chapter is the repeal of the British Navigation Laws in 1849. 
There is no section title in the context of the book itself and no direct index 
reference. Unless the reader is prepared to turn back to the table of contents 
regularly he is likely to run the danger of losing the thread of the author’s 
argument. 

The maritime industries played a significant rôle in the building of America’s 
economic power. Colonial fortunes were largely mercantile fortunes; and the 
same was true of the early national period. From these sources flowed the 
capital that helped in the opening up of the wild lands of the West and in 
the building of the American railroads, The earnings of our ships made possible 
the maintenance of an unfavorable commodity balance and the servicing of 
capital borrowings from abroad. American shipyards were efficiently managed 
and ships were officered and manned by a highly competent personnel. 

From the Civil War on the tale was a’succession of failures, except in the 
case of the great wooden ships, and even here dependence had to be had upon 
foreign crews. Government was indifferent; favorable cost differentials no 
longer existed; the protective iariffs hindered rather than helped; and the 
tradition of association with the sea became a dim memory. The Merchant 
Marine act of 1936 was the first official comprehension of what a realistic 
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public policy demanded, The impressive achievements in the construction of 
Victory ships and in the training of merchant officers and men, during the 
present conflict, point to a return to our former position as a great maritime 
nation. There are political considerations justifying such a course, But what 
of the economic, particularly in the light of our creditor status and our favor- 
able export balances? These are knotty problems. An understanding of past 
endeavors and achievements and failures will, at least, make us fully aware 
of all the implications of our new—or, rather, renewed—strength as a mari- 
time power. Mr. Hutchins’s book fills this need and it is, therefore, even more 
timely now than when he wrote it, 
Louis M. HACKER 
Columbia University 


The Populist Movement in the United States, By ANNA ROCHESTER. (New 
York: Internat. Publishers, 1943. Pp. 128. $1.00.) 


According to a statement on the jacket of this little book the author 
believes that the heirs of the Populists are again playing a vital and con- 
structive rôle in the present war against fascism and that therefore a clear 
understanding of the economic and political roots of the Populist movement 
is urgent. This is the announced excuse for restating a story that has been 
better told by previous writers. But the real reason seems rather to be that 
of showing that this movement was the forerunner of socialism in this country, 
for the writer is a convinced socialist, and interprets events with an eye on the 
“new horizons ... of a better world” (p. 124). 

On this point the reviewer may quote the words of Charles S. Gleed, a 
champion of the farmers’ cause, from Forum, October, 1893: “It is not 
socialism they have been pursuing. Rather it is hard times they are trying 
io escape. . . . The members of the Peoples’ Party, considered as a whole, 
would deny firmly that they are socialists. They do not ask a new Heaven 
or a new earth. All they want is more money.” 

Miss Rochester contends, however, that after 1904, when the Peoples’ Party 
had disappeared from Congress and from most of the state legislatures, 
“thousands of former Populists joined the ranks of the new Socialist Party.... 
Socialist Party platforms also carried forward the old Populist demands for 
greater democracy in our political life” (pp. 107, 108). 

Nothing seems to be gained toward an understanding of this farmers’ move- 
ment by relating it to socialism or by trying to identify it with the con- 
temporaneous trade union struggles (pp. 8, 9). This bias persists in the rather 
sketchy account of the causes that led to the rise of the various Farmers’ 
Alliances and other groups whose amalgamation created the Peoples’ Party. 
The rise of large-scale industry is explained as the result of the machinations 
of the money power with no mention of the economies of mass production. 
Railroads always charged all that the traffic would bear and always gouged 
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the farmers. “Greedy” middlemen and speculators stood between them and the 
market. Interest rates in the South ranged “upward from 30 per cent.” Georgia 
cotton dropped from $1.00 a pound in 1866 to 18 cents in 1871 (but 1866 is 
not a fair base). And so on., 

On the other hand the author would like to credit the Populists with legis- 
lation of which she approves. Thus the system of “government crop loans from 
the Commodity Credit Corporation” under the New Deal (presumably the 
Farm Credit Administration is meant) is likened to the subtreasury plan of 
the Populists (pp. 71, 86). And we are told that “a federal income tax was 
enacted in 1894 largely because the Populists had worked for it” (p. 86), 
although it was passed purely as a revenue measure to make good the deficit 
anticipated under the Wilson tariff. An interesting characterization of Mr. 
Wallace is given: “Vice-President Henry A. ‘Wallace is today the outstanding 
heir of the Populists. He fights against moropoly, but at the same time he 
opposes socialism as the enemy of free enterprise. He is nostalgic for the kind 
of freedom which flourished in an earlier stage of capitalistic development” 
(p. 122). 

Mistakes are numerous. National bank notes were not legal tender (pp. 
24, 26). Sylvis’s National Labor Union of 1856 was not the first federation of 
unions in the United States (p. 28); there was one in 1834. The farmers in 
Lampasas County, Texas, organized an Allience in 1879, not 1874 (p. 41). 
Milton George organized the Cook County Alliance in 1877, not 1880 (p. 41). 
The Texas Alliance merged with the Agricultural Wheel in 1888, not 1889 
(p. 43). The St. Louis convention on February 22, 1892, had delegates from 
twenty organizations (p. 65); the W.C.T.U., which might have been the 
twenty-first, was admitted by courtesy and had no delegate. There were 1347 
delegates to the Omaha convention (p. 67). In describing the silver “crime of 
1873” (p. 73) no mention is made of the fact that we were on a paper basis . 
and that neither gold nor silver coins were in circulation. The price decline 
which began in 1873 continued to 1896, far beyond 1879 (p. 73). The bellig- 
erent assertion to Great Britain in 1895 that we were sovereign on this con- 
tinent and our fiat was law was made by Secretary Olney, not by President 
Cleveland (p. 110). 

The policies and methods of the Populists are accepted without analysis or 
criticism. Just one point may be noted in this connection. The author applauds 
the nomination in 1892 as the Peoples’ Party nominee for the presidency of 
_ James B. Weaver, the unsuccessful candidate of the Greenback Party in 1880. 
It will be sufficient to quote an editorial the following day from the Washing- 
ton Star, which could be duplicated from mary other papers: 

“The nomination of Gen. Weaver by the Peoples’ Party has caused some- 
thing closely approaching a sigh of relief amang both Republican and Demo- 
cratic members of the House. Both sides have, it may be said, been looking 
toward Omaha with a good deal of anxiety, and among members of both the 
older parties the confession is freely made today that the nomination at 
Omaha of some very great man, with no past entanglements, would have placed 
an element of doubt in the campaign, which would have greatly complicated 
the situation.” 


\ 


1944] BOOK REVIEWS ‘365 


The demands of the Populists would have been made more vivid if one of 
the platforms, such as that adopted at Omaha, had been printed in full. 

In spite of. the fact that some 900 Alliance papers were printed, the author 
has relied entirely upon secondary sources, with the exception of two refer- 
ences to the National Economist, a leading Alliance paper. 

There is no index. 


E. L, BOGART 
New York 


The Whitesmiths of Taunton: A History of Reed & Barton 1824-1943. By 
GEORGE Sweet Grp. Stud. in bus. hist. VIII. (Cambridge: Harvard Univ. 
Press, 1943. Pp. xxxiii, 419. $3.75.) 


This is the eighth in the series of Harvard Studies in Business History under 
the editorship of Professor N. S. B. Gras. The author, now Ensign Gibb of 
the United States Naval Reserve, is a native of Taunton with a broad back- 
ground in jewelry and silverware. Most of the documentary source material 
has been deposited in the Baker Library; and the concern cooperated further 
by financing both research and publication “in an admirably detached fashion” 
(p. xxix of the Editor’s Introduction). 

Mr. Gibb has confined himself rather closely to Reed and Barton and its 
predecessors; and other concerns and industries play such a small rôle that the 
work is truly a biography of the firm. The author’s predilection for design 
finds expression in a profusion of plates and other illustrations, Handsomely 
printed and bound, the book is evidently not intended for the narrow market 
of traditionalist historians or economists. The writing, which abounds in nicely 
turned phrases, is safeguarded from too heavy a tone; and the employment 
of personal anecdotes, together with certain adjectives and superlatives, re- 
minds the reader of the state, county, and local histories which constitute a 
branch of American literature. 

The course of true history never runs smooth; but Reed and Barton has 
managed to outrun a century with comparatively even success. This firm pos- 
sesses one of the most precious trade marks in a market where such marks are . 
particularly valuable. It originated in 1824 as Babbitt and Crossman, then 
became Crossman, West, and Leonard. The Taunton Britannia Manufacturing 
Company, which was formed in 1830 on a joint-stock basis and incorporated 
in 1833, succumbed to the “memorable pressure” of 1834. Early in the follow- 
ing year, the works reopened under the direction of Henry Reed and Charles 
Barton, who formed a new partnership with Gustavus Leonard in February, 
1837. Leonard, Reed, and Barton underwent several changes in ownership 
within a short time; but the Reed and Barton stamp was finally adopted in 
1847. A rival Reed, Barton and Company was incorporated in 1886 under 
the very shadow of the old partnership; the upstart was absorbed six years 
later. Reed and Barton Corporation was formed in 1888 in order to provide 
for partnership interests split by inheritance. In 1902 a New York subsidiary 
corporation was established to cover a retail operation on Fifth Avenue, and 
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not Jess than six other subsidiaries were formed during the early twentieth 
century “for the purpose of affording legal protection” (p. 340). 

The five parts of the book correspond roughly to the five personalities 
which have been successively prominent in the administration. Until 1836 
Isaac Babbitt (for whom Babbitt metal is named) supplied most of the 
initiative and emphasis was upon technological development. Henry Reed, 
also a production man, held a paternal sway over the concern for most of 
the century; but George Brabrook became more and more important after 
1860. Brabrook’s talent lay in sales promotion and finance—he very nearly 
ruined Reed and Barton in the 1890’s by silver speculations. William B. H. 
Dowse, a lawyer who married Reed’s daughter, took control away from 
opposition in 1901 and ruled the business until 1923. Management from 
outside Taunton has continued under Sinclair Weeks, a son-in-law of Dowse 
who cut short a Boston banking career the better to administer Reed and 
Barton. 

Mr. Gibb traces the background of white or Britannia metal, the standard 
material of the early days. This alloy, which began to replace pewter during 
the Napoleonic era, contains somewhat less copper and antimony to a given 
amount of tin, Babbitt developed his own formula, and the early Taunton 
craftsmen made improvements in fabricating methods as well as in metal- 
work. As for design, American plants of the 1830’s were content to copy the 
works of Sheffield manufacturers, particularly James Dixon and Sons. From 
then on the Taunton factory adopted progressively more expensive materials 
—a rather uncommon trend. German or nickel silver was employed by 1838, 
silver electroplating began ten years later, and finally sterling silver was 
introduced in 1889. The management thus maintained its position in the 
high-quality field. The author, who correlates this trend with the rise of the 
standard of living, supplies no data on the proportion of sterling, plate, and 
white metal wares now sold. 

‘Economic historians will note several details which corroborate recent find- 
ings on the part of others. For instance, the market was good in late 1837 and 
in 1838-39. Mr. Gibb ascribes this to a new design (p. 112) but it is also in 
keeping with the boom enjoyed by the West and South at that time. In com- 
mon with the Pennsylvania iron manufacturers, Reed and Barton found it 
necessary to favor cash sales in 1841 and 1842—-years of deep depression 
(p. 158). The concern faced a poor market in 1860-61, from which recovery 
. was slow (p. 181). As with 1914-16, it will probably never be possible to 
isolate the war factors from the directly economic factors in operation. In 
the field of industrial combination, it is noted that the Meridan Britannia 
Company was formed as early as 1852 (p. 171). This was an immediately 
successful concern, which not only consolidated several production units but 
carried on jobbing for others as well. Yet Mr. Gibb labels associations formed 
in the 1870’s as “the first hint of group* consciousness in the industry” 
(p. 196). In price policy, the keynote has been to keep unit value high and, 
when feasible, to compensate with improvements in quality. The present 
work offers no comprehensive analysis of the historical movement of product- 
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prices but makes occasional references thereto. It appears that a continuous 
price study would be valueless without allowance for changes in trade dis- 
counts (p. 169). The mysteries of pricing different items in the jewelry and 
silverware trades are yet to be fathomed. 

As with many other factories located in smaller New England towns, the 
labor relations of Reed and Barton have been generally peaceful. In the 
early-days the management itself worked in the shop. Unemployment was 
taken philosophically, and the employee worked more on the farm. As the 
century wore on, it proved possible to keep an excellent force at a wage 
level somewhat higher than the textile mills but considerably below that 
of other metalworkers (pp. 272-76). Only once has a serious labor dispute 
occurred, over a dictatorial foreman in 1895 (p. 285), and the “open shop” 
still prevails. In January, 1941, and again in April, 1942, unionization was 

proposed by “interests outside the factory” but was rejected by popular vote 
' (p. 366). 

Many economists will undoubtedly be disappointed because Mr. Gibb 
= approaches topics such as the tariff or competition with a point of view 
common among American business men, and that he has found so much 
that is good in Reed and Barton. Nevertheless, the book deals with a most 
interesting subject and represents a good job in organization, exposition, and 
illustration. 

THOMAS S. BERRY 

Atlanta Regional Office of Price Administration 


Some Factors in the Development of Market Standards. By EDWARD EUGENE 
GALLAHUE, Stud. in econ. Vol. 9. (Washington: Catholic Univ. of Am. 
Press. 1942, Pp. xiii, 209.) 


This book is a contribution to the philosophy of history. The extent to 
which market standards have been used, says the author, “has varied with 
- changes in social philosophy and economic outlook.” He discusses standards 
beginning with thirteenth century England, where they “reflected a moral: 
tone which was derived from the dominant characteristics of the mediaeval 
social structure. The just price occupied much of the official thought of the 
time,” and, of necessity, also the just quantity and the just quality. The 
author gives many examples under bread, wine, candles, hats, and so on. 

The idea of the necessity of regulation for the public good continued after 
the formal concept of just price declined, but it began to slip, particularly 
during the eighteenth century. Bakers, for example “were absorbing practical 
lessons in the elasticity of demand and learning about capitalistic competi- 
tion.” With laissez-faire, the growth of standards fell far behind the growth 
of market goods in spite of the fact that science and technology made stand- 
ards easier of determination. Both in England and the United States machine 
industry increased the ease by which adulterations and substitutions could 
take place, and the work of the scientist and technician was often used to 
injure the consumer. Some of the grossest injuries, so far as the United States 
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was concerned, were remedied by the Food and Drugs and the Meat Inspec- 
tion acts of 1906, Since then specifications, standardization, and grades have 
increased slowly as the general theory of the advantages of a purely individ- 
ualistic system has waned. The movement toward market standards is tied up 
with increasing aon control in other directions. 

ELIZABETH E. Hoyt 


Iowa State College 


Economic Systems; Post-War Planning 


Postwar Plans of the United Nations. By Lewis L. Lorwin. (New York: 
Twentieth Century Fund. 1943. Pp. xii, 307, $2.50.) 

In this volume Mr. Lorwin endeavors to present a factual and objective 
survey of the plans for post-war reconstruction of the United Nations. The 
book should fill a gap in the literature, at least with regard to the domestic 
plans, in giving a general picture of the way in which the United Nations plan 
to organize their countries after the war. As the author states, his task has been 
to describe and explain, not to judge or evaluate the programs. 

Mr. Lorwin has acquitted himself of this task very well, although he had to 
cope with many difficulties. It is not easy to abstract in one volume official and 
private post-war economic programs of the majority of the United Nations, 
and to place them in proper relation according to the importance of the country 
and of the particular problems discussed. There is another obvious difficulty. 
The book was completed in September, 1943. Since then there have been 
various new developments in this field, and it would be necessary to publish 
supplements periodically to keep such a work up to date. 

In spite of all these obstacles the author has succeeded in writing a very 
interesting and valuable book. It shows the variety of all economic programs 
and, moreover, a careful reader can learn through them most of the problems 
which are coming up and will confront us after the war. Two general remarks 
may be made. The great attention given in all countries to the economic post- 
war problems proves perhaps the progress of the social sciences, especially 
economics. This has become clear during the war, since the advanced knowl- 
edge of economics has been helpful indeed in managing war economies. Fur- 
thermore, there is a trend throughout the world toward organizing national 
economies better in order to improve the standard of living and to settle many 
social problems. The nations have become aware of the importance of a proper 
economic policy, and at the same time of the possibility of achieving general 
improvement by proper economic organization. 

Of course, though the objectives might be the same, the problems are differ- 
ent in industrial and agricultural countries, in advanced and in retarded areas, 
and they require different handling. The author deals in detail with the pro- 
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posed programs for the United States, in particular with the proposals of the 
National Resources Planning Board. Problems concerned with maintaining 
high-level employment and extending social security, measures demanded by 
agriculture, and questions of housing and public works are discussed. Special 
attention is given to the attitude toward government control and to post-war 
demobilization. 

Very interesting is the chapter on Great Britain. It shows several differences 
compared with the trend in the United States and even with the British pre-war 
policy. Again questions of housing, social security, the control of the use of land 
and physical reconstruction are discussed. In addition to that, however, the 
changes in the position of Great Britain in the economy of the world raise 
several other questions as, for instance: What should be done with the ex- 
panded agricultural production after the war? In a country so dependent on 
foreign trade, how can full employment be maintained? What should the sys- 
tem of foreign trade be? What should be the rôle of the government and of 
industrial self-government? How far should government control go? What 
will be the position of public ownership of mineral resources, and of key in- 
dustries? These questions show how much deeper the effects of the war go in 
Great Britain than in the United States. 

Somewhat similar problems confront all the British dominions. In all of 
them industrial production has been expanded during the war and at the same 
time agricultural production has increased. All of them were closely linked 
to the British market. What will be their future opportunities to export to 
Great Britain, or where will they find new outlets? Canada is becoming one of 
the major economic powers in the world and will emerge from the war as a 
creditor nation. She wishes to have a better balanced economy. Like the other 
dominions, she will try to maintain industries developed during the war and to 
develop them further. Though in New Zealand and Australia the rôle of the 
state has been expanded, the emphasis in all British dominions is still on the 
principle of private enterprise. 

In Latin America the war has accentuated the ideas and trends existing be- 
fore the war. Since 1929 there has been a tendency for greater agricultural 
diversification and industrialization in order to develop each country’s national 
resources and to increase its national income. With this, simultaneously, goes a 
desire for social changes. Governments are being called upon to become more 
active in industry and to help in overcoming the “backwardness” of their 
national economies. Systems of codperatives are recommended for most of 
these countries and in some planning agencies are being established. It should 
not be such a difficult task to improve the standard of living (very low in many 
sections) if we consider the enormous resources of Latin America and its total 
population of only one hundred and twenty million, whose combined income 
before the war was less than one-fourth that of the United States. 

It will certainly be much harder to raise the level of living in such densely 
populated and backward areas as India and China. The needs of these two 
countries are similar to a certain extent. Land reform, rural codperatives, and 
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improved nutrition are recommended for both. The development of industry is 
considered essential. In this field, India has made much more rapid progress, 
and greater emphasis is being placed on future expansion of industry. In both 
countries great possibilities for private enterprise are expected, while the 
government’s rôle in controlling or even owning natural resources and key in- 
dustries is emphasized. 

Comparatively short is the chapter on the post-war program of the Soviet 
Union. 

Obviously Mr. Lorwin faced the greatest difficulties when dealing with oc- 
cupied countries of Europe. He offers a survey of the economic programs of the 
various governments in exile and also of some of the programs of the under- 
ground movements. The author himself realizes that at least some of these pro- 
grams have to be taken with necessary reserve; nevertheless, he thinks that 
they reflect a certain trend of thought. He divides these countries into the 
Western and the Central and Eastern groups. In the West the programs seem 
to be less radical than in the East; but we must take into account that we know 
more of the inside there, whereas the difficulty of obtaining news from the in- 
side in Central and Eastern Europe is, of course, much greater. 

At the end of his study Mr. Lorwin points out that most post-war plans have 
similar social aims; moreover, they agree to a large extent on the economic 
policies they propose. The plans vary most with regard to the rôle of public and 
private enterprise in the post-war economy. In the United States, Great 
Britain, Canada and some countries of Western Europe it is assumed that 
private enterprise will remain the dominant form of economic activity. On the 
other hand in some countries of Central Europe and in Latin America, as well 
as in China, the tendency toward a mixed economy is apparent. 

The author, limiting his study mostly to the domestic plans of the nations, 
did not enter into the problem of how to codrdinate the national policies for 
purposes of international codperation. According to many plans surveyed by 
him, international economic policy is to be adjusted to national plans and not 
vice versa. He sees, rightly, the lack of coordination of these plans with plans 
for international economic and social organization, and he ends with the fol- 
lowing words: “The capacity of the United Nations to reconcile these conflicts 
in their domestic postwar plans will determine the degree of their success in 
building a better postwar world for all.” 

This reviewer regrets that Mr. Lorwin, though appraising the importance of 
international issues, has limited himself chiefly to domestic problems. Despite 
pointing toward a similar aim, the surveyed proposals clearly show the differ- 
ences in the economic and social structure, in the degree of development, and 
government policy in all these countries. But throughout great emphasis is 
laid on organizing the ample available resources. Economies of plenty and ex- 
pansion are generally required. I wonder whether, at any time, there has been a 
greater similarity in basic economic and social aims. If their inherent logic is 
followed, it should not be impossible to reconcile the national and international 
aspects. However, it cannot be accomplished when priority is generally given 
to the national demand without qualification and reservation. I wish Mr. 
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Lorwin would write a second volume adding to his survey the judgment and 
evaluation of the programs of the United Nations. 
ANTONIN BascH 
Columbia University 


The Future Economic Policy of the United States. By WILLIAM ADAMS 
Brown, Jr. (Boston: World Peace Found. 1943. Pp. vi, 101, 50c.) 


Professor Brown believes that the American people, at the end of the war, 
will demand and that their government will promise them a number of things 
that cannot be had at the same time. Thus, in the field of domestic policy, 
they will ask for freedom of enterprise and social security, technological prog- 
ress and the protection of established occupations and investments, relaxation 
of public control and avoidance of business depressions, high wages and full 
employment, sound currency and low interest rates, less taxes and less debt. 
In the field of foreign policy, they will seek national sovereignty and inter- 
national organization to preserve peace, the development of backward coun- 
tries without economic imperialism, stable exchanges without exchange con- 
trols, and increasing international trade with full protection for vested in- 
terests. In the first field, they will insist upon complete freedom to pursue 
policies that are designed to maintain domestic employment; in the second, 
they will desire to participate in a working world economy. 

The conflicting character of our objectives will compel us to compromise. 
In order to get the things that we want more, we shall have to sacrifice the 
things that we want less. In order to realize long-run advantages, we shall 
have to forego short-run advantages, The task of reconciliation will call for 
a high order of economic statesmanship. 

The author finds a principle of reconciliation in the distinction which he 
draws between security for individuals and security for occupations. The 
state should undertake to guarantee the first by providing insurance against 
unemployment, sickness, disability, and old age. It should refuse to guarantee 
the second, denying price supports and subsidies ta high-cost producers, forc- 
ing the retirement of inefficient and obsolete capacity, and encouraging busi- 
ness to pass on to the consumer in the form of lower prices the gains resulting 
from enhanced efficiency. It should strengthen the inducements to enter- 
prise through measures designed to reduce the immobility of labor and to 
open opportunity to venture capital. It should seek to stabilize the national 
economy through town, city, and regional planning, through public works, and 
through a compensatory fiscal policy. 

The same principle holds in the field of international affairs, If Americans 
will maintain mobility and flexibility at home, if they will rid themselves 
of their fear of imports, they can participate in a working world economy. 
We should codperate in provision for relief and rehabilitation, in the reduction 
of tariffs, and in the stabilization of currencies. We should take joint action 
with the other powers that adhere to a system of private enterprise to co- 
Ordinate the policies employed in combating depression. If we will seek to 
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provide security for individuals rather than occupations, we can combine 
security with flexibility in the domestic economy, domestic stability with 
freedom of trade in the world economy, 

What is American policy likely to be? It is probable, says the author, that 
our people will demand a rapid extension of the social insurances, that they 
will require the state to provide work whenever private enterprise fails to do 
so, that they will accept the temporary continuance of wartime controls and 
reconcile themselves to a great deal of permanent regulation, but that they will 
resent bureaucracy and insist upon the preservation of economic freedom. It is 
probable, too, that they “will, though perhaps unwillingly, accept a number 
of small short-run national sacrifices in order to obtain the long-run advan- 
tages of membership in a working world economy, but will resist and reject 
great sacrifices affecting particular groups or interests if these are demanded 
for the same purpose.” 

Professor Brown finds, in these attitudes, the basis for building in America 
a society that will combine nationalism and internationalism, individualism 
and collectivism, enterprise and security, the social services of venture capital 
and those of government as a stabilizer of economic activity. 

The book is short: it runs to some eighty pages of text. It is inexpensive: 
copies can be obtained in cloth or in paper and are available in quantity for 
a few cents each. It is lucid, persuasive, provocative. It is admirably suited 
for use in connection with the concluding discussions in any course in economics 
from the introductory to the graduate level. Laymen, appalled by the com- 
plexity of contemporary economic problems, are continually asking what 
they should read. This little volume should head the list. 

CLAIR WILCOX 

Swarthmore College 


Federation: The Coming Structure of World Government. By Howarp O. 
Eaton and others. Preface by Cortez A. M. Ewinc. (Norman: Univ. of 
Oklahoma Press. 1944, Pp, xii, 234. $3.00.) 

The essays that compose this little book are, as is natural in the circum- 
stances, somewhat unequal and uneven. Some were written especially for the 
volume; some originated with other particular ends in view. Some are com- 
positions of a decidedly amateurish flavor; others are manifestly the work of 
past masters. In general, as a concluding essay of the collection summarizes 
the matter, the contributions fall into four classes. A first group treats his- 
torically of federalism as the key to collective security. In a second category 
fall essays that set out federal theory. The third class consists of discussions 
of impediments that stand in the way of the realization of world federation. 
Finally, there are reprinted speeches by Mr. Wallace, Mr. Willkie, and Mr. 
T. V. Soong, which bear the respective titles “The Price of Free World Vic- 
tory,” “Economic Freedom for the World,” and “A View-point from China.” 

The authors of these essays deal, it may be agreed, with the most important 
single subject before men today. At stake is nothing less than the future peace 
of the world. Without world organization mankind is doomed. 
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- Emphasis on the importance of world federation is by no means neglected 
in the multitudinous current writings on the subject. This is as it should be. 
Nothing less than constant appeals to all classes of readers is calculated to 
serve as a beginning in the preparation of world opinion. On the other hand, 
enthusiasm for the good cause generally prevents full recognition of the 
formidable obstacles that face realization of any worth-while system of world 
government. In reality, the difficulties are so immense as to appear well-nigh 
insuperable. Discouragement is easy even for the most ardent advocate, if he 
is as frank as he is bold. Nevertheless, as between the alternatives of what is 
certainly impossible and what is apparently hopeless, the choice, while some- 
what grim, leaves no real room for serious doubt. 

The first obstacle to the realization of world federation is the great difficulty 
attendant on the effort to secure agreement on any one of the many plans that 
have been suggested. This may be regarded as a short-term difficulty. Adop- 
tion of a world constitution is a problem for solution in the next few years. 
The concatenation of circumstances on which success will depend may or may 
not occur. Whether conditions are sufficiently propitious during the war is 
exceedingly doubtful. What conditions will be after war it is impossible con- 
fidently to predict. 

If need for agreement on a plan of world federation is a formidable obstacle, 
a long-term difficulty is considerably more serious. Adoption of a plan does 
not in itself mean at all that its operation will inevitably prove successful in 
practice. 

One fact about the two most successful existing federations should never be 
forgotten. It is a fact which needs to be long and carefully pondered. The con- 
tinued existence of successful federation both in the United States and in 
Switzerland was confirmed at the cost of civil war. 

In general, for a federally constituted political community to come into 
existence, the community must be characterized by an organic unity that pre- 
viously characterized each of a number of communities, amalgamation of 
which gives rise to the federal community. The consolidation takes place at an 
indeterminate moment in history. At a given time, several communities indis- 
putably exist. This is the case with the states of the world at the present time. 
At a later time, one community, albeit less highly integrated than a unitary 
state, indubitably exists where the several previously existed. This, it is to be 
hoped, may some day be true of the world community. The history of the 
United States and of Switzerland suggests the likelihood that, at some time 
near the indeterminate moment at which the new organic unity develops into 
an accomplished fact, the forces of diversity and of unity may come into 
conflict. 

If history should repeat itself with respect to world federation, the conflict— 
or civil war—would be a world calamity that mankind could doubtfully survive. 
At the same time, the risk ought to be taken; for the evidence is abundant that 
without world federation the calamity of world war is inevitable. In other 
words, the only hope, however slim, is that mankind, with the development 
of unity, will develop the wisdom necessary to surmount the critical moment, 
when it appears. l 
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In this context, finally, the question of regional federations within the world 
federation deserves attention. If federal growth on any scale involves serious 
danger near the indeterminate moment at which organic unity comes into 
existence, then a strong case can be made, it would seem, for running only one 
risk—in other words, for concentrating attention and effort exclusively on 
world federation. This is to argue that regional federations are inconsistent 
with world federation in the sense that regionalism as a “hedge” against un- 
successful world federation may well serve precisely to endanger the success 
of world organization. All this, it should be stressed in passing, assumes that 
the federalism involved is of a general political type. Functional arrangements 
on a supra-national scale are another matter. They are fortunately calculated 
to assist growth of unity, without involving danger of probable conflict. 

The essays here under consideration serve as a useful introduction to 
thinking which must come to grips with the difficult questions that have been 
adumbrated. It is not to be excessively derogatory to say that the essays leave 
much to be said. 

R. K. Gooca 

University of Virginia 


Statistics; Economic Mathematics; Accounting 


Elementary Statistical Methods. By WILLIAM ADDISON NEISWANGER, (New 
York: Macmillan. 1943. Pp. xviii, 740. $4.00.) 


The change in what is expected from economic analysis and the ensuing 
trend toward quantitative method that has taken place in front of our eyes 
has received a strong impetus from the war. It is very likely that the post-war 
situation will accentuate this development because of the demand both by 
public and private employers and by the returning student anxious to acquire 
the necessary skills and mental tools useful in a job. The typical undergradu- 
" ate college is likely to adjust itself to the new situation and such adjustment 
may affect the teaching of statistics even more than that of other disciplines. 
Already we can find a pronounced tendency to stress method-courses more 
than formerly and to shift them toward the early semesters. That a study of 
the elements of method should precede its application seems only natural, 
In spite of this need the place of statistics has been, and still is in most cur- 
ricula, somewhere at the end of the undergraduate course. 

Should this situation actually change, as there seems to be some hope, the 
problem of the pedagogical approach and with it the question of the textbook 
becomes important. There is no doubt that among the many available texts 
there are several quite excellent ones. Most of them are written to fit the 
traditional college curriculum where statistics is taught as a one or two semes- 
ter course for upperclassmen, This late position in the curriculum determines 
form of presentation as well as subject matter included in the textbook and 
accounts for the wide variety of topics, from simple descriptive methods to 
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the much more sophisticated patterns of statistical inference, presented by 
the typical textbook author. 

The approach made by Dr. Neiswanger in his Elementary Statistical Meth- 
ods is obviously based on the assumption that such method, having become 
almost a part of general education, should be taught to a wide variety of stu- 
dents.at as early a stage as possible. It is this pedagogical purpose of the book 
that characterizes it from the point of view of language and style as well as 
from that of the topics included. In this respect it presents an original and 
successful addition to the existing textbook literature. 

The book is divided into seventeen chapters and half a dozen appendices. 
After an introductory location of the place of statistical method in economic 
analysis, the first three chapters discuss the problem of collecting and pre- 
paring the data. The material is arranged in such a way that the student’s 
attention is forcibly drawn to the extremely important principle that a question 
should first be asked precisely before the attempt is made to answer it. This 
principle seems, unfortunatly, not so obvious as one might hope; the author’s 
endeavor to stress again and again the question of the prospective interpret- 
ability of the data before the data are actually collected and digested is a 
feature of the book with which any statistician will heartily agree. Instead 
of following the conventional outline of many textbooks—first, technique of 
collection of data, then their interpretation—this one reverses the order in‘a_ 
most fortunate way. This arrangement makes it possible to discuss some 
general aspects of the problem of statistical induction at the very beginning 
of the course instead of having to wait until the technically much more com- 
plicated treatment of statistical inference is reached. 

Another gratifying though unorthodox aspect of the organization of the 
material is the discussion in Chapter IV of probabilities and of elementary 
sampling procedures before even the chapter on measures of central tendency. 
It is most desirable that the student have some notions of stochastical proc- 
esses at the very beginning of his study of statistics. The common practice 
to defer such discussions is one of the reasons why so many students never 
fully grasp the truly statistical implications of averages and measures of dis- 
persion in spite of the fact that most students are usually quite proficient in 
the numerical techniques involved. The analytical distinction of idiographic 
and nomographic methods (to use Chuprov’s terminology) in statistics that 
underlies the outline of the classical treatises in this field, hence the postpone- 
ment of the discussion of probability theory, is justifiable if the purpose of 
the book is only to develop a system of statistical method. The textbook has 
primarily a' pedagogical function and suffers if the student who is supposedly 
entirely unfamiliar with the topic has to wait for the logical bases of the 
method he is studying until the very. end of the course. 

Unfortunately the chapter in question is the weakest in the book, This 
weakness is due to the fact that the simplification of statistical patterns of 
thought so skillfully accomplished by the author throughout this text has been 
somewhat overdone in the present case. The cause may have been partly an 
effort to keep the book from becoming too bulky. It is of course a matter of 
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` subjective judgment where to draw the boundary of what is considered strictly 
necessary. In the eyes of this reviewer it is, however,. regrettable that some 
more precise elaboration of the underlying models and the essentials of their 
logical bases could not have been found more space in the book. 

The following chapters give a good description of tabular and graphic 
devices that are applied to time series and frequency distributions. Via such 
a “visual” description of distributions the student is introduced to his first 
set of analytical tools: the averages (Chapter IX) and the measures of dis- 
persion (Chapter X) together with a simple, rather untechnical treatment 
of testing their statistical significance (large samples only). The results are 
again immediately exploited in the next chapter. Beginning with it, the fol- 
lowing 240 pages or about two-thirds of the book are occupied with what is 
usually described as economic statistics in the narrower sense: index numbers 
and time series analysis. These chapters are among the best elementary intro- 
ductions that are known to the reviewer. The style is throughout lucid and 
simple, the development of the statistical model, its application and interpreta- 
tion are closely interwoven, and the illustrations are well chosen and il- 
luminating, e.g., the pig iron example in the case of trend analysis (p. 517). 

Chapter XII is given to a description of the technique of index numbers 
and Chapter XIII to a well done application to the major U.S. indices. The 
material is brought up to date by a discussion of the effects of wartime 
changes on the interpretability of some of the current index series. Critical 
evaluations at the end of each section should greatly help in making the 
student understand the practical importance and the theoretical implications 
of some of the analytical patterns involved in index number construction. 

Chapter XII, analysis of time series, discusses the conventional methods 
of trend fitting and includes a short description of the Gompertz and Pearl- 
Reed curves. As previdusly, not much space is given to the underlying 
stochastical models which might prove disturbing, especially in discussing the 
least squares method. Chapter XIV on seasonals contains a useful and more 
than usually complete discussion of changing seasonals and short-term 
variations. In Chapter XV the author shows the isolation of the cyclical com- 
ponent, adding as case-material a section on the cycle in American business. 
(The relationship between the different components is assumed to be entirely 
multiplicative and other possibilities, such as additive or additive-multiplica- 
tive relationships, are not mentioned.) 

The last two chapters are given to the technique and application of simple 
(linear and nonlinear) correlation analysis. Here the underlying statistical 
assumptions are more fully treated than in previous instances, Some teachers 
may miss the description of rank correlation methods. 

The appendix brings a most useful section, one bashfully omitted by most 
textbook writers, on simple arithmetic and the usual glossaries and tables. 

The style of the book is clear. The material is well arranged with recipe-like 
summaries and short (perhaps too short) bibliographies at the end of the 
individual chapters. 

The goal of the book, as stated by the author in the preface—to deal with 
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“first principles in simple terms” so as “to give the relatively immature 
students an understanding of basic concepts”—is successfully attained. To 
make them “intelligent consumers of statistical data” (p. ix), however, will 
require additional schooling in the handling and understanding of stochastical - 
models beyond the short treatment that is offered here. Both teacher and 
students will find this a most useful textbook, especially if used in a basic 
course for underclassmen that is to be followed by more thorough and special- 
ized training. 

J. E. MORTON 
Knox College 


Business Cycles and Fluctuations 


Economic Fluctuations in the United States; A Systematic Analysis of Long- 
Run Trends and Business Cycles, 1866-1914. By EDWIN Frickty. Harvard 
econ, stud., vol. 73. (Cambridge: Harvard Univ. Press. 1942. Pp. xxi, 375. 
$5.00.) 

Toward the-end of the last century when physicists had learned to produce 
in their laboratories the spectra of a great many elements of matter, and ac- 
curately’ to measure the wavelengths of the spectral lines, a large amount of 
observational data was accumulated. It was sensed that this material held the 
clue to the structure of the atom and the processes by which it emits radiation. 
But apart from this feeling, there was not much in the way of theoretical in- 
sight to go by in unraveling the complex mass of data. Physicists therefore 
turned to analyzing the numerical material by itself, subjecting the figures to 
all kinds of manipulations, in much the same way as one would go about try- 
ing to break a secret code. 

In 1885, a Swiss physicist found the “clue” to one particular series of lines 
in the hydrogen spectrum. He devised an empirical formula which connects the 
reciprocals of the wave lengths of these lines with differences between the 
reciprocals of the squares of integral numbers. A feverish activity then set in 
to “read” other series and other spectra, and similar relations, or more com- 
plicated formulas, were gradually found to govern a good deal of the accumu- 
lated material. 

Professor H. A. Kramers, eminent physicist whom the reviewer has had the 
privilege to regard as his teacher, used to refer to that activity as “spectral 
zoology,” expressing thereby the theorist’s impatience with a purely empirical 
approach to the study of light emission. While it was highly interesting and 
no doubt equally necessary to have knowledge of all these relations, nobody 
did understand what brought them about. 

In 1913 Niels Bohr formulated the liberating thought when he put forward 
the hypothesis that has since become known as the quantum theory of light 
emission. This hypothesis assigns only certain discrete values to the energy of 
the atom, and connects each spectral line with the transition of the atom from 
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one energy level to another. This thought turned the accumulated data into 
powerful means of analyzing the structure of the atom. 

It is always hazardous to draw an analogy between. developments in two 
different sciences. There is, however, a striking correspondence between de- 
velopments in the study of business cycles and the particular phase in spectral 
physics described above. A great amount of statistical information on economic 
fluctuations has become available. A good deal of the work done with this 
material could be characterized, a little maliciously, as “cycle zoology,” or, 
more respectfully, as “empirical work.” Professor Frickey’s scholarly work 
represents the extreme empirical point of view with unsurpassed consistency 
and conviction. On page 50 the following declaration of principles can be 
found: 


If then we are to proceed by the genetic method, ab initio, we must set aside 
all prejudices, all preconceptions. Our goal must be so to perform the analysis 
that in the end the results shall portray only relationships inherent in the 
original data. But even more than this is required: we must aim at producing 
complete conviction that the relationships are thus inherent. We must, so to 
speak, not only go along with the translators of the Revised Version and ab- 
stain from every form of evil, but also follow the injunction of the Authorized 
Version to abstain from all appearance of evil. Ground must not be left for the 
suspicion that our results even might have been in whole or in part created by 
some twist or turn of the methodology, by some adjustment or manipulation 
involved in the procedure. 


The eschewance of conscious preconceptions and the fear of unconscious ones 
permeate the book, and appear again explicitly, in one form or another, on 
pages 66, 68, 91, 129, 171, 210, 230, 274, 312. 

It is true that on pages 54-58, where Professor Frickey discusses a broad 
general program of attack on the problem of economic fluctuations, he con- 
ceives of the present volume as exemplifying only the first, statistical, stage of 
the investigation. As the second stage he considers “the interpretation of the 
results obtained in these preliminary statistical surveys . . . in the light of 
economic theory and economic history” (p. 55). The third and final stage is 
viewed as the presentation of “a systematic and connected composite array of 
statistical results accompanied, correspondingly, by a systematic and connected 
theoretical and historical interpretation” (p. 57). But it is evident from the 
volume at hand that the author does not permit any considerations appropriate 
to the second or third stage of the inquiry to influence his procedure in the first 
stage. Consequently the book is full of interesting and highly suggestive facts 
that cry out for theoretical appraisal. 

The quotations given above are from Part One, which deals with the nature 
of the problem and the methods by which it is approached. Part Two is con- 
cerned with the search for patterns of fluctuation in available economic time 
series relating to the United States in the period 1866-1914. The first group of 
chapters in this part describes an analysis applied to “thirteen important 
economic series.” These series have been selected on the basis of “fundamental 
importance, continuity, and homogeneity.” They cover such fields as bond and 


r 


1944] BOOK REVIEWS , 379 


stock prices, bank loans and commercial paper rates, clearings, commodity 
prices, foreign trade and immigration. The criterion of “fundamental im- 
portance” is the only one of the three tests that has a relation to the economic 
phenomenon measured by the series. Once a series has been admitted to the 
analysis on the basis of this and the other two more technical criteria, the series 
loses its economic individuality and becomes just a row of figures, receiving 
the same weight in all calculations that is accorded to each of the other twelve 
rows of figures admitted to the group. 

It is shown that the amplitude of fluctuation in each of these series is more 
nearly constant in time if measured in relation to the average level attained by 
the series than if taken absolutely. This provides justification for computing 
link relatives for each series (quarterly, after elimination of seasonal, and also 
annually, etc.). Differences between series, in amplitude of fluctuation and in 
secular rate of growth, are then overcome by taking each series of link relatives 
in deviations from its average and dividing these deviations by a measure of 
their dispersion. 

The reduced series of link relatives so obtained are then plotted and it is 
noted that, with appropriate adjustments for time lags varying from zero to 
two quarters, a high degree of correspondence exists between the thirteen series 
of link relatives, indicative of a common pattern of fluctuation. The thirteen 
graphs are then superposed after adjustment for time lags, and for each pair 
of successive quarters the average of seven link relatives is computed, obtained 
by discarding from the set of all thirteen link relatives the three highest and 
three lowest values. These averages are considered the link relatives of a 
standard pattern representing the basic common pattern of movement of the 
thirteen series. 

This short summary does not adequately reflect the great pains taken to 
justify each step in the procedure by the results obtained from the preceding 
steps. The same analysis is repeated with link relatives for annual data, for 
data relating to 2-year periods, 3-year periods, 6-year periods, and 9-year 
periods. Here, as elsewhere, fewer statistical operations would have been suffi- 
cient to establish the valuable conclusions, (1) that in the set of thirteen series 
there is statistical evidence of one and only one common pattern of fluctuation 
shared by several series (and this pattern is shared more or less by all series) ; 
and (2) that the longer the time periods which are considered, the more clearly 
some force or complex of forces of a comparatively long-run sort is found to 
be present which gradually destroys the cohesiveness of the series and drives 
them away from each other. 

Similar analyses are then performed with quarterly and annual data on pro- 
duction, employment and commodity prices. Production data are grouped 
according to broad economically meaningful classes. Apart from agricultural 
production, which largely follows an independent pattern of movement, the 
standard pattern derived from the thirteen series is found again in production, 
employment and price series. 

In Part Three the results of Part Two are used as a logical and statistical 
basis on which to construct a method of separating “trends” from “cyclical 
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components” of the series involved in the analysis of Part Two. An important 
innovation in decomposition technique is here introduced. Trends are no longer 
determined individually for each series on the basis of that series only, Advan- 
tage is taken of the high degree of correlation between almost all series involved, 
by determining trends for all series at the same time, through a process of suc- 
cessive approximations which makes the finally remaining cyclical components 
exhibit that correlation more purely and more closely than the original series. 
In Professor’ Frickey’s reasoning this method is based exclusively on the sta- 
tistical evidence of high correlation between the short-term fluctuations of all 
series involved. But this method can be more solidly founded, and refined and 
adapted to other situations, if the fact that many of the high correlations in 
question are an expression of persistent economic laws of behavior is remem- 
bered and made use of. Such further foundation will be especially desirable in 
applications to other periods, like that between the two world wars, in which 
there were not such pronouncedly high single correlations between the fluc- 
tuations of any two important economic time series. 

A word may be said on the statistical techniques employed, among which 
link relatives are a most important instrument. It has been pointed out by 
Bartlett and others that, in the estimation of measures of dispersion or corre- 
lation from independent observations, a certain loss of information is involved 
in the use of successive differences or link relatives instead of the original ob- 
servations. Economic statisticians have frequently disregarded that criticism 
and continue to use link relatives, probably because of their advantages in the 
presence of somewhat irregular trends, and perhaps also because the assump- 
tion of independence does not generally apply to economic time series. How- 
ever that may be, Professor Frickey does not meet or even discuss the point. 
In fact he nowhere employs the more refined reasoning and estimation pro- 
cedures of modern statistical theory. Here again Professor Frickey is con- 
sistent. Modern mathematica! statistics has particularly developed two types 
of problems, that of statistical testing of hypotheses, and that of the estima- 
tion of parameters on the basis of certain hypotheses regarding the data em- 
ployed. Both types of problems occur in the analysis of economic fluctuations; 
but both require at least the formulation of hypotheses regarding the genera- 
tion of economic data—-a course which Professor Frickey has not been pre- 
pared to take. 

Truly the parallel between two sciences with which this review was opened 
is rather unfair to economic theorists. We are not nearly so much in the dark 
about the causation of economic fluctuations as physicists were at that time in 
the dark about the processes of light emission. There is no need to wait for the 
emergence of an economic genius of the stature that Niels Bohr has in physics. 
Much of the dynamic economic theory required is already available in the 
writings of contemporary economists, several of whom are quoted by Pro- 
fessor Frickey (p. 55). The value of “statistical” work can be greatly en- 
hanced by employing this theory right from the beginning, in devising the 
statistical procedures used as well as in interpreting the results. In this respect, 
Professor Frickey denies himself all the strength, refinement, and specific 


1944] 5. BOOK REVIEWS -381 


applicability to the guidance of policy that the use of plausible economic 
hypotheses could have added to his results, 

In conclusion it should be mentioned that Professor Frickey makes im- 
portant additions to the available statistical material for the period in ques- - 
tion. There is an extensive analysis of seasonal movements of many economic 
series, A new index is presented for industrial and commercial production, with 
subindices for manufacture and for transportation and communication. Con- 
clusions are drawn regarding the rates of growth and of retardation of growth 
in production. A new index of manufacturing employment is also constructed. 

TJALLING KOOPMANS 

Arlington, Va. 


Goals for Americe; A Budget of Our Needs and Resources. Where Is the 
Money Coming From? Problems of Postwar Finance. By STUART CHASE. 
Guide Lines to America’s Future. Nos. 2 and 3. (New York: Twentieth 
Century Fund. 1942; 1944. Pp. viii, 134; ix, 179. $1.00 each.) 


. These are the second and third in a series of five reports by Mr. Chase on 
the American economy after the war. The first volume having given an ap- 
praisal of the period between the two wars, the second surveys the post-war 
needs of the American consumer and the adequacy of our resources to meet 
them. In the third volume, Mr, Chase concerns himself with measures which 
will assure their full utilization. As usual, his writing is dramatic, often bril- 
liant. It is addressed to the interested citizen, not the economist. While the 
thoughts presented are a popular condensation of familiar patterns, the series 
should be of concern to the professional economist and particularly to the 
teacher of economics. Mr. Chase, frankly, is not interested in teaching elas- 
ticities of substitution or formulas for the multiplier. He is interested in rally- 
ing public support behind economic policies, the justification for which may, 
in technical terms, be found in numerous other places. What counts, therefore, 
are the broad contours of his story and the general diagnosis which he presents 
to the average reader. 

In Goals for America, Mr. Chase shows that our resources are ample to 
assure everybody a respectable minimum, standard, covering such items as 
food, housing, clothing, health and education. The resources are adequate, 
moreover, to leave plenty of leeway for the production of semi-luxuries and 
luxuries. Considering the war record of American production, there should be 
little doubt about this. Everybody willing to assume his social responsibility 
should be assured the minimum standard. This is a “must” objective and Mr. 
Chase does not care how these necessities are supplied, whether through the 
market economy or otherwise. “Competition,” as he puts it, “is moved above 
the ground floor.” Those successful in the competitive game will retain the 
chance to rise above the minimum level, but those less fortunate will be assured 
that they cannot fall below it. Production and distribution adequate to meet 
the minimum requirement is considered a mere matter of “physical econom- 
ics’—not subject to qualification of “economic theology.” Given a high level 
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of. employment and an extended social security system, the minimum standard 
will be assured. 

In Where's the Money Coming From, the problems of finance are considered. 
Money is the nerve center of our economy. If economic activity is to be main- 
tained at a high level, the “money circuit” must be closed. If money, or 
“numbers” as Mr. Chase puts it, does not turn over, the trouble begins. But 
having the capacity for huge production, shall we let the mere failure of “num- 
bers” to turn over interfere with full utilization of our capacity? Of course not, 
since money is a mere instrument of economic life and subject to social control. 
It is the responsibility of government to see to it that the money stream is 
maintained, either through deticit spending or through appropriate tax policies. 
This, to be sure, may entail a considerable increase in the public debt, but 
within limits and with certain safeguards, the debt is nothing to worry about. 
If we manage our economy intelligently, the standard of living will be raised 
so much that in, say, 50 years economic problems will have been delegated to 
a minor rôle. 

There are numerous points in Mr. Chase’s presentation which require cor- 
rection—such as the use of the term inflationary (Where’s the Money Coming 
From, p. 147), the mistaken contention that Great Britain has an extensive 
program of compulsory savings (Wheres the Money Coming From, p. 86), 
the treatment of certain aspects of the debt problem, and so forth—but for 
books of this type, technical points are of minor importance, compared to their 
broader pattern. A few general comments will be more profitable. 

Quite legitimately, Mr. Chase is concerned with pleading a case. The case 
being a difficult one, he is confronted with the task of simplifying it sufficient- 
ly, of making it understandable to the general reader. The result is a persuasive 
statement of what I believe to be an essentially correct approach; but by car- 
Trying the process of oversimplification to its utter limit, serious shortcomings 
arise. A few examples will illustrate the point. 

Behind the argument stands an unlimited faith in material progress. De- 
mocracy requires “that everybody should be given a break” and be assured a 
minimum standard. Economic progress has made it possible to reach this goal.- 
“What Christian ethics, for all the devotion of its advocates, was never able 
to do, technology is now doing” (Goals for America, p. 126). If economic prog- 
ress continues, Milo Perkins is quoted, “then so far as our physical needs are 
considered, life can become a journey and be enjoyed rather than a battle to be 
fought” (Goals for America, p. 126). Similarly, according to Lord Keynes, “a 
century hence, there will be no economic problem, even as there is today no 
problem of enough air to breathe.” Chase, not to be outdone by Keynes, is 
willing to “knock 50 years from this estimate” (Goals for America, p. 179). 

This philosophy, I fear, badly misinterprets the nature of social and eco- 
nomic conflict. Material progress, no one would doubt, is desirable in itself. 
Also it is evident that to survive, democratic government must find some means 
to assure a stable and reasonably high level of income. But this is not to con- 
clude that if the social product could only be raised by a few more billions, 
social conflict would disappear and presidential candidates would appeal to 
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voters on the basis of preferences for chamber music versus symphony orches-- 
tras. There is, after-all, a rather impressive record of social conflict through 
the centuries, quite independent of the fact that today even those at the lower 
end of the income scale enjoy a standard of living which in mahy respects is 
much above the “minimum” which, say, a Stuart Chase of the Roman days 
might have advocated, The assumption that all people are equally interested 
in economic progress (what progress?) provides a new version of the harmony 
of interest theory which has hardly more claim to general validity than that of 
Thomas Aquinas or Adam Smith. 

The emphasis on the money circuit—based on the obvious fact that to main- 
tain the level of income, dollar outgo must equal dollar inflow-—correctly 
focuses attention on the disposal of income as a crucial link in the chain of 
economic events. But by placing exclusive reliance on the “money circuit” 
approach, some issues are interpreted as monetary problems when, in part at 
least, they are of an altogether different order, Thus spending decisions are 
affected by price-costs relationships, anticipations and so forth. By neglecting 
these factors upon which the rate of spending depends and by taking the level 
of private spending as given, compensatory government spending and taxation 
are arrived at as the only logical solution to the difficulty. With respect to 
taxation in particular, Mr. Chase shows no awareness of the limits of his ap- 
proach. The extremely simplified version of the Keynes-Hansen view which he 
presents thus leaves the general reader with a rather distorted picture, al- 
though—and for the same reason-—it succeeds forcefully in driving home the 
main point. The trouble is that this is accomplished at the cost of neglecting - 
other factors, as for instance the significance of competitive and industrial 
structures, which have no place in the scheme and which are mentioned 
parenthetically only. Thus the assertion that “implicit in any plan for a 
compensatory economy is the widest practical area for free competition” 
(Wheres the Money Coming From, p. 164) is made out of context and as a 
matter of afterthought. 

Again, the picture is oversimplified because Mr. Chase examines his objec- 
tives of minimum standards and full employment with little or no attention to 
the secondary effects—economic, social and political—which alternative poli- 
cles might produce. Appropriate policies can undoubtedly be devised which 
will assure that full employment is maintained—in a planned economy, for in- 
stance, the maintenance of employment is the least worry—but different ap- 
proaches will have different secondary effects and will require different supple- 
mentary measures. To illustrate: Large-scale public borrowing from banks 
may create serious potential difficulties under some conditions, while such 
difficulties might disappear once certain additional measures, such as control 
over bank assets or extensive rationing, were introduced. The very complexity 
of policy issues arises because of this close interdependence of numerous eco- 
nomic and social factors. To neglect it is to make the problem appear all too 
simple and the stakes involved all too small. 

RicHARD A. MUSGRAVE 

Washington D.C. 
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Present Savings and Postwar Markets. By SUMNER H. SLICHTER. (New York: 
McGraw-Hill. 1943. Pp. iv, 73. $1.00.) 


In this little volume Professor Slichter has attempted to estimate the volume 
of individual savings and corporate liquid assets that will be accumulated in 
the course of the war and to judge the possible inflationary threat which these 
funds will constitute in the transition and post-war periods. At the outset he 
denies any special ability to foresee the future and states as his objective the 
only reasonable one in economic forecasting, that of constructing a frame of 
reference for one’s thinking by making a series of assumptions and following 
in quantitative terms the implications of these assumptions. The usefulness of 
such a model lies in the fact that it enables one to check his assumptions as 
events permit and, hence, to refine his judgment concerning the forces shaping 
the current and future economic situation. 

While Professor Slichter’s work is very suggestive and penetrating in many 
of its details, it is rather disappointing as a whole. Primarily this is because the 
conceptual framework behind the quantitative models presented is neither 

well-knit nor adequate. Furthermore, the handling of some of the statistics is 
superficial. 

In arriving at his estimates of the volume of individual savings and of liquid 
assets of nonfinancial corporations during the rest of the war, the author con- 
siders these two magnitudes independently. In the case of individual savings 
he proceeds via the volume of income payments by means of assumptions as to | 
the length of the war in Europe and in Asia, the volume and character of war 
expenditures, the volume of employment, and the change in the distribution of 
the labor force between war and nonwar industries. He assumes that the war in 
-Europe ends by the the end of 1944 and that the war in Asia continues a year 
or two thereafter. He further assumes that the ending of the war in Europe 
- will permit some decline in the volume of war expenditures, in the labor force 
“and employment and in the length of the work week in nonwar industries. In 
following through the implications of these assumptions for the volume of in- 
come payments he develops three models, the differences between them de- 
.periding upon whether the control of prices and wages is “perfect,” “good,” or 
“fair.” Having thus obtained the volume of income payments, he then subtracts 
assumed levels of consumer expenditures and taxes, also worked out for each 
of the three assumptions as to price and wage control, to arrive at various 
residual estimates of individual savings. 

In the case of the accumulation of liquid assets by nonfinancial corporations, 
the estimates for future years are made to depend upon changes from 1943 in 
profits, inventories, expenditures for plant and equipment, and prepayments on 
government contracts. Corporate profits are assumed to remain the same as in 
1943 “except that two-ninths of the gains from increased efficiency are assumed 
to raise profits”; inventories decline at a diminished rate in 1944 and remain 
constant thereafter; while expenditures on plant and equipment are allowed to 
increase considerably after the defeat of Germany. Some minor changes are 
calculated in the results depending upon the degree of price and wage control 
but only the expenditures upon plant and equipment are significantly affected 


- 
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by, the adjustment for price changes. The conceptual apparatus used for 
estimating corporate liquid assets is thus much less complex than that used in 
estimating individual savings. 

Against this procedure two fairly serious criticisms must be leveled. The 
first is that it is not based upon a model of the economy as a whole with all 
parts interrelated and mutually determined. The influences which are pre- 
sumed to determine changes in individuals’ savings are separate from the in- 
fluences determining changes in corporate liquid assets, and the estimates are 
worked out without possible interrelations being taken into account. For ex- 
ample, a decline in war expenditures may have a pronounced effect upon the 
level of wage payments but no effect upon profits. Again, the degree of price 
control has a fairly significant effect upon both consumer expenditures and ex- 
penditures for plant and equipment but these changes in business sales appear 
to affect profits by only a negligible amount, and that through the amount of 
added profits gained from increased efficiency. 

The second defect of the procedure is that it neglects, in a conceptual sense 
at least, the major determinant of individual savings and corporate liquid 
assets in this period, namely, the government deficit. It is true that assumed 
changes in the level of war expenditures and in personal taxes does bring the 
deficit into Professor Slichter’s estimates indirectly, but I do not believe that 
the phrase “government deficit” is used once in the entire book. As a result the 
conceptual scheme is much more complex than need be and the real forces at 
work are not brought to the attention of the reader. 

This is not without importance for some of the conclusions reached. For ex- 
ample, it is concluded that the degree of price and wage control will have little 
effect upon the volume of individual savings. In fact, the total of individual 
savings and liquid assets of nonfinancial corporations is calculated to be less, 
with “fair” price control than with “perfect” price control, This curious con- 
clusion merely follows from the fact that the probable effect of more or less 
inflation upon government expenditures, and hence on the deficit, has been 
neglected. 

In order to weigh the inflationary potential of the vast wartime accumula- 
tion of funds Professor Slichter has hit upon the novel device of allocating ac- 
cumulated funds into “hot,” “warm,” and “cold” categories, the degree of 
heat indicating the quickness with which the funds will be spent. In the case 
of individuals this is done by type of asset while for corporations it is done 
by class and urgency of expenditure. As the author recognizes, the whole pro- 
cedure is highly conjectural, but withal the most interesting part of the book. 
He concludes that wartime accumulations will be large enough to insure pros- 
perity for a few years after the war, though he is less afraid of post-war 
inflation than those who generally concentrate their attention upon the ac- 
cumulation of liquid assets. He does not attempt to calculate the consumption 
function that might be expected after the war or to compare savings at full 
employment with possible offsetting investment. 

Because of a few errors of interpretation the quantitative results in the book 
must be approached warily. Most important is Professor Slichter’s decision 
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to reduce the SEC’s estimate of individuals’ savings of cash by the amount of 


the differences between the Commission’s estimate of total savings. and that of 
the Department of Commerce, under the impression that the difference is due 


to error in the former. As this difference for 1942 amounted to 4.4 billion dol- 


lars and as he accepts the available estimate of increase in total cash, his de- - 


cision has the effect of raising the estimates of corporate cash accumulations 
by 4.4 billion dollars. 

The trouble with this procedure is that the SEC and Commerce estimates 
are not conceptually identical so that one cannot attribute the difference be- 
tween them to error, let alone arbitrarily decide upon which type of asset to 


allocate the error. The most obvious difference is that the SEC savings estimate | ~ 
includes government insurance funds while the Commerce estimate does not so. 


that 2.4 billion dollars of the difference between the two estimates in 1942 can 
be eliminated by this one item alone. When one considers that the SEC current 
annual estimate of the change in corporate cash is based upon reports covering 
more than half of total corporate cash, it must be realized that an error of 4.4 
billion dollars is unlikely. 

The figure for the change in inventories that is used is one adjusted for 
revaluation due to price changes; for a sources and uses of funds statement, 
which is the author’s objective, the book value of inventory change should be 
used unless profits are similarly adjusted for inventory revaluation. Moreover, 
no account is taken in the estimate of corporate liquid assets in 1943 of the 
increase in government receivables on the books of business which must have 
accompanied an increase in war expenditures such as occurred from 1942 to 
1943, The consequences of such loose handling of the statistical data are 
serious. The increase of liquid assets of nonfinancial corporations for 1943 is 
put at 20.2 billion dollars; I believe that the available data would suggest a 
figure of around 11 billion dollars. Of course, Professor Slichter made his 
estimate early in, 1943 so that some forecasting error must be allowed for. 


Despite these shortcomings the book is very stimulating and a worthy effort - 


in a difficult and unexplored field. In particular, the author’s sense of realism 
and balanced judgment in the discussion of both assumptions and conclusions 
will be helpful to other investigators of post-war problems. 
. Mitton GILBERT 
Bureau of Foreign and Domestic Commerce 


Money and Banking; Short-Term Credit 


Belgian Banking and Banking Theory. By B. S, CHLEPNER (Washington: 
Brookings Inst. 1943. Pp. x, 224, $2.50.) 

In his introduction the author of this book sets forth a twofold purpose: 
to describe the evolution of the commercial and investment banking system 
of Belgium, and to review the theory of credit and banking in the light of 
Belgian experience. 


‘t 
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The first purpose has been most successfully accomplished, and the results 
should be of considerable interest to the American student of money and 
‘banking. The Belgian banking system, while similar to the American in func- 
tion and purpose, has been very different in organization and structure. 
Throughout the late nineteenth century and until 1914, the chief differentiat- 
ing characteristics of Belgian banking were: (1) the complete absence of 
state regulation of the banks; (2) a national bank of issue, operating on nar- 
row “classical” lines; (3) a “mixed banking” system combining commercial 
and investment banking functions in a single institution; (4) the presence of 
both branch and group banking, accompanied by a significant degree of con- 
centration of banking power. 

In addition, the Belgian banking system operated in an environment much 
different from the American in another major respect: in Belgium international 
economic considerations have been very important and after World War I 
Belgian banking policy was dominated by the international instability of the 
times, 

The most significant changes in Belgian banking have taken place in the 
_ last two decades. From 1919 to 1929 there was a period of inflation in 
Belgium. During this period branch banking and bank consolidation were 
carried to extreme lengths. Also the banks participated in a very large finan- 
cial expansion, which increased their control over Belgian industry, but left 
them with portfolios bulging with issues of dubious soundness. In this period, 
the banks exerted an important influence over national monetary policy. To 
the bankers must go the major responsibility for the undervaluation of the 
Belgian franc in the stabilization of 1926. The dominant position of a few large 
banks also resulted, during the twenties, in the development of rival banks 
intended to represent the interests of such economic and political groups as or- 
ganized labor and agriculture. These so-called “political” banks were the first to 
experience difficulties after 1930. 

The devaluation of the pound sterling in 1931 greatly increased the 
deflationary pressure in Belgium, and by 1934 the entire banking system was 
in danger of collapse. The international situation was the major source of 
danger to the banks, but at the same time the overexpansion of the twenties 
had placed them in a vulnerable position. By 1934 it was apparent that de- 
valuation was inevitable. However, there was strong political opposition to 
such a move and devaluation was delayed. As the deflation continued criticism 
of banks and bankers multiplied. When the devaluation finally came in 1935 
it was linked up with the banking crisis; and banking reform became a major 
part of the economic program of the new government. 

The reforms adopted in 1935 include the regulation and supervision of the 
banking system by a national Banking Commission, the abolition of mixed 
banking, the extension of the activities of the central bank into the field of 
credit control, and the creation of a number of semi-public credit institutions. 
As a part of its regulatory powers the Banking Commission requires complete 
and detailed monthly statements of position from all banks. Provision is also 
made for a system of “supervisors.” Every bank has a supervisor who provides 
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a constant liaison between it and the Commission, thus bringing the general 
policy of the bank under the frequent scrutiny of the Commission. The Bank- 
ing Commission has emphasized the importance of adequate primary and 
secondary reserves, but it has not made use of its power to establish com- 
pulsory reserve ratios. The new system of banking control was still in the 
process of development at the time of the invasion, 

The second part of the book, “Banking Theory in the Light of Belgian 
Experience,” is somewhat disappointing. Two brief chapters deal with the 
role of credit creation in facilitating economic expansion and with the liquidity 
and shiftability theories of bank reserves, These are followed by a chapter on 
the lessons of Belgian banking history. 

One point in these chapters merits discussion. The author asserts that “the 

, chief aim of the Belgian banking legislation of 1935 was to introduce a 
system of liquid commercial banking.” He criticizes this policy on the grounds 
that liquidity is an illusion and that sound banking depends on shiftability 
rather than on liquidity. It seems to the reviewer that both of these positions 
are open to question. A careful reading of the legislation of 1935 and of 
the reports of the Banking Commission points to the conclusion that the chief 
aim of the Belgian reforms was to achieve stability and responsibility in the 
banking system, and that regulation was imposed in order to secure these 
ends. It is possible that in the disturbed period from 1935 to 1940 there was 
a tendency to emphasize liquidity. Even so the theories of liquidity and 
shiftability are not mutually exclusive; and there is a solid core of truth in 
the thesis that a banking system is more stable and more able to meet ad- 
versity if the individual banks have a reasonable degree of self liquidity. 

In his final chapter the author discusses problems of banking policy. He 
comments on the growing recognition of the extent to which the private 
decisions of individual bankers affect the entire economy, and he recognizes 
the current trend toward more extensive governmental regulation and con- 
trol. Strangely enough he does not apply these generalizations to the Belgian 
experience. Nevertheless, a study of Belgian banking history clearly shows that 
the unregulated, commiercial-investment banks have exerted a strong influence 
over industry and business, and frequently over national economic policy. 
With this in mind one has only to look at the nature and scope of the ‘“‘re- 
forms” listed above to realize that they must have been intended to shift the 
control of banking policy from the hands of private individuals to those of the 
State. 

The author’s final evaluation of present-day banking policy is rather sur- 
prising. He points out that in the nineteenth century the aims of central bank 
policy were simple-——-to maintain the exchanges and the gold reserve by means 
of the rediscount rate. Now, however, the aims are more complex——“‘stabiliza- 
tion of the general level of prices, stabilization of the prices of the factors of 
production, stabilization of incomes, neutral money, etc.” Such aims he finds 
“too debatable” and “too vague” to provide a basis for banking policy. Thus 
he comes to the conclusion that banking policy today is pragmatic and 
opportunistic rather than guided by principle. Consequently, “In the last 
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analysis the problem of banking policy is a problem of men and of public 
opinion.” 

It is true of course that psychological factors do affect economic decisions. 
It does not follow that the presence of such psychological factors precludes 
any reliance upon principle. It seems very unlikely that central bank authori- 
ties are today making policy decisions without any reference to long-run aims 
or to principles of central bank operation. | 

There is, however, a plausible explanation of what the author chooses to 
call the “complexity” of contemporary banking policy. The criteria of the 
nineteenth century were simple in the sense that they could be applied 
to the system by individuals whose decisions were motivated mainly by 
private considerations. The contemporary criteria of stabilization of the 
price level, etc., are criteria which have meaning only with reference to the 
economic system as a whole. Such criteria are indeed “too complex” to serve . 
as a-guide to policy for individuals who are unable to see the system as a 
whole. When such aims of banking policy develop it is inevitable that the 
state should eventually take over the decision-making power in order that 
the new aims may be achieved. This, in the opinion of the reviewer, is what 
took place in Belgium in 1935. 

Morris E. GARNSEY 

University of Colorado 


The Theory and Practice of Céntral Banking, 1797-1913. By E. Vicror Mor- 
GAN, Cambridge stud. in econ, hist. (Cambridge: Univ. Press. 1943. Pp. 
xiv, 252. $3.50.) 

Mr. Morgan’s orientation of Bank of England policies with respect to major 
economic developments and contemporary theories is well written and, except 
for a few badly constructed tables, is straightforward. Although it will appeal 
especially to those who do not wish to think too hard about central banking, 
‘it merits a reading by specialists in the field who do. The title is broader than 
the content since the Bank of England was neither the only central bank in 
existence nor the first to “solve” all central banking problems. One does not 
gain the conviction that the author has lived with the material or reconciled 
some of the fundamental conflicts as consistently as, say, Jacob Viner or 
Elmer Wood, whose works receive little if any attention from Mr. Morgan. 
Had he wrestled with the fundamental, theoretical significance of the changes 
in procedure—the “administrative details” that he describes—it seems to me 
he would have placed less emphasis on the mere quantitative differences between 
bank rate and market rate and would have been less pessimistic with respect to 
the adequacy of the powers of the Bank to enforce its terms upon the market 
after the seventies. 

We still have a lot to learn about the international monetary Handa of 
the nineteenth century. Mr. Morgan shows again that it was not nearly so 
simple and automatic as once was taught. We could utilize profitably a compre- 
hension of the functioning of that standard in constructing an appropriate 


390 THE AMERICAN ECONOMIC REVIEW [ JUNE 


monetary system for the post-war world. One gains the conviction from Mr. 
Morgan’s book that central bankers could have learned more from history 
than they did. Error, once exposed, is not necessarily dead but may be reincar- 
nated in the guise of new phrases. For example, there is real identity of thought 
beneath the Harman policy of “meeting the legitimate needs of trade”— 
followed by the Bank of England between 1795 and 1825—and the discount 
provisions of the original Federal Reserve act, which were based on the sup- 
_ position that properly drawn and administered eligibility rules would produce 
` wise policy. Both were based on the same fundamental error: “the neglect 
of the connection between price and demand.” As Mr. Morgan points out, the 
logic of Thornton did not prevent the Bank of England from trying the experi- 
ment of regulating credit on the basis of the legitimate demands of commerce 
theory. Neither the logic of Thornton nor the experience of the Bank of 
England was adequate to prevent the authors oi the Reserve act from adopt- 
_ Ing the disproved principle. It is curious that so many persons who have written 
books to stake their claims for parentage of the act should select this principle 
as their unique contribution. The ghost has not yet been laid. It still permeates 
some classrooms and recent books under the guise that banks can do no wrong 
if they limit their extensions of credit to “self-liquidating” loans, Mr. Morgan’s 
book is an excellent antidote to-such teachings. 
Kart R. Bopp 
Philadelphia 


International Trade, Finance and Economic Policy 


International Trade and the National Income Multiplier. By Fritz MACHLUP. 
(Philadelphia: Blakiston. 1943. Pp. xvi, 237. $3.50.) 


Professor Machlup’s application of the multiplier technique to the relation 
between foreign trade and national income differs in some respect from the 
foreign trade multiplier formulas developed in particular by Colin Clark and 
Harrod. Like the Keynesian investment multiplier, these formulas are identi- 
ties: that is to say, the “propensity to consume” goods in general or home- 
produced goods respectively, which governs the multiplier, is indicated by the 
actual fraction of actual additional income obtained that an individual (or 
group) has devoted in a given past period of time (ex post) to spending; and 
the multiplicand is similarly defined as outlay for other than consumption 
purposes during the same past period. Causal significance attaches to these two 
factors only because (1) we can conceive the actual ex post propensity to con- 
sume as the average result of the numerous spending decisions of the individual 
during the period concerned and (2) because the multiplicand (investment in 
the Keynesian investment mulitplier or, in Mr. Harrod’s foreign trade multi- 
plier, investment plus exports minus materials embodied in them) is not gov- 
erned by aggregate income but governs it. Certain defects of this approach are 
obvious, though in the reviewer’s opinion their significance has been somewhat 
exaggerated. . 
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Suppose, e.g., that an original change of tastes abroad, implying an in- 
crease in the marginal propensity to consume foreign goods, generates an in- 
crease in exports fram country A. Then at first employment and income would 
rise in country A, but since employment and income abroad would be lowered, 
as a secondary reaction the demand for exports from A also would be reduced 
to some extent. In the ex post formula for the foreign trade multiplier these 
two effects, initial expansion and subsequent reduction of the foreign demand 
for these exports, are lumped together in one magnitude, vêz., Increase in ex- 
ports from A during the period concerned. 

In order to separate these various effects and to show the causal mechanism 
associating changes in foreign trade and national income, Professor Machlup 
wisely uses one of the so-called ex ante income concepts, viz., the Robertsonian 
income concept, in which Income becomes disposable only one time period 
after it is earned, and spending and saving are oriented on disposable, not on 
earned income. Saving is thus not identically equal with investment in the 
same period, but the equality of both becomes the condition for a monetary 
“equilibrium” of some sort. The impact of changes in the current investment 
rate on employment and income can be followed up step by step through its 
various stages, the repercussions can be duly accounted for, and the way in 
which these various forces eventually bring about a kind of equilibrium can 
be elucidated. This modification of the Keynesian income concept has actually 
been applied by all economists who wanted to “dynamize” the multiplier ap- 
proach and to replace Keynesian “macro-statics” by “macro-dynamics,’* but 
its implications have not always been clearly realized.” 

On the basis of a number of assumptions (viz., constancy of (1) propensi- 
ties to have and import, (2) prices, foreign exchange rates, interest rates, 
(3) home investment), Professor Machlup presents the reader with eleven 
principal model sequences (twenty-nine if the submodels are counted). 

The results of the various models are expressed in algebraic form, the formu- 
las pertaining not only to the equilibrium state to which the processes de- 
scribed in the models ultimately tend, but also to the intermediate stages and 
the speed at which these stages are passed; ż.e., they give the multiplier as a 
function of time. The formulas pertaining to ultimate equilibrium naturally 
are in accordance with the corresponding formulas of the ex post approach, 
because in “equilibrium” ex post income and ex ante income are equal. 

In the reviewer’s opinion, we have great reason to be grateful to Professor - 


Compare, ¢.g., Professor P. A. Samuelson’s justly famous paper “Inter-Action Be- 
tween the Acceleration Principle and the Multiplier,” Rev. of Econ., Stat., May, 1939. 


? Professor O. Lange in his article on “The Theory of the Multiplier,” Econometrica, 
July-October 1943, uses an income concept different from the Keynesian as apparent in 
particular from footnote 1 of his paper and from his use of the stability conditions, 
but he nevertheless treats equality between income on the one hand and consumption plus 
investment on the other hand as an identity; thus he asserts in two consecutive paragraphs 
(pp. 227-28) that the sum of the marginal propensity to consume and the marginal pro- 
pensity to invest (a) is identically equal to unity and (b) must be smaller than unity 
to secure stability. The main results of his paper can be preserved, however, if only the 
last paragraph on the first page is dropped. 


© 302 


- 


THE AMERICAN ECONOMIC REVIEW [ JUNE 


Machlup for the lucidity with which he presents his workshop of models. It is 
true that limitation to algebraic treatment would have required much less 
space, and something could be said in favor of a combination of the arith- 
metical model sequence approach for the first and simplest case, with a brief 
algebraic treatment of the rest. On the other hand, purely algebraic treat- 
ment lends itself much more easily to experimentation on the basis of quite 
unrealistic assumptions, while Professor Machlup, with great scientific tact, 
incorporated in the multiplicand only factors not governed by the marginal 
income, preventing in this way the elimination of the dividing line between 
multiplicand and multiplier. Furthermore, the algebraic treatment allows the 
mathematical economist to proceed without having gained complete clarity 
about the underlying concepts. Leading mathematical economists, e.g., Pro- 
fessor Samuelson in the paper cited above, have for this reason preferred the 
combination recommended above to exclusively algebraic treatment; and the 
reviewer must confess that in studying certain aspects of the multiplier ap- 
proach he frequently resorted to Professor Machlup’s tables rather than to 
the formulas. 

The theoretical interpretation of the results is scattered throughout the 
book. It is mainly contained in the introductory chapter, in Chapter VIII on 
“International capital movements” and in the concluding chapter. As we shall 
see, there are good reasons for this arrangement. However, the one-sided con- 
centration of the introductory chapter on the monetary phenomena associated 
with investment and exports (on the effects of “Additional disbursements of a 
certain type, starting now and repeated”) will render it a little difficult for 
the reader to grasp the logic of the arrangement and to ascertain what is at the 
bottom of the foreign trade multiplier approach. 

There is in particular one question which should have been explicitly dis- 
cussed at this stage. The multiplication effects of investment.on income and 
employment originate in the fact that investment creates income for the people 
producing the investment goods and that their additional spending creates 
employment and income in other industries, etc. This approach, however, 
yields only aggregate results for a closed economic system and does not indi- 
cate whether the income and employment as created are evenly distributed 
over the system or restricted to certain regions. The answer to this question 
is, of course, obvious: the stimulus comes from the regions where the invest- 
ment is to be undertaken or where the propensity to consume undergoes an 
upward shift; employment increases where the production of the additional 
investment goods and additional consumables occurs, and income increases in 
the same region with some spreading to the localities where the owners of the 
means of production are residing. 

This regional differentiation of the investment multiplier effect as it ma- 
terializes in the world as a whole is measured by the so-called foreign trade 
multiplier, which therefore in Professor Ohlin’s terminology belongs to the 
realm of inter-regional, not international, trade analysis. There is a flow of 
funds between the regions, as a vehicle of distributing income and of making 


See in this respect the example given in footnote 2. 
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demand in one region effective in another, playing a rôle in the foreign trade ` 
multiplier though not in the general investment multiplier. If this theoretical 
function of the foreign trade multiplier is kept in mind, then a satisfactory 
answer can be given to the question as to whether exports have the same stimu- 
lating effects as investment and as to whether imports play the same rôle as 
savings. At the first glance one is tempted to answer these questions in the 
affirmative; for exports create domestic income without absorbing domestic 
purchasing power and imports divert domestic purchasing power from the 
domestic market. Closer analysis, however, reveals the necessity of qualifica- 
tions. In Professor Machlup’s first model, the marginal propensity to consume 
equals unity, but foreign repercussions are absent; for a closed system such 
a state of affairs is unstable, the slightest increase of the time rate of investment 
would explode it and the slightest reduction would start a cumulative downward 
movement, It is only the fact that a part of consumption is directed to imports 
that prevents such movements from materializing; instead we obtain (1) a finite 
export multiplier equal to the reciprocal of the propensity to import, and 
(2) (in “equilibrium”’) an equal increase of exports and imports.* Now an in- 
crease in export does not explode the system, even if in the rest of the world 
the national propensity to consume also equals unity. The reader may in this 
respect compare Professor Machlup’s third model with the ninth model where 
the instability of a system with marginal propensity equal to unity in case of 
a change in the world’s investment rate is clearly indicated. Thus changes in 
exports perform a function different from changes in investment, and the 
introduction of a separate foreign trade multiplier, in addition to the general 
investment multiplier, is justified. 

The second step in the theoretical analysis consists of examining the condi- 
tions generating the export surplus, which is a prerequisite for the multiplier 
effect wherever the marginal propensity to consume is smaller than unity. These 
problems are discussed by Professor Machlup in the eighth chapter, “Inter- 
national capital movements: accommodating, spontaneous and net-~Trade 
balance and capital flow: cause or effect—Effects on primary disbursements.” 
His distinctions are very useful but it seems to the reviewer that some of his 
conclusions are not quite consistent, or are at least misleading, For example, 
«. .. Of course, if the words ‘capital movements’ stand for zet capital move- 
ments including all changes in foreign bank balances, then one can always 
maintain and ‘prove’ (with a reservation concerning gold flows) that capital 
movements ‘result’? from the trade balance (or, more correctly, from the 
balance of current items)” (p. 143). It is not the difference between net and 
long-term capital movements that matters, but that between the situation 


* The Clark-Keynesian formula for the foreign trade multiplier (vzz., changes in home 
investment plus changes in the export surplus times inverse of the propensity to save) 
yields in this case an indeterminate value, whereas Harrod’s formula gives the correct 
result. The reason for this failure lies in the fact that the first formula includes in the 
multiplicand all imports, also those the volume of which is governed by the size of income, 
contrary to the basic rule indicated above. For this reason, the reviewer prefers Harrod’s 
formula, which is akin to Machlup’s. 
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ex ante and the situation ex post. The existence of a positive trade balance 
ex post proves. that the inclinations of lenders and borrowers and the institu- ` 
tions in the lending and the borrowing countries have allowed in the period 
. concerned, either a capital flow or a money flow between the countries and, 
thús, a trade balance'to materialize; but these inclinations are not the ‘ ‘result” 
- of the decisions of consumers to purchase more foreign goods or of the deci- 


$ „sions of exporters to export more domestic goods. 


‘The ‘last task of the theory of the foreign trade multiplier is to integrate its 
implications with the traditional theory of free trade based as it is on the law of 
- comparative costs. In the concluding chapter a short section (pp. 211-14) is 
devoted to “The neo-mercantilist interpretation of the theory.” Professor 
Machlup concludes, “If full account is taken of all possible short-run effects— 
the (economically determined) changes in relative prices as well as the 
(politically determined) retaliatory measures—end also of the fairly certain 
long-run effects—impaired productivity through reduced division of labor— 
then the theory of the foreign-trade multiplier cannot be claimed as a tenable 
argument for protection” (p. 214). It seems, to the reviewer, that we have here 
a true dilemma between short-run effects, ż.e., multiplier effects which some- 
times argue for protection and less international division of labor, and long- 
run effects, z.e., effects of the law of comparative costs, which always argue 
against protection and for the maximum international division of labor. This 
dilemma would deserve further examination. 
On the whole, International Trade and the National Income Multiplier is a 
very useful book, but it requires in spots some theoretical supplementation. 
Hans NEISSER 
New School for Social Research 
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Economics of Military Occupation: Selected Problems. By HENRY SIMON 
Broca and Bert F. Hosexirz. ones Found. Press, 1944, Ep ix, 
141. $1.25.) 


- A book about the economics of military occupation has been badly needed 
not only for courses in military government and finance, but also to provide 
guidance for policy decisions. Recent economic studies have dealt so much 
' In terms of relatively free markets and with the problem of achieving full 
employment that they have not been of great assistance to those confronted 
with the facts of military occupation and forced to make immediate decisions. 

‘To meet this need is not, however, an easy task, partly because of the lack 
of full and reliable information. The authors of this book recognize that 
difficulty and frankly state that in numerous cases they have had to rely © 
- on second- and third-hand information, much cf it from enemy sources or 
propaganda agencies. It is a reflection on our own federal administration that 
practically all the printed information on Allied operations was obtained by 
the authors from English sources. The U. S. Treasury is notorious in Washing- 
ton for hoarding information, even withholding it from other federal agencies 
ea in the foreign economic field. 
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In view of the inadequacy of the available material and the variety of 
subjects covered in such a short space—military currency, exchange rates, 
banking, taxation, price control and rationing, and production control under 
military occupation, all illustrated by German, Japanese, and: British-Ameri-° 
can policies and experience—the authors have done a creditable job, They have. 
surveyed a great deal of material and have used much of it with considerable: 
skill. It would have been easier for the reader, however, had they concentrated 
on a smaller number of subjects and, especially, on a smaller geographical - 
area. As it is, the material on German policies and experience is the best: The 
authors are obviously less well acquainted with financial data on the Far 
East—for example, on page 67 there are four factual errors regarding events 
in occupied China. 

Probably the chief weakness of the book, at least from a scholarly point 
of view, is its uncritical acceptance of the correctness of Allied financial 
policies in the occupation of North Africa, Sicily, and Italy, and its attempt 
to draw a sharp contrast between the aims and methods of the Allies and 
of the Axis in the field of occupation finance. Actually, the similarities of 
practice are more striking than the differences, and our financial tactics of 
occupation have tended more and more to resemble those of the Axis. The 
Allies are using occupation money in the monetary unit of the occupied 
country. The Allies, especially the British, have tended to live off the countries 
that they have occupied. We, especially in former Italian Africa and in Italy, 
have greatly overvalued the dollar and the pound sterling vis-a-vis the lira. 
Through our expenditures and practices in occupied areas, we have tended 
to bring on marked inflation, especially in Iran, Iceland, Italy, and India. 
Although without the use of brute force, the British have been building up 
credit balances, in part owed to occupied areas, that in total apparently exceed 
the Berlin clearing balances. Germany owes to German-occupied areas. 

The chapter on exchange rates is particularly open to the objection of 
bias or naiveté. It exaggerates the benefits that the Germans may have 
obtained solely from initial overvaluation of their currency, and fails to 
indicate clearly that, through domestic price inflation, the currency of the 
occupied countries soon after occupation generally became overvalued vis-a-vis 
the German mark. It claims that, unlike the Germans, the Allies have not 
used currency overvaluation as a means of economic exploitation. However, 
the establishment of a rate of 480 lire to the pound sterling for Italian Africa 
by the British gave decided advantages to the British occupying forces, and 
there is little doubt that the excessive devaluation of the lira helped to bring 
about the marked rise in prices and wages in Italian East Africa directly after 
the British set the new rate. 

Especially disconcerting is the bald statement that “if anything” the rate 
of 400 lire to the pound sterling (set upon invasion of Sicily) “overvalues 
rather than undervalues the Italian currency” and that “voices have been 
raised in England that the rate . . . heavily overvalues the lira.” Indeed, 
competent quarters in London roundly condemned the rate of 480 lire to the 
pound for East Africa and Libya on the grounds that the correct rate was 
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perhaps 150 lire, and, when the 400 lire rate was set for Italy, the Chancellor 

of the Exchequer refused to explain that decision in answer to a bombardment 

of questions and criticisms in the House of Commons.’ Nowhere do the 

authors define “overvaluation,” but they imply that exchange rates in Lisbon 

_ and Tangiers at the time of invasion are an important criterion in judging 
‘the correctness of the rates that the Allies set both in North Africa and Italy. 
Close study of those markets would reveal how unreliable they are as a 
guide for setting correct exchange rates. 

There is-no use kidding ourselves. The Allied financial policies and tactics 
have not been brilliant or even very skillful. That is partly because we are 
handicapped by the need to compromise and to obtain agreement both in 
Washington and between Washington and London. For example, Washington 
apparently wanted a lower value for the North African franc and a higher 
value for the Italian lira than did the British, who had previously set eco- 
nomically indefensible rates for both currencies vis-a-vis the pound sterling 
in Africa. It is partly because in North Africa and Italy we played along 
with the existing governments. That, for example, has made it difficult to 
take immediate action against collaborationist funds and firms. Partly it is 
because we do not control the expenditures of our own soldiers, who pay 
excessive prices, and because we are unwilling to take the stern measures 
that the Germans took against violators of price ceilings in occupied areas. 
It is partly because this administration has, of late years, been so conservative 
and orthodox in foreign financial matters. We sat upon our huge gold hoard 
until elements outside our Treasury insisted that some of the gold located here 
be used to curtail the rapidly increasing inflation in China and the Middle 
East. 

From a technical (not a legal or political) point of view, the use of our own 
currency (with a yellow rather than a red, blue, or green seal) as military or 
invasion currency was a mistake. Not only did the natives tend to hoard those 
dollars, but they could not perform, with full effectiveness, one of the most 
‘important functions of military currency, namely, to fasten the costs of 
military occupation upon the occupied country. Some yellow-seal dollar bills 
used in North Africa and Italy will undoubtedly find their way back to this 
country through nonmilitary and unofficial channels, and will have to be 
accepted here from innocent holders. To avoid evasion of foreign-funds control 
and infiltration of invasion currency into England after the war presumably 
was the reason that the British used a special military note in North Africa 
and not, as the authors imply (pp. 6-7), because the Germans had sterling 
holdings which then could be used to finance purchases, sabotage, and so 
forth in North Africa. That, for such purposes, the Germans presumably 
had holdings of French, Algerian, and Moroccan francs (and the plates to 
manufacture more) seems to have been overlooked by the authors. 


*See Paul Einzig, “Exchange Rates of Liberated Countries,” The Banker (London), 
Vol. LXVII (Sept., 1943), pp. 150-53, who claims that economic factors were ignored and 
the lira was deliberately undervalued. For another criticism of the Italian rate, see R. A. 
Lester, “Exchange-Rate Policy for Liberated Areas,” Free World, Vol. VII (Feb., 1944), 
pp. 161-65. 
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Parts of this review have been critical. That criticism, however, applies 


only to certain statements in the first two chapters of the book, and even . 


that criticism should be considered in the light of the difficulties and handi- 


caps under which the authors labored. They have struck out boldly in a new - 


field. They have attempted too much too early rather than too little too late. 
May their number multiply! 

RICHARD A, LESTER 
Duke University ' 


- 


The Tariff Reform Movement in Great Britain, 1881-1895. By BENJAMIN H. 
Brown. (New York: Columbia Univ. Press, 1943. Pp. x, 170. $2.50.) 


The enactment of the Tariff act of 1932 and the conclusion of the Ottawa 
Agreements represented the culmination of a long campaign on the part of 
protectionists and advocates of imperial preference in Great Britain. The 
agitation carried on under the leadership of Joseph Chamberlain in the early 
years of the present century is, of course, a familiar part of British tariff his- 
tory, but earlier protectionist activities are less well known. Protectionist senti- 
ment never wholly died out after the repeal of the corn laws, or even after the 
conclusion of the Cobden Treaty, but it was not until the depressed eighties 
that protectionists gathered enough strength to constitute a political force of 
any importance. 

The primary object of Mr. Brown’s study is to show that between 1881 and 
1895, when Joseph Chamberlain became Colonial Secretary, the foundations 
of Chamberlain’s later tariff reform movement were laid. No systematic at- 
tempt is made to analyze, as such, the economic forces which encouraged the 
growth of protectionism. The author’s interest, as he explains at the outset, is 
rather in the “twilight region between economic circumstances and the forma- 


tion of political and social policies.” In other words, he is seeking to analyze 


the process by which shifts in economic or other factors affect the attitudes of 
various groups in the community and lead them to support a change in public 
policy. From this point of view, the fact that he has chosen to trace the history 
of the tariff reform movement during a particular period in Great Britain\ts 
somewhat incidental. He would like to see the same questions asked about 
quite different issues at other times and in other settings. 

The book sheds a great deal of light on the motives which activated th 


various groups which gave their support to the tariff reform movement. The’ 
author cannot be said, however, to have altogether succeeded in his broad , 
purpose of tracing the connecting links between economic developments and 


political action. This failure is partly to be explained by the fact that he takes 
a knowledge of the economic background for granted. Thus the reader who 
happened to be unfamiliar with the details of British economic history during 
the last quarter of the nineteenth century would have difficulty in determining 
how severely the various branches of the export trade were affected by the 
“Great Depression” of that period. The author mentions economic events oc- 
casionally in passing, but only to a relatively minor extent. A brief chapter at 
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the outset, outlining the chief developments in British foreign trade during the , 
eighties and early nineties, would prove of considerable assistance to the reader 
in interpreting much of the material presented in the book. 

The book suffers somewhat, also, from the failure of the author to pull to- 
gether the threads of his discussion in a concluding chapter. The exposition 
.ends rather abruptly with a detailed account of the rôle played by agricultural 
interests in the tariff reform movement, while the author’s main conclusions 
are outlined very briefly at the beginning of Chapter I. 

In spite of these defects, Mr. Brown’s study represents a real contribution 
to the rapidly growing volume of literature on British tariff history. One of the 
most interesting portions of the book is that which concerns the attempts of 
the manufacturers who formed the backbone of the Fair Trade movement to 
attract the support.of organized labor. Failing to win over the official support 
of the trade unions, the protectionist leaders resorted on occasion to the rather 
dubious expedient of collaborating with certain unscrupulous labor agitators 
whose support could be “bought.” British workers as a group were reluctant 
to abandon their free trade position in spite of the fact that some trades were 
suffering acutely irom shrinking export markets. The doctrine of the “cheap 
loaf” had taken a strong hold on the masses of the population, and it was 
primarily this fact which lay at the basis of the political strength of the free 
trade forces. The attempts of industrialists to place the blame for low money 
wages on the “foreigner” and to point out that the remedy lay in tariffs on im- 
ported goods were regarded with considerable suspicion by the workers. 

It was not until the nineties, when protectionists began to take advantage of 
the growing body of imperialist sentiment in Great Britain and to convert their 
movement into a campaign for imperial preferential tariffs, that they began to 
make conspicuous inroads on public opinion. Out-and-out protectionist views 
were still not respectable in most circles in the late Victorian era, but it was 
not difficult to attract support for-the doctrine that Britain should seek to 
strengthen her economic ties with the Empire at a time when her industrial 
supremacy was being seriously challenged by the United States and Germany. 
The colonies had already proceeded much further than the mother country 
toward the adoption of this view. But there were serious stumbling blocks in 
the path of those who would translate this plea for strengthening the ties of 
Empire into concrete tariff action. How could Britain substantially increase 
her imports from the Empire without imposing a tariff on food Imports from 
foreign countries? To what extent could she hope to increase her exports of 
manufactured goods to the colonies if the maximum concessions which the 
latter were prepared to grant consisted of slight reductions in their highly 
protective tariff walls? Was it not likely, indeed, that the losses to be expected 
from a policy of imperial preference would far exceed the gains, in view of 
the facts that the great bulk of British trade was still with non-Empire coun- 
tries? 

These questions have a familiar ring to those who have followed British 
tariff controversies of a later day. It is interesting to reflect, in fact, that the 
Otiawa Agreements embodied the results of a long series of compromises over 
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these very issues which had plagued the advocates of preferential tariffs in the 
1890’s. 
MARGARET S. GORDON 
Washington, D.C. 


Lend-Lease: Weapon for Victory, By Enwarb R. StETTINIUS, Je. (New York: > 
Macmillan. 1944. Pp. xiv, 358. $3.00.) 


The eminent Undersecretary of State here presents a highly readable account 
of Lend-Lease, of which he was formerly in charge. He traces the evolution 
of the policy of the United States through the cash-and-carry period to the 
passage of the Lend-Lease bill on March 11, 1941, and proceeds to explain 
operations under this act to mid-1943, including “lend-lease in reverse,” że., 
the so-called reciprocal lend-lease. The texts of the act, of the “Russian master” 
lend-lease agreement, and of the “reciprocal aid” agreement with the United 
Kingdom appear in the appendices. To June 30, 1943, “total lend-lease aid” 
is reckoned at $12,900,000,000, or 12 per cent of “total war costs” (p. 312). 

The chapters contain a great variety of material, some of it consisting of 
specific facts, statistical and otherwise, concerning amounts of money and 
types and quantities of commodities involved, some of it by way of current 
history in various parts of the world. The author recounts personal experiences, 
as in the chapters on his visit to Britain, and major and minor conversations 
with assorted officers and emissaries of many lands. There are beautiful 
colored maps; photographs of the author in conference with President Roose- 
velt, Vice-President Wallace, the Soviet Ambassador, and others; and pictures 
of ships and sailors and other things and persons, including those of people 
eating—all the way from officials at banquets to jungle soldiers having “chow.” 
A cartoon is included. There are also charts which set forth facts and assump- 
tions in simplest terms, 

Controversial aspects are not wholly avoided, but when mentioned are treated 
with both assurance and agreeable tolerance. For example, in the chapter 
on “The Lend-Lease Debate,” some indication is given of the great diversity 
of opinion that had arisen as to whether our country, then a neutral nation, 
would or would not be best advised to proceed with official assistance to the 
Allied Powers, The good-natured forgiveness of opponents is suggested by 
such sentences as these: “No holds were barred, but that is the way of demo- 
cratic debate. In the end, I know, we were far stronger for it.” But, as would 
be expected, almost complete wisdom and efficiency in all that was finally 
done is apparently assumed, explicitly or tacitly. 

Obviously, therefore, although it deals with one of the hugest sets of eco- 
nomic transactions ever engaged in, and despite its inclusion of facts and 
figures, the book lies more in the field of politics than economics, and provides 
little basis for objective economic analysis. It will doubtless be judged by its 
readers chiefly according to their convictions regarding general policies or, 
perhaps, their emotions. 

It is scarcely in the light of this book that final rebuttal will be made of 
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such old and new “‘isolationists’ allegations” as these: that “it was Lend-Lease 
which ended our neutrality and in consequence we should not have been too 
surprised at Pearl Harbor”; that “we cannot feed, clothe, and arm half 
- the world”; that “there is no good reason why we should send butter abroad 
and eat oleomargarine at home”; or that “we may live to regret the day when 
we gave such military strength to other Powers whose ideologies or whose 
territorial objectives are so different from ours.” 

Nor does it seem likely that the chapters will furnish final means of appraisal 
of such earlier or more recent assertions at the ofker extreme as these: “If we 
adopt Lend-Lease it will keep us out of the war”; or “the Lend-Lease Adminis- 
tration should neither publish nor keep any records of its transactions, for if 
it does some stupid Congressmen may raise the question at war’s end and try 
to insist that the Allies make some payments.” 

It is for those versed in international law to assess the interpretation of the 
doctrine of neutrality adopted on pages 80-81. But an illustration of some 
easy economic assumptions may be found on page 83, where there are some 
nice little pictures of Uncle Sam and John Bull and Marianne, so arranged as 
to visualize these nice little sentences: “During the first World War we loaned 
dollars to our allies. . . . Our Allies used the loans to buy war goods in the 
United States, After the war, the only way our Allies could get dollars to repay 
us was to sell us their goods. But economic conditions and trade barriers made 
this impossible. So the Allies were forced to default.” (The only trade barriers 
shown in the little picture are our barriers.) No careful student of international 
economics would seriously argue that the interwar problem of international 
debts and trade was quite as simple as that. Abundant scientific analysis has 
long since been available to show that such familiar propaganda is oversimpli- 
fied, to say the least. 

If the impartial specialist in world economics reads the volume he may thus 
find opportunities to criticize a book which is uncritical, but presumably inten- 
tionally so. For many laymen and perhaps for some students, the problem 
remains largely one of world or even domestic politics. Indeed, the plausibility 
of the approach, the simple, popular, journalistic style, the obvious sincerity 
and enthusiasm of the distinguished author, and the fascinating pictures easily 
make Lend-Lease: Weapon ‘for Victory one of the most successful books of 
its kind, which has appeared during the war. 

Joun DONALDSON 

George Washington. University 


Public Control of Business; Public Administration; 
National Defense and War 
Total War—The Economic Theory of a War Economy, By JOHN BURNHAM. 
(Boston: Meador. 1943. Pp. 336. $2.00.) 


This book is remarkable for its singleness of purpose. Mr. Burnham under- 
takes to show what the American economy could do if we should go to the 
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extreme lengths of total mobilization for war. One gets the picture of a people 
governed in all its actions by the single criterion of increased war production 
and willing, for this purpose, to entrust the management of the economy in all 
important matters to the government and to accept the most Spartan principles 
of sacrifice for the common war effort. 

Mr. Burnham, with the exception of a few ventures into economic theory 
which appear, for example, in his discussion of war finance and of transporta- 
tion, writes from the viewpoint of the engineer and the economic planner. No 
concessions are made to any considerations bearing on the kind of economic 
order that might emerge after the war is won, or, for that matter, to the habits 
and psychological attitudes of the people. Measures of a sort to which Ger- 
many has been driven only during the past year are advocated as if they needed 
only to be stated to be accepted by all reasonable men. 

Those who feel that we are paying too much attention to reconversion 
problems and the preservation of the free enterprise system, while still on the 
eve of our greatest war efforts and sacrifices, will find in Mr. Burnham’s pages 
a welcome corrective. To many of his readers, however, including the present 
reviewer, his book will appear so completely to neglect the imponderables of 
American life and so greatly to idealize the capacities of a centralized govern- 
ment bureaucracy as to be unrealistic. Nevertheless, as Mr. Burnham proceeds 
to examine the wastes and duplications, and in general the seamy side of the 
American economic order in one major field after another, the reader will carry 
away an impression of the still vast untapped resources which we could direct 
to our war effort. Mr. Burnham does not leave his readers in doubt as to the 
amount of fat which could still be worked off the American economy if we 
should really be driven to the wall to fight for our life in the sense in which 
some other belligerent countries are fighting for their life. This is perhaps the 
most important contribution of Mr. Burnham’s book. 

The key to his approach is perhaps best expressed on page 41, where he says 
that a country at war should first develop a “program of complete economic 
mobilization to provide the maximum volume of war supplies and manpower’? 
and then base all its military plans on this estimated volume of war supplies 
and manpower. If necessary, he says, the President should compel the Army 
and Navy to increase their military proposals to the maximum permitted by 
available economic resources. 

Mr. Burnham has very little confidence in the type of priorities, allocations 
and rationing to which we have been accustomed during this war. He advocates 
a complete production plan which will anticipate and eliminate all possible 
shortages. 

He develops a set of five basic principles for restricting the production of 
consumers’ goods including, inter alia, a return of prohibition and the elimina- 
tion of tobacco, tea and coffee. The productive capacity released, could, Mr. 
Burnham feels, be easily directed to turn out the finished goods required by 
the military authorities and the whole problem of dealing with conversion to 
war industry has no terrors for him, “Al that is necessary,” he writes, “is to 
determine the desired quantities of finished goods and then calculate how much 
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of raw materials, supplies, machinery, factory space, transportation, electric 
power, and the like j is needed for their production.” 

Mr. Burnham then proceeds to give the blueprint for a thoroughgoing 
rationalization of the whole economy in order to produce 100 per cent increase 
in the national income during which he deals with each important segment of 
the economy in turn. In one after another of each of these fields he goes to great 
lengths in advocating centralized government control and administration, and 
it is characteristic of the book that almost every measure suggested is advo- 
cated in a most uncompromising form, A few examples will illustrate the 
sweeping nature of the author’s proposals. 

The war should be financed, he says, entirely by a personal income tax which 
leaves no incomes in excess of $10,000 and by a 60 per cent sales tax on all 
consumer goods and services. He would eliminate the corporation income tax 
and tax all unprofitable concerns out of existence and transfer their business to 
more efficient producers. The state should plan directly the production sched- 
ule of every enterprise and so ensure the output of war supplies to any desired 
degree without offering higher prices or increased profits. All government 
orders for commodities as well as all private orders should be sent to a single 
“ selling agency which would distribute them among appropriate administrations 
in charge of productive activity. The government should determine what crops 
were to be grown, and what methods of farming are to be used on each farm 
and should employ local agents to supervise the work of every farmer. Farmers 
falling below a certain level of efficiency determined by the government should 
be relieved of their farms and sent to town to work in industry. 

No new orchards should be planted, or grapes grown, and the production of 
cotton should be cut in half for the duration of the war. Almost all products 
should be standardized and far-reaching reforms in the entire marketing and 
distributing system instituted. New England’s textile industry should be bodily 
transferred to the South and other forms of heavy industry should replace it 
in New England. The government should immediately stop the production of 
all clothing except uniforms. No worker who lives within a mile of his place 
of work should be allowed to ride to work unless he has a doctor’s certificate. 
All local banks and lending institutions should .be prohibited from making 
commercial loans to local enterprises and all such loans and all investments 
should be made by a single war credit agency in accordance with a national 
productive plan. All tariffs should be eliminated for the duration of the war 
and, unless absolutely required to produce imports, all exports to neutral 
nations should be cut off. 

In the total war economy which Mr. Burnham describes every potential 
source of labor supply would be tapped. In the United States on December 7, 
1941, the additional workers that could have been mobilized for war produc- 
tion numbered no less than 48 millions according to Mr. Burnham, including 
15 million from the ranks of nonfarm women, 5 million men and 4 million 
women who could be released from agriculture, § million young workers from 
school and home, 8 million workers from the retail trade, 414 million from 
nonessential manufacturing, 2 million boys and girls coming into the working 
age and 4 million from: miscellaneous sources. This vast redistibution and in- 
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crease of the working population would be encouraged by the heavy taxes on 
consumption which would increase the number of workers in each family unit. 
Strikes and lockouts would be prohibited, and compulsory arbitration through 
federal labor courts established. Hours of work would be short but the number 
of shifts would be much increased in order to achieve the maximum number of 
plant hours worked at maximum efficiency for the short run. Money wages 
would not be cut, but real wages would have to fall sharply, except for the 
low income groups who would be protected by a relatively high minimum wage. 

These Draconian measures with regard to the civilian economy are offset by 
Mr. Burnham with a suggestion that all men and women in the services should 
receive a minimum of $200 a month plus free board, clothing and housing. 

In harmony with the guiding principle of maximum immediate production 
there would be very considerable disinvestment through failure to maintain 
plants in optimum condition. 

It is somewhat surprising to find that Mr. Burnham, whose analysis of war- 
time problems runs so predominately in physical or “real” terms, has a re- 
markable faith in the effectiveness of purely monetary devices for the avoid- 
ance of post-war unemployment. 

l WILLIAM ADAMS BROWN, JR. 

Washington, D.C. 


The World Coffee Economy, with Special Reference to Control Schemes. By 
V. D. Wicxizrr. (Stanford University, Calif.: Food Research Inst. 1943. 
Pp. x, 258, $3.00.) 

The coffee question has arisen from the efforts of producing countries’ 
governments, particularly Brazil, to control price. The price-pegging schemes 
have stimulated further production. This, in turn, necessitates more ambitious 
efforts to protect the coffee producers. Coffee is the largest export item in some 
of the most important Latin American countries. Governments, therefore, must 
seek to help the coffee industry. There are a number of basic factors which 
explain the duration and scope of the problem: 

1. The coffee-growing belt lies in tropical and subtropical zones on both 
sides of the Equator. There are large virgin areas in both the Western and 
Eastern Hemispheres which are suitable for the growing of the coffee tree. This 
means that new lands can be quickly opened up and that exhausted soils may 
be readily abandoned. The climate necessary for the production of coffee, a 
combination of hot days and cool nights, is not rigorous. In the countries of 
South and Central America, birth rates are high and, despite high infant 
mortality rates, the excess of births over deaths is substantial. Much less 
thickly populated than Asia, they have attracted a substantial number of im- 
migrants from Europe. The population, therefore, is available for expanding 
the cultivation of this product. Brazil has been the earliest and most important 
producer of coffee but the success of price stabilization measures in Brazil has 
stimulated the planting of coffee trees in the many other areas available for 
coffee growing. x l 
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2. The standard of living of the worker on the coffee plantation is low. This . 


_ ds_true after due account has been taken of lower food, housing and clothing ` 


requirements because of the milder climate. All of this adds up to a low labor 
cost level. The first result of this factor is a pressure to increase the production 
of any product promising a continuous market abroad. 

3. The consumption of coffee reflects an inelastic demand over periods of 
substantial length. The problem of relating production to demand is intensi- , 
fied by the wide fluctuations in the coffee crop. The problem is further com- 


- plicated by the amount of time it takes to bring a coffee tree to bearing age 


after planting, averaging seven years. Thus, it can happen that new trees 
come into bearing. when there is a marked oversupply of coffee. 

4, The social organization, particularly of the countries in the Western 
Hemisphere, is such that political power has been concentrated in the hands 
of the large landholders. The 1930 Vargas revolution in Brazil, for example, 


‘was in part a reaction to the dominance of the Paulista coffee planter in 


> 
~ 


Brazilian national politics. Some of the forces gathered around Vargas repre- 
sent the political aspirations of the rising class of manufacturers arid the 
increasing numbers of manuiacturing wage-earners but the coffee planter still 
exercises a very important influence in Brazil. This political power has beeri 
represented in the pressure for the various types of control schemes which 
have arisen, including loans, production and export quotas and other types of 
interference with laissez-faire. It takes a more subtle but none the less ex- 
ceedingly important form in the currency inflation which has characterized, 
with some interruptions, the history of Brazil from the beginning. This-con- 


- tinuously depreciating currency works to the advantage of the planter. The 


returns in terms of national currency tend to increase faster than the planter’s 
cost of production. His land also increases in value. This currency deprecia- 
tion has, therefore, continued despite the fact that there are other groups in 
the nations whose interests are not served by the depreciation policy. It is 
true that the habit of budgetary deficits makes currency depreciation the line 
of least resistance. Nevertheless, the groups who see disadvantages in currency 
depreciation might have more chance to make their influence felt if it were not 
for the political influence of those who profit by a depreciation policy. 

5. Technological changes, in particular the internal combustion engine in an 
airplane, have given a new importance to South America in the protection of 
continental United States. 

Mr. Wickizer’s book is much the best treatise on the economics of the 


_ world’s coffee trade that has come to my attention. It is also the most thor- 


ough and adequate treatment of the various control schemes which have been 
put into operation since São Paulo began efforts to stabilize the price of coffee 


in the first decade of the twentieth century. The first 135 pages of 258 text 


pages are devoted to the economics of coffee. The discussion begins with a 


- consideration of the physical factors which condition the growth and sale of 


coffee. This is followed by statistics of the world’s trade in coffee. The develop- 
ments in the art of coffee-blending, coffee-grading and coffee-brewing are pre- 
sented along with interesting details on cultivation and preparation for market. 
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Mr. Wickizer shows that coffee consumption increases in the long run 
when the price of coffee in relation to the prices of other foods and the buyer’s 
income decreases, and that carefully-prepared publicity programs can in- 
crease the consumption of the beverage. The Latin American governments, I 
venture to say, might well consider cultivating friendly relations with Russia, 
a nation which is not even listed separately in the consumption figures fur- 
nished by Wickizer, persuading Russians to drink coffee in exchange for the 
purchase of Russian products. 

As Wickizer paints out, a pound of tea will make from 180 to 200 cups 
whereas a pound of coffee would make only from 30 to 40. Obviously at present 
prices tea is the cheaper beverage. The survey of coffee costs which he makes 
considers costs of both production and distribution. Mr. Wickizer’s suggestions 
about lowering the cost of distribution are particularly pertinent. The general 
analysis of the cost of production lays special emphasis upon factors making 
for variability in volume of production. So far as I was able to observe the 
writer has not made any “on location” studies of the cost of production. 

The second half of the book discusses Brazilian, hemispheric, and world 
attempts to stabilize prices. This part of the work is admirable both for its 
mastery of detail and sustained economic analysis. His basic criticism of the 
control schemes is that the level at which prices are fixed tends to be high 
enough to give a profit to the high cost producer. This, in turn, fosters over- 
production not only in Brazil but in other coffee-producing countries and sets 
a price which discourages expansion of consumption. He concludes that: 
“Brazil’s position in the coffee world was weakened rather than strengthened 
as a result of their experience of artificial controls and the effects on their 
domestic economy were unfavorable.” 

The author’s discussion of the Inter-American Coffee Agreement of 1940 
follows the generel line set forth in the preceding paragraph. Mr. Wickizer 
believes that the price was ultimately set so high that production capacity in 
Brazil and elsewhere will be unduly stimulated and that consumption ‘will be 
decreased, These prices he considers to be much above costs of production. He 
lays particular stress upon the price differential in favor of the milder coffees 
from Colombia and other republics near the Equator. The Brazilians, he be- 
lieves, have used the present situation to place their hard coffees in a better 
relative price position than consumer preferences justify. The international 
situation, including the strategic position of Brazil, did not necessitate the high 
prices which were allowed, particularly when the large purchases of other 
commodities from these countries are taken into account. 

Mr. Wickizer is not optimistic about future control schemes, whether they. 
are international or hemispheric. He realizes that the strength of the pressures 
makes these attempts inevitable but he suggests that the control scheme would 
have better prospects if the initial one were for limited objectives. “Experi- 
ence gained under these may, in time, make possible more ambitious schemes.” 

There will probebly be general agreement that unilateral efforts like those of 
Brazil up to 1937 to control the production and price of coffee in the interest 
primarily of their own producers were not successful. The portion of the book - 
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about which there will be the greatest amount of debate is Mr. Wickizer’s view 
of the provisions and the results of the Inter-American Coffee Agreement. The 
author’s view of the effects of the agreement is that the resulting price 
amounted to a virtual subsidy to the producing countries, particularly to 
Brazil. The cost data which are presented in the book are not, as I see it, con- 
clusive. On page 100 the author states: “Lack of data taking into account the 
many internal changes in Brazil since the outset of the great depression makes 
it practically impossible to compare production costs over a period of years.” 

I had occasion, on a trip to Brazil in 1942, to seek data on the cost of pro- 
duction of coffee, cotton, and silk. The samples which I was able to find repre- 
sented such a small percentage of the total number of plantations, and the 
number of producers is so large and their geographic distribution so extensive, 


COMPARATIVE PRICE CHANGES? 
(Bureau of Labor Statistics) 


Wholesale Retail 
Per cent rise All-food Per cent rise 
Year | Fonte | Allfood —_—— nr (1935-1939 — 
per lb.) | (1926-100) Coffee food | Per lb.) iad ) Coffee food 
1940 7.2 71.3 21.2 96.6 
1941 11.4 82.7 23.6 105.5 
1942 13.4 99 .6 28.3 123.9 
19435 | 13.4 105.8 86.0 48.8 29.8 137.3 40.0 42.0 


® The use of average 1932—1939 wholesale coffee price of 9.5 cents changes the per cent 
rise in wholesale coffee prices to 41. The price took a nose-dive in 1940 because of the stoppage 
of shipments to Europe. 

b November. 


that I regarded with extreme reserve the figures which I gathered. The only 
conclusion which I was then able to reach with regard to cost of production of 
these three commodities was to rank them on the basis of relative return at 
prices then prevailing. The commodity, incidentally, which yielded the lowest re- 
turns per hectare was coffee. Perhaps the prices of all three commodities are too 
high but I question whether Mr. Wickizer’s figures are recent and representative 
enough to sustain his assertion that present prices are subsidy prices. 

The city of Sao Paulo, for example, made a study the latter part of 1942 
which showed that the wartime increase in the cost of living of industrial 
workers in 1942 as compared with 1939 in the city had been 38.6 per cent. 
Some competent authorities say that wholesale commodity prices in Brazil 
have increased much more than this. Retail prices of coffee in the United 
States have increased, however, at a slightly lower rate than the all-food 
United States retail price index. Wholesale prices of coffee in the United States 
increased from 1940 more rapidly than the all-food wholesale price index but 
at a lower rate if the average price for the period 1932-1939 is taken as the 
pre-war coffee price. 

Economic principles might govern i# vacuo in a perfect world but con- 
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sideration of what zs as distinguished from what ought to be must take political 
factors into account. Mr. Wickizer contends that it is illogical to compare in- 
creases in American food prices with coffee prices for the reason that the 
former apply to goods in scarce supply whereas there was a superabundance 
of coffee. However, the Brazilian is apt to recall that the pre-war American 
farmer received increases despite abundant supply. 

Even on the assumption that Mr. Wickizer’s cost analysis is correct, the 
international situation prevailing in the latter part of 1940 justified, in my 
opinion, the decision that was made. France had fallen, the British had barely 
survived the aerial battle of England, and signs were abundant that one of the 
next objects of Axis aggression would be South America. Dakar, only a few 
hours flying distance from Natal, Brazil, was, practically speaking, in Nazi 
hands because of the control exercised by Germany over the Vichy French 
government. Hitler had not yet made the fatal mistake of underestimating 
Russia’s power of resistance. It was surely a time when every legitimate effort 
was called for to strengthen the hands of our friends in Brazil. It would be 
difficult to overestimate the value of the air bases in northern Brazil for ferry- 
ing combat and transport planes to North Africa and Russia. The Brazilians 
are realists because a country with Brazil’s limited military resources has to 
be. No realistic observer could fail to note that the Azisin 1940, 1941 and 
even as late as 1942 seemed to have a good chance to win the war. 

Mr. Wickizer is not optimistic about the effects of war policy and the future 
of any international control scheme. There are, however, some very important 
considerations which may diminish the possibility of the repetition of the 
overproduction of coffee by Brazil in the 1930’s. 

1. Real progress before 1939 had been made in eradicating the one-crop 
psychology. For example, the value of all crops in Brazil in 1938 was 8,637,000 
contos, Of this amount coffee accounted for only 2,027,000 contos, or 22 per 
cent. The value of ginned cotton and cotton seed was only slightly less than 
coffee, namely 1,849,000 contos. The government agencies interested in agri- 
culture have been working energetically to bring about diversification. Data 
are not available cn the distribution of the new planting as between coffee and 
other crops.. 

2. A second important factor has been the progress of industrialization. The 
value of manufactured products in Brazil in 1938, excluding processed foods, 
was 7,114,379 contos. When processed foods are added, manufactured prod- 
ucts exceed crops in value. The war has intensified this trend. The completion 
of the steel plant at Volta Redondo will still further accelerate it. It should be 
recalled that Brazil probably has the world’s largest reserves of high-grade iron 
ore and abundant water. power resources. An aluminum plant now in con- 
struction and magnesium and aluminum plants which will possibly be con- 
structed after the war will probably give the light metals a firm foundation. 

3. The concept of national cost is beginning to receive consideration. Should 
soil erosion and the wastage of timber resources, in clearing land, for example, 
be counted as part of coffee production costs? The State of São Paulo has 
under way at the present time an extensive reforestation campaign. 
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4. A fourth development which may prove to be very potent in controlling 
the factors making for overproduction is the developing interest in raising the 
standard of living of the masses. This applies to food, clothing, medical care, 
education and housing. Government officials, and business, educational and 
religious leaders are showing increasing concern which is slowly being trans- 
lated into deeds. As the movement gathers momentum it will have two effects: 
(1) it will tend to increase costs of production; and (2) the greater acreage 
allotted to food production will tend to reduce the amount available for coffee 
growing. 

This book is a “must” for those interested in either Latin American econom- 
ics, coffee, or international control of raw materials. The Food Research In- 
stitute is to be commended for undertaking the investigation and the Rocke- 
feller Foundation for its financing of the project. 

JULIAN S. DUNCAN 

Waskington, D.C. 


Wartime Government in Operation. By WiLriam H. NICHOLLS and JOHN A. 
Viec, (Philadelphia: Blakiston. 1943. Pp. xiii, 109. $1.50.) 


A book which starts out to accomplish the objectives of a treatise, and which 
turns into a tract, is useful in several ways but is disconcerting to a reviewer. 
In this volume, the authors announce their purpose as follows (p. 6): “We 
shall first examine manpower and wage control and then food production and 
price control. In each case, the following questions will be answered: What 
has the wartime program been? Have there been major defects? What gov- 
ernmenial factors are behind any defects which are now apparent? The latter 
part of the book considers some additional questions: What have been the 
interrelationships between the labor and farm programs? Might these inter- 
relationships have been betier used to strengthen both programs? If so, 
how? What changes in governmental attitudes and machinery might con- 
tribute to this end?” If these were examination questions, very few A’s would 
be expected among the answers. Professors Nicholls and Vieg, however, set 
out to answer all of these questions, and, considering the space limitations 
which they set for themselves, do a fairly good job of it. However, the de- 
tailed treatise soon gives way to the tract, evidence gives way to generaliza- 
tion. The authors do give a good argument for better government, and con- 
clude with some positive suggestions for Improvement. 

The first half of the bock, dealing with manpower and wage control, is 
the least impressive. I suspect that the authors are better acquainted with 
agricultural than with labor economics. At any rate, their generalizations on 
. the subject of food-production are supported by evidence of a greater aware- 
ness of the intricate problems involved. 

A curious result of the use of the “tract” method is seen in a shift of posi- 
tion when changing from a discussion of labor to a discussion of agricul- 
ture. 


1944] BOOK REVIEWS ` ) 409 


In the former case, the authors deal with allocation of manpower, including 
the diversion of labor to war industries, and with the prevention of inflationary 
wage increases (p. 8). In approaching agriculture, they deal with the need to 
move farm prices high enough to insure production, and yet to prevent in- 
flationary prices (p. 42). In a footnote they reject discussion of the allocation 
of farm resources for food production. Thus, while they emphasize the need for 
shuttling workers into essential jobs, they ignore the need for providing wage 
incomes adequate to peak efficiency. Apparently they have fallen into the 
common error of assuming that all wage rates are high and still moving 
higher. On the other hand, they are concerned with the farmers’ need for 
adequate income but brush aside the need for a proper wartime allocation 
of farm resources. | 

Again, on page 89, both Congress and the Administration are criticized for 
avoiding bold action, for frittering away their time with temporary expedients. 
On the next page, however, it is stated that “administrators and legislators 
... have moved as rapidly as they felt the citizenry were willing to go.” The 
inherent contradiction in these two pages is not discussed; apparently it goes 
unnoticed, 

The major item in the proposed corrective is a Congressional Joint Commit- 
tee on the Conduct of the War (p. 96). The suggestion, as briefly outlined, is 
worthy of further thought and is especially recommended to the consideration 
of members of Congress, 

The book contains a useful chronology of events, which, because of its 
accuracy and brevity, will be welcome to most readers. It also constitutes a 
brief but competent criticism of economic policies as pursued by a complex 
political instrument. For either of these purposes the book is well worth 
teading. The reviewer hopes that many politicians, among others, will read it. 

The study was sponsored by the American Council on Public Affairs. The 
publishers are to be complimented on an accurate rendition and attractive . 
format. 

WILLIAM S. HOPKINS 

Stanford University ` 


How Nazi Germany Has Controlled Business. By L. HAMBURGER., (Washing- 
ton: Brookings Inst. 1943. Pp. 101. $1.00.) 


In this small book Mr, Hamburger develops the thesis that business has 
been brought completely under the domination of the nazi state. In order to 
emphasize his view that the business man has no responsibility for policy 
decisions of any importance, the author employs the word “control? in 
twelve chapter headings out of fourteen. That the German government’ 
exercises the closest control possible over all economic life is a proposition 
which does not need much: demonstration, But considerable interest has 
developed in the extent to which the capitalistic system can still be said to 
exist; and whether industrialists have succeeded in benefiting as a group 
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by. means of the very controls intended to bind them to the policies of the 
régime. Thus Franz Neumann in Bekemoth contends that capitalism continues 
to exist in a more dangerous form; that the restriction of the market mecha- 
nism engendered by the multitude of controls has proved a relatively minor 
matter, with all the essential parts of the capitalistic system operating as 
vigorously as before (p. 292). 
Mr. Hamburger rejects this view. Without explicitly joining in controversy 
_ with any school of thought, he endeavors to establish his contention that all 
power is in the hands of the state by showing the operation of governmental 
controls in their various forms. In a series of short chapters a bird’s-eye view 
is given of the controls over entry into and exit from business; over the 
supply of capital, materials and labor; over prices, cost accounting, profits, 
the allocation of profits, and the termination of a going business. Because of 
the all-pervasive extent of these controls the author ponders the question why 
the government did not (with some exceptions) actually nationalize business. 
The answer is given that by maintaining the fiction of private industry the 
government was able to avoid offending the property-owning classes, and was 
in a position to foster the British appeasement policy by posing as a bulwark 
against communism. 

The conflict of opinion cen be illustrated by reference to opposing views 
concerning the rôle of profits in the nazi economy. Neumann contends that — 
despite progressive limitations on profits and on the freedom with which they 
can be distributed, the profit motive has manifested itself more strongly than 
ever. Hamburger, on the other hand, places the emphasis on the limitations, 
pointing out that even the payment for risk is closely hedged about and stand- 
ardized in conformity with the supposed protection afforded the producer 
in a controlled economy. The truth of the matter would seem to be that the 
concept “profits” as related to entrepreneural behavior has always been a 
loose one, since output decisions are frequently the result of a complex of 
factors both related and unrelated to payment for risk. Thus, although in 
present-day Germany profits have in part given place to motives of self- 
preservation as a stimulus to output, the nature of business men’s actions 
has not altered so much as at first sight it may appear; the essence of capitalis- 
tic behavior remains. On the other hand, it is indisputable that business men 
are subservient to the government in the major decisions concerning produc- 
tion, having sacrificed the bulk of the initiative to which they were formerly 
_ accustomed. 

Quite apart from the foregoing considerations, this book serves as a useful 
Introduction to the involved relationships between government and business 
in National Socialist Germany. It is shown that many of the present-day 
controls had their origins under previous governments (for example, the 
prohibition .on new five-and-ten-cent stores under Chancellor Bruening’s 
decree of March 9, 1932), but were transformed in spirit by further develop- 
‘ment.and incorporation into the general nazi scheme. Obviously it is impossi- 
ble in the brief space of a hundred pages to provide the reader with a full 
understanding of the extremely complicated inter-relationships among govern- 
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ment control agencies, or to give an adequate conception of the nature of the 
industry that is being subjected to control. In this connection it might be 
suggested that the general reader would have found some bibliographical 
guidance helpful. 

A distinctly useful contribution of this book is the collection of thumbnail 
historical sketches of the various economic controls. Examples are official 
policy toward cartels (p. 50), control of stock prices (p. 54), income tax 
law (pp. 69-70), distribution of dividends (p. 75), and stock trading (p. 80). 
Chapter VII (The Control of Prices) is rather more detailed than the others 
and, in conjunction with Chapter VIII (Control of Cost Accounting), shows 
interestingly how the practice of basing price change orders on changes in 
cost forced the introduction of a uniform and compulsory system of cost 
accounting. Problems connected with the task of obtaining compliance with 
the regulations, and the extent of evasion of control, are discussed in Chapters 
XII and XIMI respectively. 

, Lr. (j.g.) KENYON E. POOLE 
Washington, D.C. 


Industrial Organization; Price and Production Policies; 
Business Methods 


New Firms and Free Enterprise—Pre-W ar and Post-War Aspects. By ALFRED 
R. OXENFELDT, Introduction by J. M. Crarx. (Washington: Am. Counc. 
on Pub, Affairs. 1943. Pp. 196. $3.25; paper, $2.50.) 


The New Enterprise has played an important rôle in economic theory witb- 
out ever having sat for its portrait. It is gratifying, therefore, to find an 
intrepid investigator pick up brush and palette and set to work. That the 
brush strokes are shaky and the colors crude is little wonder. Of more impor- 
tance is the fact that many of the basic character traits emerge in the shadowy 
features. 

New enterprises, Mr. Oxenfeldt reasons, are of three sorts—completely-new 
businesses, successions, and extensions. This classification deals with two sorts 
of distinctions; the difference between a new firm and a going concern; the 
difference between activity involving and not involving “economic newness.” 
Although economic newness is a matter of degree, the author finds it in firms 
entering new price lines, new geographic areas, producing new or improved | 
products or utilizing new or improved methods of production, marketing or 
financing. Thus a new firm may be very “low” and an old firm very “high” 
in economic newness. All newness, it may be added, is not equally benevolent; 
on the basis of theoretical reasoning, socially useful newness is defined: 

With this logical structure as background, and utilizing insights derived from — 
his experience at Dun and Bradstreet and elsewhere, Mr. Oxenfeldt formulates 
a number of basic questions which he sets out to answer by turning to the 
record. The pool of facts on which he draws consists for the most part of the 
many studies of business natality and mortality that have been made at various 
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times for local areas of he Conii a study of 497 new applicants for registra- 
tion with the SEC, 1933 to.1939, by Gertrude E. Oxenfeldt; and published 
studies of Dun and Bradstreet’s data on business formations. To this store 
are added a number of new compilations of Dun and Bradstreet’s materials, 
including the number of new concerns annually from 1900 to 1941, quarterly 
data by industrial classification for 1936-1940, a study of circumstances 
surrounding the entry of 221 concerns established in New York City in 
1939, and a study of Dun and Bradstreet’s credit reports on 549 shoe con- 
cerns, 

From these materials Mr. Oxenfeldt extracts with praiseworthy ingenuity 
tentative answers to many Interesting and important questions. Often he is 
forced to fill in gaps in the data—which are, of course, thin and uneven—with 
reasoning and unsupported judgments, but the reader who is willing to use 
what he gets and not fret too much about what he can’t have will enjoy the 
chapters that endeavor to answer the questions: What is the trend and cyclical 
pattern of business natality? What are the general characteristics and previous 
experience of entrepreneurs? What factors influence their choice of trade? 
How do they. obtain their capital? What are the barriers to entry? How do 


,_ the new businesses fare? The evidence, however sketchy, is marshalled so that 


. It bears directly on the question under discussion. It is a nice job, though one 
-© wishes at times that the author had shared with the reader more of his doubts 
-as to the reliability of the data and how those doubts had been resolved. 

That further investigation is urgently required, Mr. Oxenfeldt would be the 
first to state. Among the list of recommendations with which he concludes is 
a plea for a series of detailed studies for selected industries of the effects of 
new entrants on prices, profits, methods of production and investment. Ten-. 
tatively he lists certain measures that seem desirable: more publicity for 
profit information; government product testing to publicize good new products 
in order that they -should become known to others than the “insiders” in a 
- field; financing aids for new enterprises and revisions of antitrust legislation. 
He cautions, however, that because “of their greater knowledge of profitable 
_ opportunities—through research, contacts with suppliers and customers, access 

. to patents on new processes and products—established firms would continue 
to exploit the more profitable opportunities even if there were no barriers to 
the entry of new firms. ...A great increase in the number of persons who can 
establish a successful business is, therefore, by no means assured by these 
measures.” 

The weakness of the book, which diminishes only slightly the value of its 
factual burden, is a structural wobbliness and lack of intellectual clarity 
resulting from a double and shifting focus. Mr. -Oxenfeldt talks now of new 
firms, now of entrepreneurs new and old, and now of economic newness without 
labeling his transitions clearly. This leaves the reader confused and restless. 
Only a small amount of newness of the sorts that he recognized is likely to be 
attributable to new entrants. The available data are inadequate to evaluate 
systematically, however crudely, the worth of the new enterprise as a vehicle 
for progress and the social and economic mobility associated with newness. 
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For the most part, when he essays such an evaluation, as in. the discussion of 
commodity extension and invention, the data force him to assign to the new 
firm a very minor réle. One type of newness, of particular relevance to new 
firms, he touches hardly at all—the extent to which the new enterprise helps 
to give reality to the great American legend that dreams of the straight though 
rocky road from newsboy to president. 

The study thus begs its most basic questions: Are new firms important trans- 
mitters of newness? The question is never, indeed, stated in this form; but 
it is implied by the theoretical analysis and the great emphasis on economic 
newness in the structure of a book on the new firm. This emphasis, moreover, 
implies that the question is answered in the affirmative. The difficulty seems 
to be that, though Mr. Oxenfeldt is writing about the new firm, he is really 
tremendously intrigued by the whole problem of economic mobility. Dreary as 
it may have seemed, it might well have been preferable to tailor the theoretical 
discussion more neatly to the shape of the new business enterprise as discernible 
in the data, whether as a purveyor of the economically old or the economically 
new. This would have encouraged a more rigorous distinction between fact 
and judgment. It would have permitted the bare spots in the story to beckon 
more urgently to future investigators. ; 
RutH P. Macx 
New York 


Transportation; Communication; Public Utilities 


Michigan Highway Finance. By Roperr S. Forp and Marvin A. BAcon. 
Governmental stud., no. 12. (Ann Arbor: Univ. of Michigan Press. 1943. 
Pp. viii, 191. 75c.) 

This volume is a study of highway financial policy in Michigan. It presents 
significant data about highway financing during the period in which the auto- 
mobile came into prominence. Three periods in the history of highway finan- 
cial policy are recognized: (1) the period prior to 1915, when highways were 
supported by statute labor, the general property tax, and, so far as city 
streets are concerned, special assessments; (2) the period from 1915 to 1932, 
when highway revenues were obtained from motorists, property owners, and 
the federal government; and (3) the period since 1932 in which the major 
part of the highway financial burden has been shifted from property owners 
to the owners of motor vehicles, and in which there has also been increased 
financial participation by the federal government. 

In the early period of the state government roads were administered and 
financed by local taxes. The automobile registration tax, or weight tax, was 
imposed in 1915, and the state gasoline tax in 1925. State aid to local units of 
government for road purposes was provided after 1905. A selected network of 
roads was designated as a state “trunkline” system in 1913. Michigan qualified 
for participation in the federal-aid program in 1917. In 1919 the state assumed 
responsibility for constructing the trunkline and federal-aid roads, but full 
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financial responsibility for the rural trunklines was not assumed by the state 
until 1925. Between 1932 and 1936 township roads were merged with those 
of the county system, and the combined system is now largely financed by 
state-administered motor-vehicle taxes. 

Highway expenditures in Michigan reached their peak in 1930 when the 
total expenditure was nearly $109,000,000. Expenditures in 1940 were about 
$55,000,000, of which about 42 per cent was expended on the state trunkline 
system, 42 per cent on the county roads (including the roads formerly in the 

“township system), and 16 per cent on city and village streets. 

Motor-vehicle taxes contributed more than 84 per cent of highway revenues 
in 1940; property taxes and assessments, 7.5 per cent; and the federal govern- 
ment, 8 per cent. Although there was extensive borrowing for highway pur- 
poses during the expansion period, the use of motor-vehicle revenues to retire 

indebtedness has rapidly reduced the outstanding debt. 
* Chapter IV of the study sets forth the conflicting views regarding the extent _ 
to which taxes on highway beneficiaries should be made high enough to enable 
the state to recover highway depreciation, interest on the investment in high- - 
ways, and an allowance for taxes on highway property. The writers do not 
commit themselves definitely on these questions. No attempt is made in the 
study to estimate annual highway costs with these elements included as con- 
trasted with annual highway expenditures. 

. The authors outline the opposing views concerning the relation of the 
weight, width, and speed of motor vehicles to highway design and costs, but 
arrive at no definite conclusion concerning the responsibility of different types 
of motor ‘vehicles for highway costs. The position is adopted, however, that 
certain basic ‘road facilities are needed for passenger cars and other light 
vehicles, and that the costs of these facilities may reasonably be apportioned 
among all classes of vehicles, but that for heavier trucks and busses extra road . 
costs are incurred which justify additional charges upon such vehicles. To 
meet the extra costs which are considered to be incurred for heavy vehicles 
Michigan makes use of a graduated weight tax on all types of motor vehicles, | 
and a graduated mileage tax on common and contract carriers. 

The authors point out that in 1937 the state trunkline system carried 61 
per cent of the traffic but received only 53 per cent of the motor-vehicle tax 
revenues; the county road system carried 17 per cent of the traffic and received 
42 per cent of the motor-vehicle tax revenues; and city streets outside of the 
trunkline system carried 22 per cent of the traffic and received only 5 per cent 
of the revenues. The authors believe that these figures indicate that too much 
of the motor-vehicle tax revenue is spent on county roads, and not enough on 
the trunkline system and on city streets. To the reviewer these figures raise the 
question of the propriety of fmancing county and township roads almost entirely 
from motor-vehicle taxes, To rely on such taxes to finance county and town- 
ship roads results in placing the support of such highways on those who do 
not use them or who use them very little. 

D. Partie LOCKLIN 

University of Illinois 
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Planning for the South, By Jonn V. VAN Sickwz. (Nashville: Vanderbilt Univ. 
- Press. 1943, Pp, x, 255. $2.75.) 


The purpose of this volume is stated by the author to be that of answering 
the question as to why economic rewards are so much lower in the South than 
in other parts of tke country, a situation which is viewed as needing explanation 
primarily because of its persistence over generations. At the outset, to emphasize 
his intellectual rather than emotional approach to the economic analysis in- 
volved, the author makes it clear that he is “a man without region,” though 
he admits to having long been won to the point of view of the regionalist as a 
-result of having sat under Frederick Jackson Turner. The approach is desig- 
nated as léberalism, conceived of as a sort of middle way between “complete 
(totalitarian) and authoritarian remedies” and the “harshnesses,” of a laissez- 
faire solution, which though it “has never been consistently practiced, might 
‘conceivably prove superior to the present system of contradictory controls.” 
The “fine old term Liberalism” is used interchangeably with the “more modern 
term Liberal Planning when referring to the ensemble of public measures which 
we regard as consistent with democratic institutions.” 

The plan of the book is first to identify the planning measures which a 
democratic state, desirous of remedying Southern conditions, may invoke 
without imperiling the liberties of its people; second, to survey the South’s 
natural and human resources; then, to pass in review various proposed goals 
for a better South, ‘indicating the one which appears most worthy of being 
called liberal”; subsequently, to examine ameliorative measures ‘over which 
Southern people have substantial control, and then to analyze a number of 
measures falling within the competence of the federal government; and in the 
final two chapters, to consider the case for differential federal aid to the-South, 
“together with a formula that would preserve the vitality of local institutions, 
and suggestions for changes in the federal and state fiscal systems which would‘ 
promote the successful execution of the entire program”—in total, a task of 
magnitude. l 

A “region” is defined as “a geographic area occupied by a people who feel 
that they have more interests and loyalties in common within their own group 
than they have with those in other areas,” and the South is the “most distinctive 
region in the United States.” The term “regionalism” embodies an ideology; 
it “is an emotional loyalty to the traditions and folkways of an area, tempered 
by loyalty to the larger grouping known as the nation.” The economic welfare 
of a region is conditioned upon the effective utilization of its potential resources, 
as follows: (1) the people, including their health, and their technical and 
political skills; (2) the quantity and quality of its natural resources; and 
(3) the artificial capital at its disposal. 

With regard to population, the natural increase has been great in the South 
due to its rurality, but for some seventy years migration out of the area has 
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| been one of the region’s principal adjustment factors in its economy. “The 


<i 


rural South is the principal reservoir from which the country’s future popula- 
tion is being recruited.” Because of this situation occupational versatility should 
be promoted in the lower income groups to enable the migrants from the farms 
to climb the ladder of opportunity in the cities, Along with the population 
problem in the South, the region’s large Negro minority is considered at some 
length, the solution advocated being that which the late Bronislaw Malinowski 
advanced as “equitable segregation.” In surveying the natural resources of the 
South, as a region, the author makes no attempt to chart an exhaustive catalogue 
of them, but reaches the heartening conclusion, arrived at by Odum, Gerald 
Johnson, Vance, and others, “that the area possesses the prerequisites for a 
diversified and vigorous economic life.” 

In discussing goals for Southern planning, the thesis of the Southern agra- 
rians is considered at some length and refuted. Disagreement is voiced 
with the “national-industrial thesis” of Carter Goodrich and his associates 
to the effect that “the chances of future livelihood are in general better in the 
North and West than in the South.” The case of the proponents of the 
“regional-industrial thesis,” who look forward to an industrialized South in an 
increasingly industrialized nation, is viewed somewhat more favorably. How- 
ever, a synthesis leads to the conclusion that “our goal for the South calls 
for a more diversified agriculture, varied and prosperous industries, a market- 
Ing organization equipped to facilitate the intra-regional exchange of the 
products of Southern agriculture and industry, and to exchange regional sur- 


.pluses for the goods and services most advantageously obtained from outside 
_- the’ region, a financial organization capable of providing at economical rates 
- the funds for current transactions and of directing regional savings into regional 


- opportunities, and finally a governmental organization equipped to satisfy 


the educational, recreational, health and aesthetic needs of a civilized people.” 

The wastage of the land through lack of sound conservation practices is 
considered at some length in advocacy of land classification surveys and rural 
zoning action programs. The general property tax is condemned, and the 
cadastral method of taxing land in continental Europe is advocated. The bane 
of farm tenancy is exhibited, and a plea for better tenant contracts, together 
with an extension of Farm Security Administration procedures, is made. The 
operation of Social Security programs in the South is reviewed critically, the ` 
AAA being included under this heading and coming in for a drastic drubbing. 
Such federal obstructions to progress in the South as the protective tariff, dif- 
ferential freight rates, the operation of the Fair Labor Standards act, the 
arbitrary use of the powers wielded by collective bargaining, and the policies 
followed by the United States Housing Authority are discussed at some length. 
And following these considerations the whole matter of federal aid is taken 
up with regard to its desirability and probable effectiveness toward raising . 
economic rewards in the South. 

Planning for the South is a serious, intellectually honest, and commendable 
effort, characterized by sympathetic understanding, to apply the tools of eco- 
nomic analysis to the problems of a region. Unconsciously, perhaps, but almost 
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inevitably, it is also a statement of the economic creed and philosophy of the 
author, at times so much so as to obscure the avowed main emphasis of the 
book. For the reviewer to express unqualified approval of the various opinions, 
programs, formulas, and panaceas advanced by the author would be indiscreet, 
for he finds himself in disagreement on many points. This fact does not preclude 
the statement, however, that the reviewer considers this one of the best contri- 
butions yet made to a clearer understanding of the planning necessary to a 
better South. With all its imperfections, and there are many in materials and 
analysis, it is a forthright and sympathetic approach to the problems of the 
area, and a book which the critically intelligent Southerner will welcome 
although it is quite technical and at times will prove difficult reading for the 
layman. 
WILSON GEE 
University of Virginia 


Montana: High, Wide, and Handsome, By Josera Kinsey Howarp. (New 
Haven: Yale Univ. Press. 1943. Pp. vi, 347. $3.00.) 


“Colorado is high, having more peaks within its borders than any other 
state. Wyoming is wide, with the breadth of the plains between the Big Horns 
and the Grand Tetons. California is handsome with a splendor of success. It 
takes all three adjectives to describe Montana.” So wrote Donald Culross 
Peattie, in Tke Road of a Naturalist, The description is apt in more ways than 
one. This book is a history of Montana and through it runs one constant, 
reiterated theme: the terrific exploitation and waste of Montana’s great 
natural resources by men whose reckless, thoughtless behavior was most 


~ 


definitely “high, wide, and handsome.” It is a book which economists should . 


read, not alone for its absorbing interest, but also for its vitally significant 
implications for economic planning, and particularly for regional economic 
planning. 

The story of the exploitation of Montana is too long to retell here. It con- 
cerns the overgrazing and overstocking of the ranges; the subsequent plowing- 
up of the grass, and the wasteful and inappropriate use of scarce water re- 
sources. It concerns also the copper mines, and the intimate relations between 
the mining corporations and the political and economic life of the state. In all 
these things indigenous Montanans had their share but, as Mr. Howard 
amply shows, the process of exploitation was considerably intensified by a 
growing absenteeism. 

Economists will be particularly interested in the author’s account of federal 
absenteeism, One example will serve as illustration. From 1919 to 1921 the 
Federal Reserve Board followed a policy of deflation, increasing the rediscount 
rate and in other ways restricting credit. This policy may have been justified 
from the point of view of over-all national policy. It was disastrous to Mon- 
tana, Mr. Howard does not deny that many Montana banks were over- 
extended. They carried large portfolios of agricultural paper created as a 
result of the wartime expansion of prices and production. Their realizable 
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assets, moreover, were largely in the form of Liberty bonds. Thus when the 
Federal Reserve refused them credit, the banks were forced to sell Liberty 
Bonds at 80 cents on the dollar. 

Under this kind of pressure many of them failed. Yet the author maintains 
that most of their assets were realizable, and actually did pay out to the profit 
of the receivers. Thus the collapse of the Montana banking system was due 
in large part to the failure of the Federal Reserve Board to adapt its policy ` 
to regional differences in the various sectors of the economy. The Federal 
Reserve System may well have learned by now to avoid similar errors, for it 
has come a long way since 1921; but the implication is clear. If planning is 
to be effective in the United States it must take account of regional differ- 
ences. It would seem hardly necessary to mention so obvious a point if it 
were not for the fact that in many sectors of national economic administration, 
today, regional planning remains largely neglected. 

Mr. Howard is opposed to the wrong kind of planning, but it does not 
follow that he frowns on planning as such. Indeed, one of the most important 
aspects of his book is the case he makes for sound economic planning. He 
makes his case, not by marshalling abstract arguments pro and con, but by 
describing three significant and successful experiments in the field of agricul- 
tural planning. Teton County, Montana, was the scene of the first experiment 
in unified county planning. Montana “originated the codperative grazing 
district, set up the first such district in the United States, and provided the 
practical basis for the Taylor Grazing Act program.” Also the farm resettle- 
ment program originated in Montana, where the largest project in the United 
States is now operating. 

. ‘These are no mean achievements and Mr. Howard describes their origin and 
development in such a way as to reveal much of the secret of their success. 
First of all American planning must be democratic. In these projects “the 
planning procedure was, and remains, voluntary and democratic; nothing 
can be imposed upon the farmers without the approval of at least a majority.” 

In practice this criterion for successful planning has placed some limitations 
upon the scope of planning activities. In the first place the goals and methods 
of the plan must be understood by those affected by the plan. In the second 
place there must be a general agreement with the purposes of the plan and a 
general willingness to subordinate particular interest to the interest of the 
group. To achieve these two conditions a great deal of education and debate 
is necessary. Such requirements can be realized most easily where the plan 
is locally developed and geographically limited in extent. “. . . the planners 
had to be Montanans, with dust on their pants, able to sit down at the same 
table with the farmers, the stockmen, the merchants, and bankers; nor 
could they talk too fast ‘and too glibly. 

Another requirement for successful planning is that the plan Houd have 
flexibility. Arbitrary rules unmodified by individual and regional experience 
could not have succeeded in Montana. In fact, the local planning group 
sometimes had to resist pressure to conform to a federal plan not well-adapted 
to the Montana environment. 
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These observations are not unfamiliar to planners, even if they sometimes 
are forgotten. The great merit of Mr. Howard’s book is the interesting and 
effective way in which he illustrates them by examples from Montana’s ex- 
perience. | 

There is one other observation about the conditions of democratic planning 
which is not quite so patent. Planning and the codperative self-discipline it 
requires do not come easily in the highly individualistic society which could 
countenance the exploitation which is Montana’s history. Planning finally 
came because it was born of the desperation of the drought and depression of 
the thirties. “The catastrophe, coming just as Montana had begun to recover 
from the previous one, just as it was taking the first hesitant steps toward 
planning its future, provided the final chastening experience needed to clear 
the way for that planning. .. . For once Montana was thoroughly scared, 
scared enough to listen respectfully to the men who had been working quietly 
through the 20’s trying to sell their fellow citizens the idea of planning.” 

In his final chapter the author speaks briefly of the adverse effects of the 
war on planning. The national job is so big that regional factors may be 
forgotten and neglected in the rush to get things done for the war effort. 
Also there is a growing reaction against the very idea of planning. Shall we 
then, enter the post-war period with a group of war-created regional problems, 
and no plan to meet them? If we do, must we once more experience catas- 
trophe before we become “scared enough” to plan? These are questions about 
which every economist should be thinking today. Mr. Howard’s book will 
provide him with much to guide him in such thinking. 

Morris E. GARNSEY 
University of Colorado i? 


Labor and Industrial Rehin: 


A Short History of Labour Conditions under Industrial Capitalism. Vol. TI; 
The United States of America, 1789 to the Present Day. By JÜRGEN 
Kuczynski. (London: Muller. 1943. Pp. 228. 10s. 6d.) 


Those who have read Mr. Kuzcynski’s earlier books on labor conditions are 
familiar with his Marxian interpretation of economic facts and figures; and 
those who are now meeting him for the first time will quickly detect the 
Marxian flavor from the frequent use of such terms as “exploitation,” “ruling 
class,” and “bourgeoisie,” and from his fondness for quotations from “holy 
writ.” This does not, to be sure, wholly destroy the value of his computations 
and results because economic thought has often been advanced through con- 
troversy. But it does probably mean that many of other faiths will not be 
willing to accept what he says as the last word on the subject. 

The main contention of this book is essentially a denial of the superior status 
of American labor, about which we have been wont to boast, and of any real 
progress in labor conditions during the course of our history. Appearing 
again and again as a kind of refrain in his conclusions as to each period is the 
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claim that the increasing intensity of labor has largely robbed the worker of 
all the apparent gains which he has made in the matter of wages and hours. 
Money wages have admittedly advanced, especially since the middle of the 
last century, and real wages to a less degree. But unemployment and short 
time make any judgment from hourly rates quite deceptive; and the higher 
standard of expenditure of the present-day laborer is only a necessary means 
of survival under the stress and strain to which he is subjected by machine 
production and scientific management. 

Immigration and what the author calls “colonial labor,” including poor 
whites and Negroes in the South, have afforded to the capitalist such an 
ample supply of cheap labor that it has been unnecessary for him to make any 
important concessions except such as would enable the employee to endure 
more strenuous toil. Even the beneficent, liberalizing effect of the frontier, 
which has come to occupy stch an authoritative place in our history books, is 
here heavily discounted on the ground that, for the most part, wage-earners 
did not share in the westward movement. 

Doubtless these positive and somewhat pessimistic statements do not require 
that the patriotic and perhaps somewhat injured reader should immediately 
spring to the defense of American capitalistic production. There are, indeed, 
plenty of dark spots and blemishes in our industrial history. But we had sup- 
posed that, partly through legislation and the organization of a better educated 
wage-earning group, partly through the advancement of science and a 
more enlightened self-interest on the part of employers, there had been real - 
improvement in working conditions and in the lot of the average laborer. 

As to the frontier, if we interpret the term broadly to encompass all of our rich 
natural resources, there can be little question but that its existence and the 
- stimulus which it has all along given to enterpise and mobility has been the 
chief factor in raising our wage-level to twice that in Great Britain and an 
` even more favorable position as compared to wages in western Europe. As 
Professor Goodrich and Mr. Sol Davison are ready to point out in the study 
cited by Mr. Kuczynski, it is not necessary to assume that factory employees 
and craftsmen, as such, formed a large element in the adventurous trek to the 
Middle West and beyond in order to prove that they benefited from it. Popu- 
lation pressure in the East was none the less somewhat relieved and before 
long the greater supply of foodstuffs and of raw materials as well as an ex- 
panded market for manufactured goods could not but make conditions more 
favorable.* 

Our author is himself at several places in his book quite apologetic about 
the lack of statistical evidence to prove that the intensity of labor has so 
greatly increased as to offset the gain from shorter hours. He feels constrained 
to depend upon general observations and upon data showing the greater pro- 
= ductivity per laborer in many industries. But this tends to ignore or to obscure 
what seems to be the real secret of the efficiency of capitalistic production and 


* Cf. C. Goodrich and S. Davison, “The Wage-Earner in the Western Movement. II.” 
Pol. Sci. Mo., Vol. LI (1936), esp. p. 115. 
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what is the nature of the demands which it makes upon human agents. That 
secret, as nearly as it can be fathomed and stated in brief form, consists in 
harnessing forces and utilizing materials which were formerly imperfectly 
applied or wholly idle. Water-power, steam, electricity, and the explosive 
energy of gasoline and oil are brought under control and made to do the 
bidding of a master mind. This improved technique, rather than more strenu- 
ous efforts on the part of labor, is chiefly responsible for increased pro- 
ductivity. Labor itself has not been largely instrumental in bringing about 
the change, and is not therefore entitled to claim too large a share of the 
benefits. 

We may agree that many jobs under conditions of mass production seem 
dreary and monotonous. But certainly the muscular energy required is less 
than under the old régime. Modern industry, although it tends to supplant 
many of the older forms of skill, requires a very considerable variety of talents, 
ranging from the planning and designing ability of the manager and engineer 
through that of the versatile and experienced skilled workman to that of the 
“specialist” and relatively untrained laborer. Scientific management, as the 
perfected type of the system, while it may have been rather hard-boiled and 
arbitrary in the beginning, has more recently found it profitable and even 
necessary .to study fatigue, to provide adequate rest periods, and in gen- 
eral to adjust the task more carefully to the capabilities and welfare of the 
worker. 

Yet those who believe that reform or, at any rate, much improvement in 
labor conditions can be achieved within the confines of capitalism will be a 
bit surprised and at the same time gratified to note how much credit Mr. 
Kuczynski is willing to give to the unions. When he speaks of trade union 
pressure as being responsible for the passage of workmen’s compensation laws 
in the various states after 1911 and for much of the New Deal legislation, 
including the Social Security act and the National Labor Relations act, he is 
probably giving the unions too much rather than too little praise (pp. 166 f., 
175). Naturally it is often difficult to measure the relative weight of the 
different influences and parties bringing about legislative action; but in these 
cases it would seem to have been a combination of humanitarianism and 
adroit political management more than a labor lobby that brought results. 

Warren B. CATLIN 

Bowdoin College 


Union Rights and Union Duties. By JoeL SEMAN. (New York: Harcourt, — 
Brace. 1943. Pp. viii, 238. $2.50.) a 


The growth of trade union power during the past decade has been accom- 
panied by sharp criticism of union policies and numerous proposals for govern- 
ment regulation of union activities. Dr. Seidman has undertaken to catalog 
the alleged malpractices of unionism, to inquire whether the remedies most 
commonly proposed really meet the needs, and to suggest some remedies of 
his own. The book is well written and comprehensive, including problems 
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. raised by the economic policies and coercive tactics of trade unions as well as 
problems of internal union administration. Both the college student and the 
general reader will find it stimulating and informative. 

The student of the subject will find a good deal of unclarity in the concepts 
used and in the definition and arrangement of problems. No definition of 
“responsibility” is offered at eny point. While many of the criticisms of trade 
unionism assembled by Dr. Seidman involve the definition of socially ac- 
ceptable conduct for unions and union leaders and thus raise problems of 
responsibility in a very general sense, many others are uninformed or partisan 
denunciations of union activities which the author shows to be legitimate and 
necessary. The book suffers also from preoccupation with symptoms rather 
than causes and from emphasis on pathological behavior rather than on the 
normal physiology of trade unionism. l 

There is a suggestive discussion (pp. 47-48) of the inevitable divergence be- 
tween union leaders and the rank and file, following the lines of the Webbs’s 
classic analysis, There is not enough of this type of analysis, however, to 
advance the reader very far taward a political science of unionism. Indeed, the 
author at times leaves impressions which one is sure he did not intend—for 
example, that maladministrazion of unions arises because “bad” men are 
elected to union office (pp. 49-50) and that it would disappear if “good” 
men were elected and if the AFL executive council would bestir itself to a 
crusade on the racketeers (pp. 117-18). 

Much original discussion is contained in the chapters on types of govern- 
ment regulation advocated by critics of the labor movement, particularly the 
chapter on incorporation of trade unions. Dr. Seidman explains very clearly 
the illusory nature of this “remedy,” the difficult technical problems which 
it would raise and the reasons why it would not have the results: which its 
sponsors intend. 

Dr. Seidman believes, however, that increased government regulation of 
trade unions is inevitable and argues that the labor movement would be wise 
to support a reform program of its own instead of waiting for the regulations 
to be written by labor’s enemies. As elements in such a program he proposes 
legislation to ensure freedom of entrance to trade unions at a reasonable 
cost; provision for an impartial review of the disciplinary decisions of trade 
union officers by the NLRB or some other government agency; outlawing of 
strikes or picketing by a minority union where a majority union has been 
certified by the NLRB; a governmental appeal board to decide jurisdictional 
disputes which are not adjusted by the labor movement itself, strikes against 
. decisions of this board to be made illegal; registration of collective agreements 
with a government agency which would have power to enforce them; and 
` prohibition of strikes in such essential public services as police and fire pro- 
tection, water supply, sanitation, hospitals and power plants, coupled with 
machinery for peaceable adjustment of labor disputes in these fields. 

The merit of this program cannot be discussed within the space available 
here. Enough has been said to indicate that Dr. Seidman has taken a useful 
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and constructive approach to the problem which may well be emulated by 
other students and friends of the labor movement, 
Lioyp G. REYNOLDS 
Johns Hopkins University 


Dictatorship of the Proletariat in the United States—-A Tract for the Times. 
By HAstinss Lyon. (New York: Felsberg. 1943. Pp. 135. $1.75.) 


Reflecting some of the best thought of the early nineteenth century on the 
labor question, this book is essentially a reargument of the case of the Phila- 
delphia cordwainers, the repeal of the Combination acts, and the case of 
Commonwealth vs. Hunt. The final judgment is that the canons of labor law, 
the principles of labor economics, the institutions of collective bargaining and 
the structure of labor legislation as developed in the last hundred years have 
been one huge tragic error, 

Professor Lyon of the Columbia School of Business constructs an engaging 
folktale about “an economy of choice” in which farmers, entrepreneurs and 
investors are agreeable to receiving the “economic value” of their contribu- 
tion. With adroi- statistical technique, he creates as prototypes a little farmer, 
a little business man and a little investor (including 64,000,000 policy holders). 
These groups are thoroughly innocent of economic power; they throw their 
services on the “free market” for what they will bring, which is as it should be. 
The institutional vacuum of economic life is defiled only by the “monopolistic 
psychology of the proletariate,” which endeavors to secure special gains by 
creating and maintaining an artificial scarcity of labor, interrupts the efficient 
functioning of the economy and stands as a serious menace to political de- 
mocracy. 

The monopolistic devices of the proletariat are numerous—labor organiza- - 
tions, collective bargaining, minimum wages, the standard workweek, and 
others, One must express a sort of admiration for Professor Lyon’s candor. He 
does not say thet of course he approves of collective bargaining in principle. 
He does not merely attack the excesses of an unscrupulous minority. On the 
contrary, his pcint is that “the proletariat has become the majority, and, 
resorting to the political process, seeks to oppress the minority.” 

There are no contradictions or qualifications in his agreement. We have 
been wrong all the way. The Clayton act embodies a pernicious fallacy when it 
states that labor is not a commodity nor an article of commerce. The doctrine . 
of unequal bargaining power rests on specious grounds: proficiency in higgling _ 
is immaterial, since there is no place for higgling in a free market; workers are 
not peculiar in needing to sell more urgently than buyers need to purchase; and 
monopolistic psychology “breaks more readily in the pursuit of profit than | 
wages break under unemployment.” o 

Labor unions “have for their principle purpose a conspiracy to inflict damage 
on employers in general and the economy in particular.” Moreover, “collective 
bargaining as a labor union practice ... powerfully reinforces the monopolistic 
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tendency of the customary wage. Without collective bargaining, those readiest 
to accept less . . , tend to break down the existing customary wage.” By con- 
doning strikes, judges have tangled themselves ir a web of casuistry; strikes 
are illegal conspiracies to injure the employer and “we should return to the 


' doctrine of criminal conspiracy.” Objections to the use of the injunction in 


labor disputes stem from “authoritarians of pink and red tinge who believe 
in the dictatorship of the proletariat.” The standard workweek is a device to 
permit its beneficiaries to “enjoy their leisure largely at the expense of those 
who work longer.” 

These conclusions are buttressed by a kind of economic theory which finds 
a place for Robinson Crusoe end other familiar characters but utterly defies 
analysis, ` 

A reviewer is somewhat at 2 loss for comment. He can hardly be expected 
to engage in a solemn rehearsal of the counter-arguments which might be 
adduced, Professor Lyon’s dreamworld is not an appropriate medium for a 
discussion of the unfair practices of labor unions or the valid issues in labor 
relations. 

It might be added that Professor Lyon does not fail to offer constructive 
suggestions. “One may surmise,” he states, “that if labor (1) would limit its 
procreativeness more strictly and (2) valuing future consumption more than 
present, would apply itself to capital accumulation in goods rather than in 
more human beings, it could acquire a large share of ownership in the course 
of a generation or two and take part in designating management.” 

ARTHUR M. Ross 

Washington, D.C. 


Social Insurance; Relief; Pensions; Public Welfare 


Workmen’s Compensation in North Carolina 1929-1940. By J. MAYNARD 
Krrcu. (Durham: Duke Univ. Press. 1942. Pp. ix, 198. $3.00.) 


As the title of this monograph implies, it is a study of the legislative history 
and an evaluation of the administration of wcrkmen’s compensation in a 
particular state during its formative period. Students must continue to read 
the general texts by Downey, Dodd or Hobbs and use this detailed study only 
for background in one state. Comparisons with other states are unfortunately 
infrequent and sometimes sketchy (p. 79). 

Although three bills were introduced in the North Carolina legislature in 
1913, it was not until 1929 that the state had advanced far enough along 
her road to industrialization to adopt a workmen’s compensation law modelled 
closely on the provisions of the federal longshoremen’s act. The North Caro- 
lina Conference for Social Service, aided technically by the American Associa- 
tion for Labor Legislation, sponsored a bill which was submitted to both 
organized labor and employers. The governor called a conference of all 
interested parties to draw up a compromise bill which, with a few subsequent 
changes, was adopted by the legislature. In the following years, amendments 
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were passed establishing a compensation rating and inspection bureau,.an < 
advisory medical committee, and separate security funds for stock and mutual 
companies that should fail. In addition, in 1935 a list of 25 occupational dis- 
eases were specified as compensable. 

The author commends the administration of the Industrial Commission, 
but suggests that the taxes on compensation insurance should go to the com~ - 
mission so that the safety and rehabilitation work could be enlarged, ade- 

- quate statistics collected and analyzed, and the staff increased to free the -- 
three commissioners for policy decisions. It is to be hoped that many other 
students will follow the lead of this author in analyzing the effectiveness of 
workmen’s compensation in a given state in order to improve generally me 
laws and administration of all states. 

EVERETT D. Bigs 

Mouni Holyoke College 
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Production Board. (Washington: Supt. Docs. 1944. Pp. 766. $1.25.) 


Transoceanic aircraft and merchant marine: executive hearings [House Merchant Marine 
and Fisheries Committee], 78th Cong., 2nd sess., on H. Res. 52, authorizing investigation 
of national defense program as it relates to Committee on Merchant Marine and Fisheries. 
Jan, 1944, (Washington: Supt. Docs. 1944, Pp. 145. 20c.) 


Industrial Organization; Price and Production Policies; 


Business Methods 


CaRLISLE, N, V. and Largam, F. B. Miracles! better living in the postwar world. (New 
York: Macmillan. 1944. Pp. 299. $2.75.) 


Hvertic, M. D. Economic control of the motion picture industry—a study in industrial 
organization, (Philadelphia: Univ. of Pennsylvania Press. 1944. Pp. x, 163. $2.) 


KNowLeEs, A. S. and THomson, R. D. Industrial management. (New York: Macmillan. 
1944. Pp. xiv, 791. $4.50.) 


Lyon, L. S, Barker, J. M., BAumcart, G. Your business and postwar readjustment. 
(Chicago: Univ. of Chicago Press. 1944. Pp. v, 123. $1.) 


Nourse, E. G. Price making in a democracy. (Washington: Brookings Inst. 1944. Pp. x, 
541. $3.50.) 


Scumipt, E. P. Small business; its place and problems. Post-war readjustments bull. no. 7. 
(Washington: Chamber of Commerce of U.S. 1943. Pp. 36.) 


Current lumber industry problems. Pt. 1. National lumber situation as of Jan. 1, 1944. 
Pt, 2. Problems of southern pine industry as of Jan. 1, 1944. 4th interim report pursuant 
to H. Res. 18. 78th Cong., 2nd sess., H. rept. 987. (Washington: Supt. Docs. 1944. 
Pp. 37. 10c.) 


Small business: hearings [Senate Spec. Committee to Study and Survey Problems of Small 
Business Enterprises], 78 Cong., 1st sess., pursuant to S. Res. 66 (78th Cong.). Pt. 29. 
Critical, strategic and essential material, 6. Aug. 1943, (Washington: Supt. Docs, 1943. Pp. 
3829-4026, 25c.) 


Marketing; Domestic Trade 


Hanna, P. R. and Kruc, E. A. Marketing the things we use. (Chicago: Scott Foresman. 
1943. Pp. 315. $1.60.) 


Revzan, D. A. The wholesale price structure for oranges, with special reference to the 
Chicago auction market. Stud. in bus. admin. vol. 14, no. 1. (Chicago: Univ. of Chicago 
Press. 1944. Pp. 109.) 


25 Years—The Association of Cotton Textile Merchants of New York: 1918-1943. (New 
York: Assoc. of Cotton Textile Merchants. 1944. Pp. 62.) 
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Mining; Manufacturing; Construction 


Barn, J. S. The economics of the Pacific Coast petroleum industry. Pt. 1. Market structure. 
Pubs. of Bus. and Econ. Research. (Berkeley: Univ. of California Press. 1944. Pp. 234. 
$2.75.) 


Barcer, H. and Scurr, 5. H. The mining industries, 1899-1939: a study of output, em- 
ployment and productivity. Pub. no. 43. (New York: Nat. Bur. of Econ. Research, 
Inc. 1944. Pp. xxii, 452. $3.) 


BLANCHARD, F. S. The textile industries of China and Japan; post-war opportunities 
and problems for America. (New York: Textile Research Inst. 1944, Pp. 76. $1.) 


BURNHAM, T. H. and Hosxins, G. O. Iron and steel in Britain, 1870-1930. (New York: 
Norton. 1944. Pp. 352. $7.50.) 


Icxes, H. L. and Moore, E. H. Should the United States government develop foreign oil 
reserves? Am. Town Meeting of the Air bull., vol. 9, no. 45. (Columbus: Am. Education 
Press. 1944. Pp, 23. 10c.) 


Kworr, K. E. Rubber after the war. War-peace pamph. no. 4. (Stanford University, Calif.: 
Food Research Inst. 1944, Pp. 46. 25c.) 


Moore, G. H. Production of industrial materials in World Wars I and II. Our econ. in 
war, occasional paper 18. (New York: Nat. Bur. of Econ. Research. 1944. Pp. 81. 50c.) 


SINGEWALD, J. T., Jr. Bibliography of economic geology of South America. Spec. papers, 
no, 50. (New York: Geological Soc. of Am. 1943. Pp. 163. 80c.) 


Strout, W. and LINTNER, E. J. Okio’s mineral resources: 1. Coal. 2. Gypsum. Engineering 
Exp. Sta. circ. no. 45. (Columbus: Ohio State Univ. 1944. Pp. 30.) 


Wotrsein, S. L. The decline of a cotton textile city—a study of New Bedford. Stud. in 


hist., econ. and pub, law no. 507. (New York: Columbia Univ. Press, 1944. Pp. 179. 
$2.50.) 


Farm crops (synthetic rubber): hearings [Senate Agric. and Forestry Committee], 78th 
Cong., Ist sess., on S. Res. 80 (78th Cong.), extending S. Res. 224, 77th Cong., for an 
investigation relative to the production of industrial alcohol, synthetic alcohol, and 
synthetic rubber from farm crops. Pt. 7. Sept., Oct., Nov. and Dec. 1943. (Washington: 
Supt. Docs. 1943. Pp. 1835-2134. 35c.) 


Transportation; Communication; Public Utilities 


ARNOLD, T., and others. How should we regulate domestic aviation after the war? Town 
Meeting of the Air bull., vol. 9, no. 29. (Columbus: Am. Education Press. 1943. 
Pp. 23. 10c.) 


HULTGREN, T. Railway, trafic expansion and use of resources in World War H. Our 
econ. in war, occasional paper 15. (New York: Nat. Bur. of Econ. Research. 1944, 
P. 31. 35c.) 


Jounston, S. P. Wings after war; the prospects of post-war aviation. (New York: Duell 
Sloan and Pearce. 1944, Pp. 138. $2.) 


Joseruson, M. Empire of the war; Juan Trippe and the struggle for world airways. 
(New York: Harcourt Brace. 1944. Pp. 245. $3.) 


Mippreton, P. H. Oil industry and transportation—prewar and postwar. (Chicago: Rail- 
way Bus. Assoc. 1943. Pp. 65. 50c.) 
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Mutter, F. W. Public rural electrification. (Washington: Am. Counc. on Public Affairs. 
1944. Pp. viii, 183. $3.00; paper, $2.50.) 


PARMELEE, J. H. 4 review of railway operations in 1943. Spec. ser. no. 73. (Washington: 
Bur. of Railway Econ., Assoc. of Am. Railroads. 1944. Pp. 35.) 


STOCKER, H. E. Transportation and the public welfare in war and peace. (Washington: 
Nat. Highways Users Conf. 1943. Pp. 51.) 


Wiurtams, E. W., Jr. The outlook for domestic air transport. Planning pamph. no. 21. 
(Washington: Nat. Planning Assoc. 1943. Pp. 30. 25c.) 


Board of Investigation and Research: letter transmitting report on rate-making and rate- 
publishing procedure of railroad, motor, and water carriers. 78th Cong., Ist sess, H. 
doc. 363. (Washington: Supt. Docs. 1944. Pp. 97. 15c.) 


Civil Aeronautics Board: annual report, 1943. (Washington: Supt. Docs. 1944. Pp. 26. 
10c.) 


Communications act, 1934: hearings [Senate Interstate Commerce Committee], 78th 
Cong., 1st sess., on S. 814 to amend the Communications act of 1934, and for other pur- 
poses. Nov, and Dec. 1943. (Washington: Supt. Docs. 1944, Pp. 1022. $1.25.) 


Federal Communications Commission: hearings [House Select Committee to Investigate 
Federal Communications Commission], 78th Cong., 1st sess., acting under H. Res. 21 
directing investigation of the Federal Communications Commission. Pt. 1. (Washing- 
ton: Supt. Docs. 1943. Pp. 1-1769. $2.25.) 


Federal Communications Commission: Vol. 9. Decisions and reports. Aug. 1, 1941-Apr. 
1, 1943. (Washington: Supt. Docs. 1943. Pp. 371. $1.25.) 


Rural electrification: hearings [House Agric. Committee], 78th Cong., 1st sess., on H. R. 
4278, to provide for control and eradication of certain animal and plant pests and 
diseases, to facilitate cooperation with the States in fire control, to provide for more 
efficient protection and management of national forests, to facilitate carrying out of 
agricultural conservation and related agricultural programs, to facilitate operation of 
Farm Credit Administration and Rural Electrification Administration, to aid in the 
orderly marketing of agricultural. commodities, and for other purposes. Nov. 1943 and 
Feb. 1944, (Washington: Supt. Docs. 1944. Pp. 62. 15c.) 


Rural Electrification Administration: report of administrator, 1943. (Washington: Supt. 
Docs. 1943. Pp. 19. 5c.) 
Agriculture; Forestry; Fisheries 
BENNETT, M. K. Food for postwar Europe: how much end what? War-peace pamph. 
no. 5, (Stanford University, Calif.: Food Research Inst. 1944. Pp. 100. 50c.) 


Farnsworts, H. C. and Crovcn, M. A. World wheat survey and outlook, January, 1944. 
Wheat stud., vol, XX, no. 3. (Stanford University, Calif.: Food Research Inst. 1944. 
Pp. 40. $1.) 


Haysreap, L, Meet the farmers. (New York: Putnam. 1944. Pp. 221. $2.50.) 


HENNEFRUND, H, E. and Cummancs, O. Bibliography on the Japanese in American agri- 
culture. Dept. of Agric. bibliog. bull. no. 3. (Washington: Supt. Docs. 1944. Pp. 65.) 


Hirt, F. F and Harper, F A. Have we food enough for ali? Pamph. no. 89. (New York: 
Public Affairs Committee. 1944. Pp. 30. 10c.) 


Korrer, E., F. The Minnesota dry milk industry. Bull. 372. ({[Minneapolis:] Agric. 
Exp. Sta., Univ. of Minn. 1943. Pp. 28.) 


Pearson, F. A. and PAARLBERG, D. Food. (New York: Knopf. 1944. Pp. 260. $2.75.) 
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Recan, M. M., and others. Tke farm real estate situation, 1942-43. Dept. of Agric. circ. 
no. 690. (Washington: Supt. Docs. 1943. Pp. 46.) 


Agriculiurel Adjustment Agency: report of chief, 1943. (Washington: Supt. Docs. 1944. 
Pp. 45. 10c.) 


Agricultural Research: report of administrator, 1943, (Washington: Supt. Docs. 1944. 
Pp. 236. 25c.) 


Agricultural Statistics, 1943. (Washington: Supt. Docs. 1943. Pp. 548. 65c.) 


Federal Crop Insurance Corporation: report of manager, 1943. (Washington: Supt. Docs. 
1943. Pp. 32. 10c.) 


Food Distribution Administration: report of director, 1943, (Washington: Supt. Docs, 
1943. Pp. 124. 15c.) 


Food: hearings [Senate Agric. and Forestry Committee], 78th Cong., 2nd sess, on S. 
1331, to provide for a more equitable distribution of food supplies through food allot- 
ment plan; to prohibit the payment of subsidies for production, processing, distribution, 
or other handling of agricultural commodities except as specifically authorized by the 
Congress; and for other purposes. Jan. 1944. (Washington: Supt. Docs. 1944. Pp. 131. 
20c.) 


Food program for 1944. (Washington: Supt. Docs. 1944. Pp. 100. 15c.) 


Food supply: hearings [Senate Agric. and Forestry Committee], 78th Cong., 1st Sess., 
on food supply of United States, farm petroleum supply. Pt. 5. Sept., Oct. and Dec. 1943. - 
(Washington: Supt. Docs. 1943. Pp. 1609-1899. 35c.) 


Forestry: hearings [House Agric. Committee], 78th Cong., Ist sess., on S.45, to amend sec. 
3 of the act of June 7, 1924 (43 Stat. 653, 16 U.S.C. 566); S. 250 to promote sustained- 
yield forest management; H.R. 1456 (superseded by H.R. 3848), to amend sec. 9 of 
act of May 22, 1928, authorizing and directing a national survey of forest resources. 
Dec. 1943. (Washington: Supt. Docs. 1943. Pp. 82. 15c.) 


North Carolina forest resources and industries. Dept. of Agric., misc. pub. 533. (Wash- 
ington: Supt. Docs. 1944. Pp. 76. 25c.) 


Secretary of Agriculture: report, 1943. (Washington: Supt. Docs. 1944. Pp. 252. 30c.) 


What post-war policies for agriculture? Report of the United States Department of 
Agriculture Interbureau and Regional Committee on Post-war Programs. Farmer and 
the war, no. 7. (Washington: Supt. Docs. 1944. Pp. 13. Sc.) 


Economic Geography; Regional Planning; Urban Land; Housing 


Case, E. C. and Bercsmarx, D. R. Modern world geography, economic and social. 
Rev. ed. (Philadelphia: Lippincott. 1943. Pp. 758. $2.20.) 


Gates, P. W. The Wisconsin pine lands of Cornell University—a study in land policy 
and absentee ownership. (Ithaca: Cornell Univ. Press. 1943. Pp. xi, 365. $3.50.) 


LILIENTEAL, D. E. TVA; democracy on the march. (New York: Harper. 1944. Pp. 262. 
$2.50.) 


McGeary, M. N. The Pitisburgh Housing Authority. Stud. no. 14. (State College, Pa.: 
Pennsylvania State Coll. Library. 1943. Pp. 94. 50c.) 


SHANNON, I. V. Southeastern Okio in depression and war; the disintegration of an area. 
Educ. research monog. no. 28. (Columbus: Ohio State Univ. 1943. Pp. 63. $1.) 


American housing—problems and prospects. Factual findings by M. L. Corean. Program 
by the Houstnc COMMITTEE. (New York: Twentieth Century Fund, 1944. Pp. xxii, 
466. $3.) 


1944] TITLES OF NEW BOOKS 437 


Columbia River: hecrings [House Irrigation and Reclamation Committee], 78th Cong., 
1st sess., under H. Res. 262, authorizing an investigation of the plans for the improvement | 
of the Columbia River and its tributaries for the utilization of its waters and the cost 
and effect of proposed water storage, Pts. 2 and 3. Aug. and Sept. 1943. (Washington 
Supt. Docs, 1943. Pp. 461-545; 585-838, 65c each.) 


Connecticut River: hearings [House Rivers and Harbors Committee], 78th Cong., Ist 
sess., on improvement of Connecticut River between Hartford, Conn. and Holyoke, Mass. 
Oct. 1943. (Washirgton: Supt. Docs’ 1943. Pp. 93. 15c.) 


Distribution of the natural resources of the United States by freight rate territories. 


Prepared under direction of W. H. S5. Stevens. (Washington: Bur. of Stat., Interstate 
Commerce Commission. 1941. Various pp., mimeo.) 


Organization for metropolitan planning; four proposals for regional councils, (Chicago: 
Am. Soc. of Planning Officials. 1943. Pp. 76. $1.) 


Reconversion of industry to peace. Planning pamph. no. 24. (Washington: Nat. Planning 
Assoc. 1943. Pp. 28. 25c.) 


Labor and Industrial Relations 


BAKER, H, Employee. counseling—a survey of a new development in personnel relations. 
Research rept. ser., no. 69. (Princeton: Indus. Rel. Sec., Princeton Univ. 1944. Pp. 64, 
$1.) 

Bercson, A. The structure of Soviet wages—a study in socialist economics. Econ. stud. 
vol. 76. (Cambridge: Harvard Univ. Press. 1944. Pp. xvi, 255. $3.50.) 


Cronin, B. C. Father Yorke and the labor movement in San Francisco, 1900-1910. Stud. 
in econ., vol. 12. (Washington; Catholic Univ. of Am. Press. 1943. Pp. ix, 239.) 


Harz, A. E. C. Labour in New Zealand. (Wellington: Victoria Univ. Coll. 1944. Pp. 71. 
2s.6d.} 


McDovcarrt, J. L. Railway wage-rates, employment and bay. (Toronto: Longmans 
Green. 1944, Pp. 34. 50c.) 


NorTERUP, H. R. Organized labor and the negro. (New York: Harper. Pp. ix, 312. $3.50.) 

PETERSON, F. Handbook of labor unions. (Washington: Am. Counc. on Pub. Affairs. 1944. 
Pp. 415. $5.) 

Roperts, H. S. The rubber workers—labor organization and collective bargaining in the 
rubber industry. (New York: Harper. 1944. Pp. xiii, 441. $4.) 


Sarny, S. N. Independent unions under the Wagner act. (Boston: Hildreth. 1944. Pp. 
viii, 342. $8.50.) 


Digest of state and federal labor legislation, enacted Aug. 1, 1942, to Aug. 1, 1943. Div. 
of Lab. Stand., bull. no. 63. (Washington: Supt. Docs. 1944. Pp. 67. 15c.) 


Employment and housing problems of migratory workers in New York and New Jersey 
canning industries, 1943. (Washington: Supt. Docs. 1944. Pp. 35. 10c.) 


Farm labor program: hearings [Senate Appropriations Committee], 78th Cong., 2nd sess., 
on S. J. Res. 208, making an appropriation to assist in providing a supply and distribu- 
tion of farm labor for the calendar year 1944. (Washington: Supt. Docs. 1944, Pp. 210. 
25c.) 


Future policy, programme and status of the International Labour Organization. Rept. I. 
Internat, Lab. Conf., 26th sess. (Montreal: Internat. Lab. Office. 1944. Pp. vii, 194.) 


438 " THE AMERICAN ECONOMIC REVIEW [JUNE 


Legislative series, Jan.-Mar., 1944. (Montreal: Internat. Lab. Office. 1944. Various pp. 
$5 per year.) 


Manpower; a manual of control of employment practices, selective service regulations, 
nondeferable occupations, essential activities, manning tables. (Chicago: Commerce 
Clearing House. 1943. Pp. 215. $1.) 


National Labor Relations Board: decisions and orders. Vol. 47. Jan. 25-Mar. 10, 1943. 
Vol. 50. June 1-June 30, 1943. (Washington: Supt. Docs. 1943: 1944. Pp. 1538; 1052. $2 
each.) 


National Mediation Board: ninth annual report, including report of National Railroad 
Adjustment Board, for fiscal sear ended June 30, 1943. (Washington: National Media- 
tion Board, 1944. Pp. 96. 20c.) 


National war service bill: hearings [Senate Military Affairs Committee], 78tk Cong., 
2nd sess., on S. 666, to provide for successful prosecution of the war through a system 
of civilian selective war service with the aid of the Selective Service System. Pts. 1 and 
2. Jan. and Feb. 1944, (Washington: Supt. Docs, 1944. Pp. 1-100; 101-176. 15c each.) 


The organisation of employment in the transition from war to peace. Rept. III. Internat. 
Lab. Conf., 26th sess. (Montreal: Internat. Lab. Office. 1944. Pp. 179.) 


Private employment agencies; laws relating to their regulation—as of Sept. 1, 1943. Div. 
of Lab. Stand., bull. no. 57. (Washington: Supt. Docs. 1943. Pp. 514. 75c.) 


Railways: hearings [House Interstate and Foreign Commerce Committee], 78th Cong., 
Ist sess., on S. J. Res. 91 and H. J. Res. 187, to aid in effectuating the purposes of the 
Railway Labor act. Dec. 1943. (Washington: Supt. Docs. 1944. Pp. 176. 25c.) 


Rights of labor: violations of free speech and rights of labor, report of Committee on Edu- 
cation and Labor, pursuant to S. Res. 266 (74th Cong.), to investigate violations of the 
right of free speech and assembly and interference with right of labor to organize and 
bargain collectively: Employers’ associations and collective bargaining in California. 
Pts. 6 and 7. 78th Cong., 1st sess., 5. rept. 398, pts. 2 and 3. (Washington: Supt. Docs. 
1943. Pp. 789-1028: 1029-1127. 25c; 15c.) 


Secretary of Labor: 31st annual report for fiscal year ended June 30, 1943. (Washington: 
Supt. Docs. 1944. Pp. 43. 10c.) 


Wages in manufacturing industries in wartime. Bur. of Lab. Stat. bull. 756, (Washington: 
Supt. Docs. 1943. Pp. 28. 10c.) 


Social Insurance; Relief; Pensions; Public Welfare 


BALLAINE, W. C. Unemployment compensation in Oregon: a survey. (Eugene: Bur. of 
Bus. Research, School of Bus. Admin., Univ. of Oregon. 1944. Pp. 35. 25c.) 


Francis, B. H, What will social security mean to you? (Cambridge: Am. Inst. Econ. 
Research. 1943, Pp. 88. $1.) 


Lorca, A. Trends in European social legislation between the two world wars. Pub. of 
the Inst. of Comparative Law, Vol. I. (New York: Inst. of Comparative Law. 1943. 
- Pp, 148. $2.) 
The labor legislation in Republican Germany and the social reforms in France under 
the Popular Front Government; a comparative study. 


Owen, A. D. K. The British social services. 2nd ed. (New York: Longmans Green. 1943. 
Pp. 63. 36c.) 


Farm Security Administration: earings (House Agric. Committee], 78tk Cong., 1st sess., 
pursuant to H. Res. 119, creating a select committee to investigate activities of Farm 
Security Administration. Pt. 3. Mer. 1934. (Washington: Supt. Docs. 1944. Pp. 961-1182. 
30c.) 


* 
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Federal Security Agency: annual reports, 1941-42, 1943-44. (Washington: Supt. Docs. 
1943. Pp, 65. 15c.) 


Operations and employment of Works Projects Administration: message from the Presi- 
dent transmitting report of operations under funds appropriated to Works Projects 
Administration of Federal Works Agency by emergency relief appropriation acts, fiscal 
years 1942 and 1943, as of Nov. 30, 1943. 78th Cong., 2nd sess., H. doc. 392. (Wash- 
ington: Supt. Docs. 1944. Pp. 20. 10c.) 


Social security: hearings [House Ways and Means Committee], 78th Cong., 2nd sess., 
on amendment adopted by the Senate, to the Revenue bill of 1943 (H.R. 3687) freezing 
the social security tax rate at 1 per cent for 1944. Rev. Jan. 13, 1944. (Washington: 
Supt. Docs. 1944. Pp. 84. 15c.) 


: hearings [Senate Finance Committee], 78th Cong., 2nd sess., on S. 1328, to amend 
Social Security act so as to extend certain titles thereof to the Virgin Islands and Puerto 
Rico, and for other purposes. Feb. 15, 1944. (Washington: Supt. Docs. 1944. Pp, 26. 
10c.) 


Social security in America, Addresses at the National Conference on Social Security, Jan. 
10-11, 1944. (Washington: Chamber of Commerce of the U.S. of Am, 1944. Pp. 103. $1.) 


Social security: principles, and problems arising out of the war. Rept. IV. Pt. 1. Principles. 
Pt, 2. Problems arising out of the wer. Internat. Lab. Conf., 26th sess. (Montreal: 
Internat. Lab. Office. 1944. Pp. 115; vii, 82.) 


Social Security Board: eighth annual report, fiscal year 1942-43. (Washington: Social 
Security Board. 1943. Pp. 100. 20c.) 


Starving peoples of Europe: hearings [Senate Foreign Relations Committee], 78th Cong. 
Ist sess., on S. Res. 100, favoring action looking to relief for starving peoples of Europe. 
Nov, 1943. (Washington: Supt. Docs. 1943. pp. 159. 30c.) 





Consumption; Income Distribution; Codperation 


Cotpwett, M. J. Canadian progressives on the march—the story of the rise of the 
C.C.F. [Cooperative Commonwealth Federation.] L.I.D. pamph. ser. (New York: 
League for Indus. Democracy. 1944. Pp. 32. 15c.) 


DaMERON, K., editor. Consumer problems in wartime. (New York: McGraw-Hill. 1944. 
` Pp. xi, 672, $3.75.) 


STEINER, W. H. The financial problems of a fixed income group in wartime. (New York: 
Brooklyn Coll. Press. 1944. Pp. 19, mimeo.) 


STEWART, M. S. The Smiths and their wartime budgets. Pamph. no. 88. (New York: 
Public Affairs Committee. 1944, Pp. 32, 10c.) 


Coéperative organisations and post-war relief. Stud. and rept. ser. H. no. 4. (Montreal: 
Internat. Lab. Office. 1944. Pp, 173. $1.) 


O coéperativismo no Brasil. (Rio de Janeiro: Serv. de Inform. Agric., Ministerio da 
Agric. 1942, Pp. 72.) 


Kentucky incomes: a statistical study of the tax returns, 1941 and 1942. Spec. rept. no. - 
5. ({Frankfort]: Department of Revenue, Commonwealth of Kentucky. 1944. Pp. 137.) 


Population; Migration; Vital Statistics 


Noresrern, F. W., and others. The future population of Europe and the Soviet Union; 
population projects 1940-1970. League of Nations Pubs. ser. 2. (New York: Columbia 
Univ. Press. 1944. Pp. 315. $2.75.) 
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Wasexe, B. H. Dutch emigration to North America, 1624-1860: a short history. Booklet 
no. 10. (New York: Netherlands Information Bur. 1944. Pp. 160. 75c.) 


Vital Records Bureau: hearings [Senate Commerce Committee], 78ih Cong., 2nd sess., 
on S. 1096, to establish a bureau of vital records in United States Public Health Service, 
and for other purposes, Jan. 13, 1944. (Washington: Supt. Docs. 1944. Pp. 52. 10c.) 


General census and vital statistics in the Americas, an annotated bibliography of the 
historical censuses, and current vital statistics of the twenty-one American Republics, 
the American sections of the British Commonwealth of Nations, the American colonies 
of Denmark, France, and the Netherlands, and the American territories and possessions 
of the United States. (Washington: Bur. of the Census. 1943. Pp. 151. 65c.) 


Vital statistics of the United States, 1941. Pt. 2. Natality and mortality data tabulated 
by place of residence. (Washington: Bur. of Census. 1943. Pp. 564. $2.) 


Unclassified Items 


Brown, E. Why race riots—lessons from Detroit. Pamph. 87. (New York: Public Affairs 
Committee. 1944, Pp, 31. 102.) 


Farrcaitp, H. P., editor. Dictionary of sociology. (New York: Philosophical Lib. 1944. 
Pp. 342.) 


Firzcisgson, R. H., editor. Global politics. (Berkeley: Univ. of California Press. Pp. 201. 
$2.50.) 


Hausporrer, W., compiler. Handbook of commercial, financial and information services. 
(New York: Spec. Libraries Assoc. 1944. Pp. 207. $3.) 


HucHes, R. O. Economic citizenship. (Boston: Allyn and Bacon. 1943. Pp. 394. $1.40.) 


Jounson, E. R. Life of a university professor. (Philadelphia: Mrs. Helena T. Nylund, 
Logan Hall, Univ. of Pennsylvania. 1943. Pp. iv, 282. $2.50.) 
The volume is devoted mainly to the author’s services in the field of transportation. 


Krrzer, E. and Ross, E. J. American democracy, its problems and its achievements. 
(Milwaukee: Bruce. 1944. Pp. 648. $2.80.) 


MacIver, R. M., editor. Group relations and group antagonisms; a series of addresses and 
discussions, Inst. for Religious Studies, religion and civilization ser. (New York: 
Harper. 1944. Pp. 246. $2.) 


MaAcNan, H. F., editor. Voices from unoccupied China. Lectures on the Harris Found., 
1943. (Chicago: Univ. of Chicago Press. 1944. Pp. 107. $1.50.) i 
These lectures on the Harris Foundation include papers on the framework of govern- 
ment, by Liu Nai-chen; proklems of nutrition, by Tsai Chiao; public health, by C. K. 
Cliu; economic reconstruction and planning, by Wu Ching-chao; education by Chin 
Yueh-lin, and some general social problems by Fei Hsiao-t’ung. 


Mattory, W. H., editor. Political handbook of the world, 1944—parliaments, parties and 
press. (New York: Harper. 1944. Pp. 207. $2.75.) 


Rusnes, D. D., editor. The American way—selections from the public addresses and papers 
of Franklin D. Roosevelt. (New York: Philosophical Library. 1944. Pp. 71. $1.50.) 


WaitEeway, H. L. Scientific method and the conditions of social intelligence. (St. John’s 
Newfoundland: Author, 153 LeMarchant Rd. 1943. Pp. 188.) 


Witcox, J. K. Official war publications—guide to state, federal and Canadian publications. 
(Berkeley: Bur. of Public Admin., Univ. of California. 1943. Pp. 275. $1.75.) 
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Free or low-cost food distribution in Latin American countries. Internat. Lab. Rev., Mar., 
1944. Pp. 8. 


The rehabilitation of discharged service personnel in New Zealand; first report of the 
Rehabilitation Board, Internat. Lab. Rev., Feb., 1944. Pp. 9. 


Subsistence homesteads as a housing and relief measure. Mo. Lab, Rev., Mar., 1944. Pp. 9. 
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Consumption; Income Distribution; Codperation 


“HowENsrting, E- Jy jr. The high-cost-of-lving problem after World War. I. South. 
Econ. Jour., Jan., 1944. Pp. 13. 


TAYLOR, C. T. Voluntary savings and consumer behavior. South. Econ. Jour., Jan., 1944. 
Pp. 7. 

Consumer incomes and expenditures in wartime. Fed, Res. Bull., Apr., 1944. Pp. 6. 

Developments in the cooperative movement in 1943. Mo. Lab. Rev., Mar., 1944. Pp. 13. 

REA coöperatives in 1942. Mo. Lab. Rev., Feb., 1944. Pp. 4. 

Spendable earnings of factory workers, 1941-1942. Mo. Lab Rev., Mar., 1944, Pp. 13. 

Trend of prices and cost of living in 1943. Mo. Lab. Rev., Feb., 1944. Pp. 25, 


Population; Migration; Vital Statistics 
Bruns, G. R. War-time fertility and the future population of Australia. Econ. Record, 
Dec., 1943. Pp. 18. 
Kirk, D. Population changes and the postwar world. Am. Soc. Rev., Feb., 1944. Pp. 8. 


Norestein, F. W. Population and power in postwar Europe. Foreign Affairs, Apr., 1944. 
Pp. 15. 


PINTO, V. La nueva ley de inmigración argentina. Rev. de Ciencias Econ., Apr., 1943. 
Pp. 14. 


SMITH, T. L. Population trends in Jepan. Am. Soc. Rev., Feb., 1944. Pp. 9. 


VIETTI, J. Instituto Autárquico de Colonización de la provincia de Buenos Aires. Rev. de 
Ciencias Econ., Apr., 1943. Pp. 14. 


Unclassified Items 


CusuMan, R. E. Civil liberty after the war. Am. Pol. Sci. Rev., Feb., 1944. Pp. 20. 
GOLDENWEISER, E. A. Research and policy. Fed Res. Bull., Apr., 1944. Pp. 6. 
Posner, E. Public records under military occupation. Am. Hist. Rev., Jan., 1944. Pp. 15. 


SAAVEDRA L., C. La post-guerra económica y la Universidad. Rev. de Ciencias Econ., May, 
1943. Pp. 14, 


Vatseccul, F. La organización profesional. Rev. de Ciencias Eron., June, 1943. Pp. 26. ` 


Plans for the historiography of the United States in World War II. Am. Hist. Rev., Jan., 
1944. Pp. 10. 


NOTES 


The fifty-seventh annual meeting of the American Economic Association will be 
held jointly with the American Political Science Association and the American Society 
for Public Administration in Washington, D.C., February 1-4, 1945, with headquarters 
at Hotel Statler. This meeting, like the two preceding ones, will be local or regional 
rather than national because of transportation conditions. Progress is being made on 
preliminary drafts of the program. Suggestions by members of the Association will be 
appreciated and should be sent to President Joseph S. Davis, Food Research Institute, 
Stanford University, California. More information concerning the meeting will appear 
in the September number of the Review. 

Leonard D. White is president and James W. Fessler, chairman of the program com- 
mittee of the American Political Science Association; Luther Gulick is president of the 
American Society for Public Administration and Henry Reining of the National In- 
stitute of Public Affairs is its representative on the local arrangements committee. 


The committee in charge of the Blakiston project for the reprinting of articles from 
economic journals has been reconstituted by the Executive Committee of the Association. 
It now consists of Professor Howard S. Ellis of the University of California, Professor 
Curt Anderson of Bryn Mawr College and Professor James Washington Bell of North- 
western University. The third volume in the series, on the subject of national income 
and the distributive shares, will be prepared by a special committee under the chairman- 
ship of Professor Bernard F. Haley of Stanford University. 

The first two volumes in the series are Readings in the Social Control of Industry, 
prepared under the editorship of Professor Edgar M. Hoover, Jr., University of Michi- 
gan, and Professor Joel Dean, University of Chicago; and Readings in Business Cycle 
Theory, under the editorship of Professor Gottfried Haberler, Harvard University. 


The following names have recently been added to the membership of the AMERICAN 
Economic ASSOCIATION: 


Anderson, K. L., 4312 N. 4th St., Arlington, Va. 

Anderson, Ens. K., Wellesley Supply Corps School, Cazenove Hall, Wellesley, Mass. 
Anderson, P. H., 3414 Brookline, Cleveland, Ohio. 

Anderson, W. H., 663 State St., Madison 5, Wis. 

Atkinson, T. R., 128 Edgewood Ave., Columbia, Mo. 


Beane, L. E., Route 2, Box 100, Falls Church, Va. 

Berman, M. C. Hotel Belvedere, 319 W. 48th St., New York 19, N.Y. 
Breen, Rev. V. a 245 Linden St., San Francisco, Calif. 

Brown, D. S., State ‘Teachers College, Brockport, N.Y. 

Burk, Miss M. C., 1306 2ist 5t, N.W., Washington 6, D.C. 


Campbell, D., British Raw Materials Mission, 1800 K St. N.W., Washington 6, D.C. 
Carr, H. N., 1898 N. 43rd St., Kansas City, Kan. 

Carroll, Rev. C., SŁ Louis University, 221 N. Grand Blvd., St. Louis 3, Mo. 

Charlton, J. W., 1407 Elm St., Grinnell, Iowa. 

Clarenbach, F. A., Dept. of Agric, Econ., University of Connecticut, Storrs, Conn. 
Cole, G. J., 525 Ave. K, Boulder City, Nev. 

Conover, H., 419 N. Glebe Rd., Arlington, Va. 

Corrigan, Rev. J. L., 3303 10th St. N.E., Washington 17, D.C, 


Davisson, C. N., School of Bus. Admin., University of Michigan, Ann Arbor, Mich. 
De Ford, J. F., 2310 S. 35th St., Omaha 5, Neb. 
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Fenninger, L., Jr., 1104 W. Market St., Bethlehem, Pa. 
Ferrand, Miss M. M., 4125 18th Pl. N.E., Washington 18, D.C. 
Firth, 'N. C., 290 Broadway, New York, N.Y. 
Flexner, Miss J. A., 1718 Army Navy Dr., Arlington, Va. 
‘ Folz, W. E., 2141 Eye St. N.W., Apt. 412, Wastington 7, D.C; 
- Forth, M. L., 122 Willow Ave., Takcma Park, Md. 


Gardner, H. R., 4410 15th Ave., Brooklyn, N.¥. 

Gastaldo, J. F., 1319 Randolph St. N.W., Washington, D. C. 
Greig, Miss G. V., Wellesley College, Wellesley 81, Mass. 
Gruen, Mrs. E. D., 1650 Harvard St. N.W., Washington, D.C. 
Gunin, S5. T., 2716 29th St. S.E., Washington 20, D.C. 

Gunz, M. K., 136 W. 75th St., New York 23, N.Y. 


Haldeman, C. W., American University, Washington, D.C, 

Hallaner, F. J., 3819 Jenifer St. N.W., Washington 15, D.C. 

Hammer, M., 909 Gist Ave., Silver Spring, Md. 

Harman, P., American Enterprise Assoc., 4 E. 41st St., New York 17, N.Y. 
Herzel, W. G., 12 Montrose Pk., Frankfort, Kr. 

Hess, Col. R. H., 442 Ardsley Rd., Scarsdale, NY. 

Hooks, Miss J. M., 3908 S. 7th St., Arlington, Va. 

Hutner, Mrs. S., Laura Scales House, Northampton, Mass. 


Jacobstein, M., 722 Jackson Pl. N.W., Washington 6, D.C. 


Kassalow, E. M., 110 35th St. S.E., Washingtor, D.C. 
Kelly, E. W., 5833 11th St. N., Arlington, Va. 

Kemp, Miss F. B., 88-44 161ist St., Jamaica, L-I, N.Y. 
Kenyon, K. A., 2038 Pierce Mill Rd. Washington 10, D.C. 
Korson, J. H., R.F.D. 1, Box 36, Brunswick, Me. 
Krairiksh, P., 1306 La Playa, San Francisco, Celf. 


Lang, F., Assoc. of Casualty and Surety Executives, 60 John St., New York 7, N.Y. 
Langer, H. C., Jr., Keuka College, Keuka Park, N.Y. 

Larkin, R. C., 110 E, Lane St., Ralzigh, N.C. 

Lesser, J., 1495 Boulevard, New Haven, Conn. 

Levin, G., 11 35th St. S.E., ‘Washington, D.C. 

Levitan, Lt. S., Control and Plan. Div., H.Q. N.Y.P.E., 58th St. and ist Ave., Brooklyn, N.Y. 
Lohman, P. H., c/o Time, Inc., Time and Life Bldz., Rockefeller Center, New York 20, N.Y. 


Macario, S. P., A. Garzon 2135, Cordoba, Argentina, S.A. 

Markham, Lt. J. W., 514 N. 25th St, Richmord, Va. 

Marx, W., 83-80 118th St., Kew Gardens, L.I., N.Y. 

Masterson, Rev. J. G., 487 Michigar. Ave. N.E, Washington 17, D.C. 
McNamara, Miss K. J., H. J. Heinz Co., P.O, Box 57, Pittsburgh, Pa. - 
Miles, S. B., Jr., Lockheed Aircraft Corp., Burbark, Calif. 

Mitchell, W., Jr., 290 Broadway, New York, N.Y. 

Mitnitzky, M., Suite 3018, 61 Broadway, New York 6, N.Y. 

Morton, M. S, 4009 Van Ness St. N.W., Washington, D. C: 


Nagel, A. W., 4422 Dittmar Rd., Arlington, Ve. 
Nittinger, R..A., University of Tulsa, Tulsa, Okla. 


Ormes, F. R., Wabash College, Crawfordsville, Ind. 


Patzig, R. E., 9027 Luna Ave., Morton Grove, LL 
Pearson, N. M., 4378 N. Pershing Dr., Arlingten, Va. 
Pearson, Mrs. N. M., 4378 N. Pershing Dr., Arlington, Va. 
Picard, F. Q., Box 360, Athens, Ohio. 

Plaut, W., Wardman Park Hotel, Washington 8, D.C. 
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Powell, F. E., 6409 Knollbrook Dr., Hyattsville, Md. 

Prather, R. M,, Westvaco Chlorine Products Corp., Chrysler Bldg., New York, N.Y. 
Rafler, Mrs. D. D., U. 5. Tariff Commission, Washington 25, D.C. 

Reynolds, W. A., 350 E. 54th St., New York 22, N.Y. 

Rich, C. L., Cornell College, -Mt. Vernon, Iowa. 

Ross, S. B., 2702 Wisconsin Ave. N.W., Apt. 800, Washington 7, D.C. 


Schill, R. E., 769 Clark St, Westfield, N.J. 

Shuloff, E. H., 1078 St. Johns PL, Brooklyn, N.Y. 

Silberner, E., 29 Henry Ave., Princeton, N.J. 

grating A., Dept. of Pol. Econ., University of Toronto, 273 Bloor St. W., Toronto, 
anada. 

Smith, H. P., 5403 9th St. N.W., Washington, D.C. 

Smith, Lt. P. F., U.S.S. Louisville, c/o Fleet Post Office, San Francisco, Calif. 

Spannon, A. G. N., 160 N. La Salle St., Chicago, Ill. 

Stern, Miss B. E., 3207 Highland Pl. N.W., Washington 8, D.C. 

Studybaker, A. D., 3378 Stephenson Pl. N.W., Washington 15, D.C. 

Sturc, E., c/o Czechoslovak Information Service, 1790 Broadway, New York, N.Y. 

Swantz, Ens. A., U.S.S. General W. A. Mann, Fleet Post Office, New York, N.Y. 


Torres, J. G., 35-16 76th St., Jackson Heights, N.Y. 
Urh, C. G., 3300 Clay St., San Francisco 18, Calif. 


Van Horne, J., c/o Mail Div., Department of State, Washington 25, D.C. i 
Van Winkle, J. W.. 774 17th, Boulder, Colo, 


Whipple, C. E., 1545 Key Blvd., Arlington, Va. 

Wickens, Mrs. D., Route 2, Vienna, Va. 

Wiedeman, H. C., U. S. Civil Service Commission, Denver, Colo. 
Williams, O. H., 609 S. Fess Ave., Bloomington, Ind. 

Wilson, H., 2711 Giddings St., Chicago 25, II. 

Woolfson, A. P., 721 Rittenhouse St. N.W., Washington, D.C. 


Zaglits, O., 320 Kew Gardens, 2700 Que St. N.W., Washington 7, D.C. 


Appoiniments and Resignations 


Joe S. Bain, Jr., of the University of California has been promoted from assistant 
professor to associate professor of economics. 


Dean O. Bowman, instructor in economics at the University of Michigan, after leaving 
the Chicago office of the Office of Price Administration to enter the Army, has been 
assigned to the Office of Strategic Services. 

Robert A. Brady of the University of California has been promoted from associate 
professor to professar of economics. 

Norman S. Buchanan has been promoted from associate professor to professor of 
economics and will return to the University of California this fall after teaching at 
the School of Busiress at Columbia University. 

R. P. Briggs, associate professor of economics and business at the University of 
Michigan, has resigned as chief of the fiscal division of the Detroit Ordnance Office 
to become assistant to the president of the Standard Steel Spring Company. 

Paul L. Brown has been appointed assistant professor of marketing at the University 
of North Carolina. 

J. Ray Cable, formerly of Washington University, on February 1 became president 
of Missouri Valley College at Marshall. 


John B. Condliffe, professor of economics, will return to the University of California 
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from New Haven, where he has been associated with the Yale Institute for International .. 
Studies. 


Gwendolyn Crawford, formerly DuPont fellow in economics at the University of 
Virginia, has been appointed acting professor of economics at Wilson College. ~ 


Carl Dauten, formerly at Shurtleff College, is now professor of economics and political 
Science at Missouri Valley College. 


Russell A. Dixon, associate professor of economics at the University of Pittsburgh, 
is working with the War Department as statistician for the price adjustment division. 


William E. Dunkman has resigned from the Office of Price Administration where 
he was price executive of the export-import price branch to become chief of the division 
of research and statistics of the banking department of the state of New York. 


Corwin D. Edwards has resigned from his position at the Department of State, 
Washington, and has joined the department of economics at Northwestern University. 


Howard S. Ellis, professor of economics at the University of California, has been 
granted leave of absence to accept a special research assignment on post-war financial 
questions undertaken by the Board of Governors of the Federal Reserve System, Wash- 
ington, at the instance of the Department of State. 


Ernest W, Gibson, formerly at Texas Christian University, is now associated with 
Haskings and Sells in Dallas. 


George G. Groat has retired as professor of economics and head of the department of 
economics at the University of Vermont and is now professor emeritus. 


James K. Hall of the University of Washington has resigned from the position of regional 
price executive of the Office of Price Administration in San Francisco to become civilian 
consultant to the Navy Department, Washington. 


J. Edward Hedges nas been granted a year’s leave of absence by Indiana University to 
Serve as assistant to the director, requirements and supply branch, bureau of supplies, 
Foreign Economic Administration, Washington. 


Leo Herbert has been promoted to assistant professor of accounting at the College of 
Commerce, Louisiana State University. 


Calvin B. Hoover, professor of economics at Duke University, has been engaged on a 
report for the Commiitee for Economic Development. 


E. M. Hoover, Jr., assistant professor of economics at the University of Michigan, re- 
sumed his work as assistant chief of the European economic section of the Office of Strategic 
Services after indoctrination as a Lieutenant in the Navy. 


Emily H. Huntington has been promoted from associate professor to professor of eco- 
nomics at the University of California. Her leave of absence has been extended so that she 
may continue as senior economist, National War Labor Board, San Francisco. 

Howard S. Kaltenborn, formerly associate disputes director for the Detroit Regional War 
Labor Beard, has accepted a position with the Curtiss-Wright Corporation as supervisor of 
wage and salary administration and assistant to the director of industrial relations. 

M. D. Ketchum, associate professor of economics at the University of Kentucky, is 
offering courses in finance at the University of Chicago this summer. 

Thomas Kinsella, formerly price executive of the machinery branch, Office of Price Ad- 
ministration, Washington, is now serving with the armed forces. 

Melvin M. Knight, professor of economics, will return to the University of California 
from Washington, where he has been with the Department of State as assistant chief in the 
division of economic studies. 


Carl Kreider has been appointed dean of Goshen College. 


C. E. Landon, who has been on leave with the Board of Investigation and Research in 
Washington, will resume his teaching duties as assistant professor of economics at Duke 
University this summer. 
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Richard §. Landry of the department of economics at Beloit College has been promoted 
from the rank of instructor to that of assistant professor. 


Richard A. Lester, associate professor of economics at Duke University, has been working 
on a report for the Committee on Economic Development. 

Donald H. Mackenzie has been promoted to the rank of professor of accounting 
and management at the College of Economics and Business, University of Washington. 

John W. May is now associate professor of economics at Pennsylvania College for 
Women. i 

Paul W. Milam, professor of business administration, has been appointed dean of the 
College of Business Administration at the University of Arkansas. 

Charles J. Miller was granted leave of absence by the University of Washington for 
the spring and summer terms to engage in research on foreign trade potentialities of the 
Pacific Northwest. 

Sanford A. Mosk, assistant professor of economics at the University of California, 
returned in February after serving as principal economic analyst, Office of Coordinator of 
Inter-American Affairs, Washington. 

Robert Mosse is now visiting professor of political science at the University of Illinois. 

Robert G. Mossey, special research professor at the University of Washington, has 
resigned to accept a position as economic adviser with the French Delegation, Wash- 
ington, 

Frank Munk, lecturer in economics at the University of California, is on leave of 
absence while serving as director of the United Nations Relief and Rehabilitation Ad- 
ministration Training Center at the University of Maryland. 

John Pipkin Owen has resigned as assistant in accounting at the College of Commerce, 
Louisiana State University, to accept a position with the Standard Oil Company. 

James W. Partner was appointed associate in marketing for the spring and summer 
terms in the College of Economics and Business at the University of Washington. 

Charles F. Remer, on leave of absence as professor of economics at the University of 
Michigan, former chief of the Far-East division of the Office of Strategic Services, has 
been appointed adviser on Far Eastern investment and finance in the division of financial 
and monetary affairs of the Department of State, Washington. 

Lewis Severson, head of the department of economics at Beloit College, has been 
granted leave of absence to do special work at the Treasury Department, Washington. 

Tipton R. Snavely of the University of Virginia has been appointed by Governor 
Darden to a commission recently created by the General Assembly of Virginia for a 
study of the sales tax. 

Victor E. Smith, formerly assistant professor of economics at Yale University, is 
now assistant professor of economics at Wellesley College. 

Theodore M. Sumberg has resigned from the Foreign Economic Administration to take 
the position of senior foreign statistician with the Federal Reserve Bank of New York. 

Philip Taft has been promoted from the rank of assistant professor to that of as- 
Sociate professor of economics at Brown University. 

Ernest J. Townsend, assistant professor of economics at Michigan College of Mining 
and Technology, is serving as a planning consultant to all Upper Michigan municipalities 
requesting his services. 

S. Hubert Unterberger has been appointed head economist, chief of the review and 
analysis branch, wage stabilization division of the National War Labor Board. 

Daniel Rutledge Vining has been promoted to the rank of associate professor at the 
University of Arkansas College of Business Administration. 

Arthur G. Vieth, formerly junior economist at the Federal Reserve Bank in St. Louis, is 
now assistant professor of social science and philosophy at Missouri Valley College. 
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Charles. J. Walsh, on leave of absence from Fordham University, has been -appointed 
price executive of the export-import price branch of the Office of Price Administra- 
tion. ‘ ; cr ge 
R. S. Winslow, professor of economics at the University of North Carolina, has been 


-granted a leave of absence: to work with the War Production Board, Washington. 


ae 


Leo Day Woodworth is now located in Kansas City, as regional tax analyst, Federal 
Public Housing Authority, for administration of Lanham act payments in lieu of taxes 
in the states of Colorado, Kansas, Missouri, Nebraska, Utah, and Wyoming. : 
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HE purpose of the American Economic 
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of publications cn economic subjects, and the 
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partisan attitude, nor does it commit its mem- 
bers to any position on practical economic 
questions. It is the organ of no party, sect, or 
institution. Persons of all shades of economic 
opinion are fourd among its members, and 
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tions. The Association, therefore, assumes no 
responsibility for the opinions expressed by 
those who participate in its meetings. 


JAMES WASHINGTON BELL 
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ECONOMIC RESEARCH AND TAX POLICY 


By Roy BLoucH 
Treasury Department 
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I. Introduction 


Over the past iew years a great change has taken place in the attitude 
_ of economists toward taxation. In-texts and general treatises, taxation 
almost traditionally has been treated as a stepchild of economics and 
placed in a separate section at the end of the book. This separation was 
often not only physical but intellectual as well, as the theories of taxa- 
tion were often not integrated with the theoretical system of the treatise 
as a whole. The policy attitudes toward taxation were usually based on 
Adam Smith’s deservedly famous canons with the emphasis placed on 
theories of tax justice. Unlike the early treatises of Smith and Ricardo, 
the later writings seldom gave any substantial attention to the eco- 
nomic effects of taxation. It became the custom to insert or append a 
(frequently) stale and uninspiring discussion of shifting and incidence 
which often served to test the intellectual fortitude of many generations 
of students, and which were without implications for planned fiscal 
policy. The possibilities of using taxation deliberately in stimulating 
or guiding the economy were seldom considered. Commonly the tradi- 
tional dictum was passed on that taxation should be used only for pur- 
poses of raising revenue. 

Taxation, of course, has always influenced the economy. It is natural 
that open recognition of this fact was delayed until taxes became very 
large in absolute amounts and in relation to the national product. 
Whether we wish it or not, the plain fact is that modern societies have 
tended toward the ever increasing importance of taxation. Moreover, 
economists have in recent years become more concerned than formerly 
with the possibility and desirability of directing and controlling the 
economic system through changes in economic and legal institutions, 
primarily through governmental action. In recent years, accordingly, 
the importance of taxation as an influence on the economy has received 
increasing recognition among economists. They have become con- 
cerned both with the amounts of taxes imposed in relation to expendi- 
tures and with the kinds and the timing of taxes. Fiscal policy, of 
which tax policy is a major element, has been seized upon as a promising 
instrument for preventing or ameliorating depressions and inflationary 
booms. In some quarters taxation is viewed as a positive influence in the 
expansion of production in general or along certain desired lines, and 
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for the reduction or elimination of unemployment. Far from being a 
stepchild, taxation suddenly finds itself the favored child of many 
economists. 

There is, of course, resistance to the idea of using taxation for social 
or economic purposes. The case need not be argued here. The fact that 
taxation has been used throughout the life of the American nation for 
purposes of economic promotion and control is an indication that there 
will be no turning back now. Moreover, since it is impossible to avoid 
' or neutralize the economic «ffects of the tax system, there would seem 
to be no valid argument against adjusting taxes so that those effects may 
be more rather than less desirable. 

However, a distinction should be made between recognition of the 
inevitable importance of the economic effects of taxes and the possi- 
bility of making them beneficial rather than harmful, and the policy of 
using taxation as an instrument for deliberate economic control. The 
problems are of much the same character in the two cases but not of 
the same degree of importance. In the former case the role of taxes is 
much humbler than in the latter case. In either case taxation is an 
element in governmental economic policy, but in the one case it is an 
incidental element, while in the other case it is relied on as a positive 
instrument. 

The use of taxation as an element, either passive or active, in econo- 
mic policy must begin with economic research to determine the ways in 
which taxes affect economic activity. Without that knowledge the blind 
will lead the blind, and if they do not fall in the ditch, it will be good 
luck, not good sense. The point cannot be overstressed. There are great 
areas in the field of tax effects that Lave been only roughly surveyed 
and that require major research before intelligent tax poues with 
respect to them can be developed. 

Economic research, however, is not all there is to the demka 
of tax policy. It is one thing to analyze the effects of certain tax 
pressures as they impinge on econorric activity and to conclude that 
the manipulation of these pressures might have foreseeable effects; it 
is quite another problem to cevelop a tax program which will produce 
the most desirable effects, all things considered; and it is still another 
problem to have that program adopted and put into operation. From 
economic analysis to an adopted tax program in full administrative 
operation may be a very long distance, indeed. 

It is the purpose of this paper to examine some aspects of the process 
which must go on between economic research and the finally adopted 
tax program. The discussion will involve: first, some aspects of the 
process of translating results of econcmic research into a tax program, 
and, second, some aspects of the process of securing adoption of a tax 
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program, followed by some remarks on the implications of the process of 
policy formulation and adoption. 


II. Some Aspects of Formulating a Tax Program 


An early step in moving from basic research in the economic effects 
of taxation toward the formulation of a tax program is a study of the 
way in which tax measures would need to be designed to produce the 
desired effects and not to produce other undesirable effects. The tax 
system is a very complex mechanism with numerous parts and inter- 
relations that are not apparent on casual examination. Unless the tax 
system and its interrelated parts are thoroughly understood, proposals 
for accomplishing desired economic effects may very well be abortive or 
may have quite unexpected results. Moreover, taxation effects operate 
to a considerable extent by taxing one course of action more heavily 
than another course of action. The desired result in such cases is 
achieved when the taxpayer avoids taxes in the manner intended. The 
translation of economic research into a tax program must be done with 
an informed and imaginative eye turned in the direction of possible 
alternative methods of tax avoidance. 

The translation of economic research into a tax program also requires 
a careful examination of competing considerations. The desired eco- 
nomic effect, which the research indicates can be achieved through 
taxation, may be inconsistent with the achievement of other desired 
objectives in taxation. On the other hand, it is probable that achieving 
a certain economic effect will interfere with the achievement of other 
desirable objectives, perhaps other desirable economic effects. In the 
case of such competition of objectives, it is necessary to choose among 
them or to compromise them in order to achieve the most desirable total 
result. When this choosing and compromising process has been com- 
pleted, it may well be that the economic effect which was the starting 
point for the procedure will have been deemed less desirable than other 
competing considerations and may accordingly have ‘been discarded. 
Even-if it has been accepted, it may have been modified in important 
respects in order that the tax program as a whole may do the most good 
and the least harm. 

Competing considerations grow out of the basic fact of economics; 
namely, that desires exceed resources. The satisfaction of some desires 
usually means the partial or total denial of some other desires. It is not 
possible to have all of the good and none of the bad in taxation. It is 

“always a question of having more of some desirable results and less of 
others. In designing a tax program the designer will presumably choose 
the combination which he believes will give the optimum result. 

One classification of tax considerations is into two groups: (1) con- 
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siderations which present a positive reason or purpose for imposing 
taxes, and (2) those considerations which would not in themselves 
lead to the imposition of taxes, but are deemed important in determining 
the kinds of tax measures. Whether a consideration will fall in the first 
group or the second group is a subjective matter depending on how 
intensely a person feels about the accomplishment of a certain objective, 
although there are some considerations such as ease of administration 


_ which can scarcely be thought of as positive purposes for imposing 


taxes. The chief positive purpose for imposing taxes is of course the 
raising of revenue. Many persons recognize no other legitimate positive 
purpose for taxation. However, the history of our country presents 
many examples of two other purposes. One of these is the protection of 
industry from competition or, perhaps more accurately, the protection 


. of particular industries. It is this purpose rather than revenue which has 


t 


dominated international tax policy in the form of protective tariffs. It 
has also had important examples in interstate tax policy and in internal 
revenue taxes. 

Another nonrevenue purpose for which taxation has been frequently 
employed is as a supplement and substitute for the police power; thus, 
taxation is sometimes used for sumptuary purposes, as in the case of 
certain kinds of narcotics, and for implementing direct controls, as in 
the case of firearms. The famous attempt to use taxation in the regula- 
tion of child labor will be recalled. 

From the economic point of view all tax considerations resolve them- 
selves finally into considerations regarding production, distribution, or, 
less importantly, consumption. There is no opportunity here for a 
detailed discussion of the various considerations, but a brief review of 
them may be of value in indicating the problem of designing a tax 
program. 

1. Constttutionality. The constitutionality of the measures contained 
In a tax program is not so much a tax consideration as it is an obstacle 
which must be surmounted before there is a legal tax. Taxing powers 
are in general broad, but constitutional restrictions have some bear- 
ing on the possibility of using taxes to achieve desired economic 
effects. Taxation must not be arbitrary; this means, of course, arbitrary 
in the judgment of courts. The rule against arbitrariness prevents 
taxes from being used as a precise instrument for effectuating various 
economic and political purposes since often only through arbitrariness 
is it possible to seek out specific industries or concerns or specific prac- 
tices within those industries or concerns for special encouragement or 
discouragement. The rules against arbitrariness prevent taxes from 
being an unbearable exaction imposed on political and economic ene- 
mies by those in power. The protection of individuals and businesses 
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against arbitrary government action in the tax field has been a process 
of long and slow development towards democracy and a reversion 
would not be tolerable even for laudable ends. The courts generally do 
not object to the use of a tax for nonrevenue purposes, if the tax does 
not show such a purpose on its face, and not then if there is power 
other than the taxing power to impose the regulation. 

One of the effects of constitutional limits is to prevent the imposition 
of taxes on wealth by the federal government. This is of significance 
since it effectively prevents the federal government from imposing taxes 
according to one important measure of personal ability. Thus in time 
of war income can be and often is taken almost completely by taxes, 
while accumulated wealth, which stands to benefit heavily from victory 
in the war, is free from direct federal wartime taxation. 

Another effect of the constitutional limitation is to prevent geo- 
graphical differentiation within the country. This largely prevents the 
application of internal taxes in such a way as to act as protective tariffs 
for one part of the country against another part of the country. It does 
not, however, eliminate all geographical differences in tax effects. For 
example, if in one region the income has its source largely in one indus- 
try while in another area income is derived from other sources, the im- 
position of a tax on the industry or the granting of an exemption to the 
industry may be uniform throughout the country, but may nevertheless 
result in the subsidization and promotion of one region at the expense 
of other regions. 

Constitutional restrictions are important, not only where the courts 
actually strike down a tax, but where Congress does not impose a tax 
because it is anticipated that the courts may possibly strike down the 
tax if it is imposed. This possibility of unfavorable judicial action may 
serve as an excuse not to take undesired action. 

2. Revenue. There was a time when the accepted test for the proper 
volume of revenue was very simple: the amount necessary to cover the 
expenditures for the year. Newer theories regarding the relationship 
between revenues and expenditures indicate the desirability of adjust- 
ing the volume of revenue as an instrument of controlling inflation, of 
offsetting cyclical movements of business, and of stimulating a stagnat- 
ed economy. These theories are more sophisticated than the idea of 
annual budget balancing, but they rest on the same basic belief that the 
purpose of raising revenue is an economic purpose. If there were no 
danger of unfavorable economic results, there would be little or no rea- 
son for ever raising any revenue at all. Accordingly, the maintenance 
of a sound economy has always been the purpose of raising revenue. 
However, in some cases this purpose may have been indistinct, since 
much of the emphasis on revenue raising seems to be based on a tradi- 
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tional point of view which has become intellectually disassociated from 
the economic basis of taxation. 

3. Tax Justice. Tax measures are tested also by the consideration of 
tax justice. Everyone agrees that taxes should be just, but there is wide 
disagreement as to what tax justice is in specific situations. 

It should be observed that tax justice is not a uniformly understood 
concept. There is first of all the tax justice which is achieved by the like 
treatment of likes. This is essentially the avoidance of arbitrariness 
which was previously mentioned. If John Brown and John Smith both 
are in the same economic situation, tax justice requires that they be 
treated alike. If they are in exactly the same economic situation, their 
failure to be treated alike will be due to lack of uniformity in tax ad- 
ministration. The inequities of assessment of real estate are well known. 
But some of the worst inequities occur where the economic situation is 
in general alike for different people, but where some one factor is differ- 
ent. This factor may not be important in determining the amount of 
taxes which people ought to pay, but it may in fact be important in de- 
termining the amount of taxes they actually do pay. The equitable treat- 
ment of persons who are substantially alike in their economic situations 
is often referred to as tax equity as distinguished from the larger concept 
of tax justice. Tax equity consists in recognizing these inconsequential 
differences for what they really are and adjusting taxes so that they fall 
with equal weight on people with equal ability to pay taxes. It may well 
be that in the minds of taxpayers this equity between people who are 
nearly alike and find themselves in the same social stratum is more im- 
portant than broader tax justice between social groups in widely 
different economic situations. 

Tax justice has received the bulk of attention from tax writers, chief- 
ly in connection with the “principle of ability-to-pay.” This principle 
is, of course, in no sense a Scientific principle but is rather a normative 
principle; it is concerned not with explaining what is but with indicating 
what ought to be. It has been the tax manifestation of the democratic 
principle in government. It is not to be lightly regarded when it comes 
in conflict with other considerations. 

This does not mean that some of the ingenious theories for measuring 
ability-to-pay are of great value in deciding on a specific rate structure. 
The ability-to-pay theories certainly lead from regressive taxation 
toward progressive taxation but give little guidance as to how progres- 
sive the rate structure should be. 

The long and influential history of ability-to-pay has resulted in its 
being used as a slogan for selling to the public or to legislative bodies 
private privileges which have no proper relation to ability-to-pay. This 
is not surprising since a phrase which has received popular acceptance 
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will be used to cover everything that can be dragged in under the label 
- without being so patently absurd as to defeat the purpose. In such 
selling campaigns “taxation according to ability-to-pay” has no more 
actual meaning than “taxation according to diddle-day” might have. 
Fortunately, these abuses of ability-to-pay have not destroyed its mean- 
ing. As generally used in the formulation of tax policy, the term appears 
to be synonymous with progressive taxation; that is, if taxes are not 
progressive they are not in accordance with ability-to-pay. 

A third and possibly different concept of tax justice may. be expressed 
in broader terms. Under this concept taxation is just when it results in 
a socially just distribution of wealth and income. The idea may be 
somewhat less broadly expressed in the following way: if a tax con- 
tributes to bring a distribution of income and wealth more nearly in 
harmony with, the principles of social justice, it is a just tax; while if it 
operates to remove the distribution of wealth and income further from 
what may be conceived as social justice, it is an unjust tax. Social jus- 
tice is used here to mean any given person’s idea of that term. Social 
justice is a highly subjective concept. The removal of social injustices 
and the achievement of social justice are a very heavy load to place on the 
tax system. 

4. “Economic Effects.” As previously indicated, all tax considerations 
have their economic aspects. Thus tax justice relates to the economic 
effects of taxation on the distribution of wealth and income. However, 
the phrase economic effects of taxation is commonly used in connection 
with effects other than direct distributional effects, although it would be 
hard to think of any economic effect which would not affect distribution 
directly or indirectly. 

The economic effects of tax measures may relate broadly to practical- 
ly all taxpayers or may affect narrow groups of taxpayers. There are 
always taxpayer reactions to the end product of the taxing process, 
which is to take money out of taxpayers’ pockets and put it into the 
government’s pocket. Some of these reactions are the necessary ones 
which result from reducing the amount of money which an individual 
or business has to spend. Other reactions may result from a shift in the 
points of equilibrium which exist between effort and risk-taking on one 
side and compensation on the other. Still other reactions may be in the 
direction of seeking to reduce taxes by directing activities along lines 
which will produce a lower tax rather than along lines which will pro- 
duce a higher tax. An observation, to be elaborated later, is that eco- 
nomic reactions are accompanied by a political reaction in the form of an 
attempt to secure tax reduction for the taxpayer in question, either at 
the expense of total revenue or at the expense of other taxpayers. 

There are all sorts of tax incentives of an economic character, some 
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relating to basic activities, others to less important details. There are 
incentives to’ save, incentives to spend; incentives to invest, incentives 
to hold idle cash; incentives to work, incentives not to work; incentives 
.to- undertake risks, incentives to avoid risks. At various times different 
ones of these incentives may be considered desirable. Just what eco- 
nomic effect is considered desirable depends on both the situation and 
the person doing the considering. 
Desirable economic effects sometimes supplement one another, but 
~ often conflict. A most desirable pattern of these effects may be very 
complex. With an omniscient understanding of the various economic 
effects of taxes any one person may arrive at a pattern of effects which 
he considers the most desirable to achieve. The patterns of different 
people, however, will differ and often conflict. In general the effects 
which promote greater production have a more widespread interest 
than the effects which simply affect distribution, but it is rare that any 
tax effect will be solely on the production side. Moreover, the promotion | 
of production in one area may be desired by persons who are interested 
-in that particular field, while the promotion of production in other areas 
will be favored by other groups. The point here is that economic effects 
are complex at best and that they are often complicated by conflicting 
interests. l | 
5. Administration and Compliance..Another consideration which has 
an important bearing on tax policy concerns administration and com- 
_pliance. Administration and compliance in general relate to the cost of 
. collecting and paying taxes as distinguished from the amount of the 
taxes themselves. This cost may be in the form of financial cost, or it 
may be in the form of annoyance and trouble. Administrative costs are 
those costs which the government pays directly, while compliance costs 
are the costs which taxpayers pay directly. Other things being equal 
-—and of course they rarely are equal—the lower the administration and 
the compliance costs the better. l 
Even in these days it is occasionally implied that the administrative 
costs of a certain tax may be acceptable as long as they do not equal 100 
per cent of the tax collected. There are some marginal dollars which 
may probably be collected only by incurring administrative costs ap- 
proaching or even exceeding 100 per cent. This may be justified because 
the act of collecting these marginal dollars on the one hand increases 
tax fairness, and on the other hand brings forth many other dollars in 
future collections which would not be forthcoming if the administrative 
costs of collecting the marginal dollar had not been expended. Aside 
from this special case, administrative costs cannot be balanced against 
tax dollars because tax dollars are merely transfers of sums while ad- 
ministrative costs are actual social losses. Where the purpose of the tax 
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is not revenue, the comparison of cost to revenue is of course not sig- 
nificant. +. # 

The cost of administering most taxes is not ordinarily a serious social 
cost. It is perhaps rare that a tax is abandoned because of its adminis- 
trative costs, especially if it is a high revenue producer. On the other 
hand, a tax may very well be abandoned or not levied because of high 
compliance costs. This is especially true where these costs take the form 
of widespread trouble and nuisance. It should be observed that in con- 
sidering tax compliance it makes a great deal of difference whether the 
tax system is imposed on relatively few people or is imposed on the 
great bulk of the population. If it is imposed on relatively few people 
the cost in labor and time, while important, has much the same signifi- 
cance as the cost of administration. Compliance costs are in effect 
additional tax administration costs which should be considered in de- 
termining the desirability of the tax, but even when high do.not neces- 
sarily indicate that the tax should be abandoned. Where the taxes are 
imposed on the masses of the population, however, and the compliance 
costs are largely in the form of personal inconvenience to millions of 
taxpayers, the public reaction may be so significant as to make not 
feasible an otherwise very desirable tax. 

The importance of administration and compliance considerations in 
the designing of a tax program can scarcely be overemphasized. It is of 
course true that the natural reluctance of taxpayers and administrators 
to change their methods of operation can and should be overcome where 
this is feasible and where the other considerations to be achieved there- 
by warrant the shift. However, there are many significant and otherwise 
desirable tax ideas which must simply be abandoned because they can- 
not be administered or because taxpayers will not take the trouble to 
comply with them. Administrative difficulties are not as well-defined an 
obstacle as are constitutional restrictions, but it is probable that they 
are practically of far greater importance. 

6. “Political Considerations.” The list of considerations thus far con- 
sidered does not include what are commonly referred to as political 
considerations. Political considerations are always present. They consist 
primarily in their effects on the relative emphasis given to the various 
considerations already discussed, based on the probable attitude of 
people and policy makers toward such considerations. 

The task of translating the results of economic research into a tax 
program is not one to be undertaken lightly. It goes outside the field of 
economic science because it requires the forming of value judgments of 
the relative importance of many complex considerations. No two per- 
sons are likely to arrive at the same program. The merits of different 
programs will rest not only on the knowledge which the program maker 
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has of economic effects and of the intricacies of the tax laws but also on 
the quality of his judgment. 


III. Political Institutions and Forces in Tax Policy 


Having formulated a tax program, there remains the problem of se- 
curing the approval of the program by the makers of tax policy with the 
‘result that it is passed and placed in operation. 

The Machinery for Determining Tax Policy. The legislative, execu- 
tive, and judicial branches of government all play a role in tax policy. 
The role of the judiciary is largely a passive and negative one. It is the 
function of the judiciary to block legislation which appears too much 
in conflict with that long-run point of view which through the original 
document, amendments, and interpretation is embodied in the Consti- 
tution. The judiciary, moreover, is often called upon to determine what 
the legislative branch of government meant by what it said. 

The function of the executive branch in tax policy is to recommend 
and to approve. Its only real power is the power of the veto. This power 
has been used rarely in tax legislation. Tax bills ordinarily have many | 
_ parts—some good, some bad—and provisions often become law as part 
of such bills when they would be vetoed if they reached the executive in 
separate bills. 

Even the veto, of course, is not a final legislative instrument, since the 
legislative branch has the power to pass legislation over an executive 
veto. Generally speaking, the power of the executive in legislation is a 
reflection of the ability of the executive to influence the legislative 
branch. In taxation, this influence is chiefly apparent in the form of 
recommendations by the President, the Treasury, and other agencies of 
the executive branch, and by the veto. Less apparent and more intan- 
gible are the relations between members of the executive branch and 
members of the legislative branch. 

The executive branch of government is made up of numerous agen- 
cies, often with conflicting points of view. The problem of reaching a 
policy position on the part of the executive branch is somewhat simpli- 
fied by concentrating the principal interests in finance in a relatively 
small number of agencies. With respect to specific points, however, 
there may be substantially divergent views which must be harmonized, 
compromised, or chosen between. 

The legislative branch in our country operates through a bicameral 
legislature in which revenue legislation must originate with the House 
of Representatives. The Senate is helpless until some revenue measure 
comes along from the House, but from that point on it is under no inhi- 
bitions and can amend, add to, and subtract from tax measures with 
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The committee system has a notable effect on tax policy. With 25 
members on the Ways and Means Committee out of a membership of 
435, there can be no uniform representation of all the varied interests of 
the country. Disproportionate representation on committees is fre- 
quent, with some states or some areas or some industrial groups mucli 
more highly represented than others. This naturally has its effect on the 
tax policies adopted. 

The public hearings on taxation are open and largely unplanned hear- 
ings at which members of the public—for the most part representatives 
of organized groups—present their points of view, their arguments, and 
their facts. The testimony is of an ex parte character; there is no cross 
examination by expert counsel, no adequate testing of the validity of 
the arguments and facts presented. Moreover, there is no assurance that 
the interests of the more inarticulate members of the community will 
be represented. 

After the public hearings come the executive sessions at which the 
various problems are thrashed out and committee decisions reached. An 
important element in executive sessions is the specific case. That is, 
committee members appear to give careful consideration to the specific 
situations that are brought to their attention either through public hear- 
ings or through private representations of constituents. 

After executive sessions the committee reports a bill and accompanies 
the bill with a report explaining it and often defending the committee’s 
action. The committee reports are given considerable weight in courts 
of law and elsewhere as evidence of what the committee meant. In some 
cases this is entirely justified, but in other cases few members of the 
committee may be aware of the language used in the report. 

The floor debate in the House is ordinarily of relatively little signifi- 
cance in determining the complexion of the tax bill. It is very common 
to have a “closed rule” which permits debate but does not permit 
amendment, and which requires the acceptance or rejection of the bill 
in toto. Whether or not the rule will be “closed” depends on various fac- 
tors, and if there is a strong feeling on some issue the rule may not be 
closed as to that issue. Floor debate in the Senate is an important ele- 
ment in determining policy and many amendments are made on the 
floor. Indeed, Senate floor amendments are often added thick and fast 
and with little consideration. They are “taken to conference” where, 
presumably, the good will be sorted out. from the bad. In conference, 
however, they then become bargaining points for the bargaining process 
between the Senate conferees and the House conferees. Many “amend- 
ments” taken to conference with little Senate consideration wind up as 
part of the final law. 

The Congress is a deliberative body and the period of deliberating on 
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a tax bill is often extensive. Some bills are passed quickly. In 1939, 
_ when only minor issues were involved, and in the first Revenue Act of 
` - 1940 when a simple formula of tax increase was adopted, the bills were 
passed with a minimum of delay, in approximately one month. Speed. 
was achieved in 1939 in part because of the necessity of extending the 
life of the excise taxes which were about to expire. Where the issues are 
important, however, or where many minor issues must be considered, 
the tax bill may occupy many months. Thus consideration of the Reve- 
nue Act of 1938 was begun by a subcommittee of the Ways and Means 
Committee on November 4, 1937, and was finally passed in May of 
1938. Consideration of the bill imposing the excess profits tax was start- 
ed on August 9, 1940, and the bill was signed on October 8, 1940. The 
' Revenue Act of 1941 started on April 24, 1941, and was signed on Sep- 
tember 20, 1941. The Revenue Act of 1942 was started on March 3, 
1942, and was signed on October 21, 1942. The Current Tax Payment 
Act of 1943, which was commonly expected to be a simple little revision 
of the law, lasted from February 2, 1943, to June 9, 1943. Hearings on 
the Revenue Act of 1943 started October 4, 1943, and the bill was 
passed over the President’s veto February 25, 1944. 
An interesting element of the machinery for tax policy determination 
is the so-called “tax expert.” This term is an offensive one to the per- 
—sons thus designated. It is not an adequate word since it cannot be used 
in the first person with due modesty, while the honor which might at- 
tach to the designation is depreciated by the fact that it is not infre- 
' quently applied to the able and the incompetent alike. The termy is 
applied to technical tax specialists, principally lawyers, administrators, 
and economists, although it may apply to anyone who is accepted as 
having technical knowledge in taxation. At the present time the mem- 
- „bers of the Staff of the Joint Committee on Internal Revenue Taxation 
and of the Treasury staff, including the Bureau of Internal Revenue, 
are the principal although by no means the sole groups of governmental 
experts concerned with tax policy. The function of the experts is to . 
assist the policy makers in both legislative and executive branches with 
- facts, in a broad sense, and upon occasion with recommendations. It is 
useful, although by no means imperative, in securing policy approval of 
a tax proposal to have the support of the experts, preferably those of 
both the Joint Committee Staff and the Treasury. The function of the 
experts is important, but it must not be overstressed. Policy makers get 
along without the experts, often very well; and they have a habit, very 
annoying to the experts, of rejecting their suggestions, or, worst fate of 
all, forgetting the existence of the experts altogether when an important 
decision is to be made. There is a curious fallacy that lingers in some 
‘quarters—although hardly in Washington—to the effect that through 
the use of better tax experts the necessity for tax politics could be re- 
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moved and a fair, model system of taxation be developed and adopted. 
The analogy is sometimes used of the engineer who designs the best 
bridge to be built across a river. But the analogy is not complete. Before 
the engineer was ever called in, a decision had been reached to build 
the bridge and to build it at a particular point and not twenty miles up . 
or forty miles down the river. Cost had to be weighed against benefits. 
The engineer’s job was a relatively simple one because all of the basic 
conflicts and competing considerations had been resolved and a decision 
reached before his work began. 

Conflicting Interests. It is the conflicts of interests and the competing 
considerations that make political bodies necessary and that present to 
them their vital tasks of weighing, choosing, and compromising. Tax 
policy is essentially a political problem, in the best and broadest sense, 
because the dominant note is that of conflicting interests among taxpay- 
ers. This is not to say that there is no harmony of interest in tax policy. 
As in all human relations there are interests in taxation which coincide 
for substantially the whole population. 

The element of conflict in taxation is an expression of the conflict 
present in any distribution of the product of joint efforts. In whatever 
field of price one may look, one sees a conflict over that price, whether it 
be the price of the product, the price of raw materials, or the amounts 
of wages and other shares in distribution. Conflict is more important, 
however, in the case of taxation than in the bargains that determine the 
primary distribution of income. Most of the distributional prices grow 
out of direct bargaining between the buyer and the seller. The govern- 
ment is always in the background as an influence over the results of the 
bargain, but the ability of the bargainers to withhold what they have to 
sell or to withhold their purchases is the dominant element in the deter- 
mination of the price. Accordingly, the conflict is direct and the limits 
at any time are ordinarily narrow, since beyond a limited area there will 
be no purchase or sale and both parties will be injured. 

In taxation, however, although bargaining is present it is quite a 
different kind of bargain; it is a political bargain. The government is 
the sole agency in determining the original distribution of the tax bur- 
den although subsequent shifting takes place through the economic bar- 
gaining mechanism. No individual or group is in position to affect 
directly his original share of the tax burden by withholding goods or 
purchasing power from the market. If there is any withholding of 
goods or effort, it is spread over a long period and is general in charac- 
ter and not specifically directed against the tax. It is not of such a char- 
acter that it can immediately and clearly affect the outcome of the tax 
bargain. It must operate on tax policy through the political machinery. 
Moreover, the benefits which the individual receives from government 
do not depend on the amount he pays. So far as he is concerned the two 
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are unrelated. If through political action he can pass his share of tax 
burdens on to someone else, it is, within limits, all to his advantage. 
Under these circumstances it is not remarkable that tax policy gives rise 
to intense political strife. This strife might be reduced if people had a 
clearer understanding of their interests and those of others, but even 
then much basic conflict would remain. 

If people were all in exactly the same economic and geographical 
situation, the conflicts of taxation would be minor and would concern 
equality of administration rather than: legislative policy. Major con- 
flicts over tax policy arise primarily because persons are in different - 
economic positions or geographical jurisdictions. Among the differences 
in economic position are differences in the volume of income received, 
in the source of income, and in the disposition of income. Perhaps the 
most important difference is that based on the volume of wealth or 
income. Much of the controversy over the amount and nature of gov- 
ernmental expenditures arises from differences in wealth or income, 
while in the field of taxation proper the conflict is between regressive 
taxation and progressive taxation involving both forms of tax and 
rate structures. 

Differences in economic position due to the source of income may 
concern the ratio of income received to property owned. Thus a person 
may have income from property alone, from effort alone, or from var- 
ious proportions of property and effort. Differences are likewise present 
in the forms of property, especially between tangible and intangible 
property and also in the occupation and industry from which income is 
derived. Other differences concern the disposition of income between - 
saving and spending, among various kinds of investments, and among 
various types of expenditures. All of these and other differences give 
rise to conflicts over tax policy. 

Geographical differences, that is, differences in the political jurisdic- 
tions in which people live, also give rise to conflicts of interest in taxa- 
tion. Responsibility for financing the activities of government is divided 
among some 175,000 jurisdictions. All persons living within any one 
political jurisdiction have some interests in common which conflict with 
the interests of persons in other jurisdictions. 

Although no two people are likely to have the same economic and 
geographical position and interests except by accident, there are degrees 
of similarity and contrast. Since political power largely determines tax 
policies, persons with like interests tend to form groups for the more 
effective expression of their opinions. These groups have varying de- 
grees of effectiveness in dealing with the makers of tax policy but in 
general have a great advantage over persons not working through 
- groups. Unity and conflict of interests on a geographical basis are 
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formally recognized in the system of representative government. 

The spectacular nature of conflicting interests in taxation tends to 
obscure the existence of harmony of interests. Some harmonies are 
direct and obvious. For example, nearly every person prefers certainty 
in the amount of taxes that he must pay to uncertainty and confusion. 
Nearly everyone is benefited by low administrative costs of tax collec- 
tion and low compliance costs. Other harmonies underlie apparent con- 
flicts or at any rate set limits to the conflicts. For example, a high pro- 
tective tariff on manufactured products might so destroy the foreign 
markets of domestic farmers and diminish their purchasing power as to 
affect adversely the markets of manufacturers, with the result that 
manufacturers would really be better off with lower tariffs. In this case 
there is an area of conflict between farmers and manufacturers, but be- 
yond a certain point the conflict may be replaced by harmony. The 
status of one individual or group in the community may be improved as 
a result of improving the status of others. 

Another example of basic harmony is inherent in the concept of tax 
justice. Justice is a moral end or objective and its violation outrages the 
moral sense of people. Moreover, good will among various groups in 
society is necessary to the effective functioning of economic organiza- 
tion. Flagrant injustice in taxation destroys good will and leads to dis- 
ruptive antagonisms. Taxes imposed through the political power of one 
group might so destroy the good will of other groups that harm from ° 
the resulting non-co-operation would more than wipe out the advantage. 
In an orderly society some superficial advantages that an individual or 
a group might obtain by political force always must be sacrificed in or- 
der that there may be peaceful and orderly political, social, and eco- 
nomic relations through which greater advantage for all may be secured. 

Another kind of harmony is based on the interests which the members 
of a group seek not each for himself but each for the whole group. Such 
group loyalties or common interests usually arise when the group is in 
conflict or in competition with other groups, and they tend to disappear 
in the absence of such conflict or competition. For a nation as a whole 
unity in taxation is difficult to achieve even during time of war when 
national unity in general is much greater than before or after the war. 

In treatises on taxation the emphasis has been on harmony, or per- 
haps it would be more accurate to say that conflict in taxation has been 
either neglected or hidden from view and has not been given its share of 
emphasis. The reason for this relative emphasis on harmony may arise 
from a natural desire to express common interests rather than conflict- 
ing private interests, to emphasize those things in which we are united 
rather than those things in which we are at odds with each other. 

Tax conflict does not necessarily take the form of a direct clash be- 
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tween groups although this sometimes occurs. It is more likely to take 
the form of one group’s demanding that its taxes be lowered or not 
raised, as the case may be. It is often said by representatives of such a 
group that they have no desire to increase the tax burdens of any- 
one else. This is no doubt commonly true, but it is inevitable, neverthe- 
less, that the burdens of others will be raised to the extent that the bur- 
dens of the particular group are lowered. This conclusion rests on 
simple arithmetic, but if it were appreciated fully there would be many 
less cases of especially favorable treatment in the tax-laws. 

Frequently, in consideration of tax policy, it is necessary to contrast 
the “public interest” and some “private interest.” What may be called 
the public interest falls into two categories. There is, of course, the 
common interest reflecting those interests which all members of the 
community have in common. The other category is the public interest 
which emerges from a welter of conflicting private interests; very 
roughly, we may say it is the private interests of the majority. Unfortu- 
nately what the tax laws signify as being the public interest is not al- 
ways the private interest of the majority, but often the interest of only 
a small minority who happen to have the political power to force ac- 
ceptance of their private self-interests as the public interest. 

Inertia and Policy “Lag.” Another factor which has an important 
bearing on the making of tax policy is that changes, especially radical 
changes, from the existing tax system must overcome the strong mo- 
mentum of existing institutions and the inertia against formally chang- 
ing those institutions. Ordinarily it is difficult to get a new provision 
into the law; while a provision tends to stay in the law unless some 
important group makes a sustained effort to secure its repeal. Likewise 
it is easier to prevent a provision from being adopted than it is to have 
it repealed. People’s minds are not flexible where taxes are concerned. 
People like certainty and continuity. They do not want to spend any 
more of their time thinking about taxation than necessary. There is 
almost certain to be a considerable lag between the time a tax change 
is proposed and the time the public is prepared to adopt it. In general, 
it is probably true that the larger the body of people concerned, the 
greater this lag is likely to be. The mass movements which sometimes 
catch hold of public imagination and produce important changes cannot 
be created at will and are not likely to be repeated frequently. 


IV. Significance of the Policy-making Process 


It is thus a long route from the original idea arising from or developed 
by economic research and the final adoption of a tax program. Occa- 
sionally, an idea will catch the people’s imagination or so appeal to 
their pocketbooks that the route is quickly traversed. Other ideas take 
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longer, sometimes many years, to reach the goal of acceptance, and 
still others never get there at all. 

The extent to which the effective use of taxation as an instrument 
of fiscal policy is affected by the policy-making process should be in 
some measure predictable. The economist by broadening the scope of 
his research can largely ascertain what competing considerations are 
likely to arise and seek to reduce the issues to a minimum. He can at 
least assure himself that the tax incidence or effects which he desires can 
be fitted into a program with an over-all effect that is in the public 
interest. The economist can develop those aspects of his work which 
point to harmony of interests and to the reduction of the area of con- 
flict. He can quietly discard ideas which in their actual operation could 
give not the results he desires but rather results that he would be the 
first to condemn. In other words, he can adapt his proposals for using 
taxation to support economic policy to the realities of the process of 
making tax policy. 

Two examples may be of interest in this connection. An ingenious 
and far-reaching proposal is that for a “flexible” system of taxes under 
which rates would be raised or lowered from time to time as the situa- 
tion seemed to require. The fiscal advantage of increasing and decreas- 
ing tax rates according to economic needs and of relying on one form 
of tax at one time and on another form at another time would be very 
great indeed. The problem is to get legislative bodies and the taxpaying 
public to move with such agility as to keep abreast of the necessary 
changes. The designation of a small group to make the adjustment 
would be a very helpful step, although it would not eliminate the in- 
evitable political pressures that are now the chief stumbling block. 
There is at present little prospect, however, that Congress would grant 
to any administrative agency, or even to a committee of its own ap- 
pointment, the power to operate a flexible system of taxes. The deter- 
mination of tax rates has been perhaps the most universal prerogative 
of legislative bodies since the early struggles in England between the 
Parliament and the Crown. It is not likely that an English-speaking 
legislative body would even temporarily lend to others the exercise of 
this fundamental power. It certainly would not do so without a profound 
conviction of the necessity of the step; and that conviction does not now 
exist. For Congress itself to operate on the flexible basis would involve 
serious problems of getting Congressional attention and understanding 
„as well as of the time lag during consideration of the proposal. Since 
there are differences in interest and competing considerations on which 
members of Congress would have different value judgments, the pros- 
pects that flexibility can be made a practical reality are not bright at 
least for the near future. 
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It should be observed, moreover, that a substantial lag in the meas- 
ures taken under a flexible tax program might be more harmful than 
no effort to use such a program, since the result of delay might be that 
the intended measure would be put into effect at just the wrong time. 

Another example concerns the application of tax measures to ac- 
complish specific incentive results. In addition to difficulties, such 
measures involve dangers that the tax incentive will become :a special 
privilege yielding results far different from those intended. The self- 
interest of industry and subindustry groups would lead them to seek 
any special treatment which was offered to other industries, with the 
result, if past experience is any criterion, that political pressures might 
force the extension of the special treatment far beyond its useful 
bounds. Moreover, a tax incentive purposely creates a field of tax 
avoidance; this is the essence of the incentive. However, unless the 
field of avoidance is capable of being limited with great precision there 
may be other means of tax avoidance discovered in the normal course 
of business or worked out by clever tax practitioners which will lead 
not to the desired result but to some other result of no social value or 
even of social harm. It may be argued that the taxpayer’s interest in the 
broad results of the incentive will keep him from seeking such means 
of avoidance. This argument overlooks the fact that each taxpayer has 
his own narrow self-interest in saving taxes and that this may greatly 
transcend any small share he may have in the common interest which 
would be promoted by his doing what the incéntive was designed to 
encourage him to do. 

At the present stage in tax policy determination the best chance 
of success would seem to be for measures with the qualities of sim- 
plicity, stability, and universality: simplicity so that the Congress and 
the public will understand what they are doing and be in position to 
support it intelligently; stability or continuity for the same reason and 
so that people may plan with some assurance and that the continued 
anticipation of tax pressures may thus have a chance to affect action; 
universality to avoid the turning of tax incentives into special privileges. 
Devices that are intricate in character and call for frequent and well- 
timed adjustment may not be adapted to existing methods of formulat- 
ing tax policy. A very challenging opportunity presents itself, however, 
in the prospective redesign of a tax'system for the postwar period. 
Thoughtful people everywhere agree that neither the prewar nor the 
wartime system of taxation.will be acceptable for postwar conditions. 
Economic considerations are almost certain to play a large part in any 
changes that are made. The economic considerations which many far- 
seeing economists would like to see given major weight may not be 
the ones which will dominate postwar tax revisions. The conflict of 
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interests is too important for us to assume lightly that what economists 
will consider the public interest will necessarily be served. Nevertheless 
the volume of economic research related to taxes which is going on 
in governmental and private circles augurs well for a more careful con- 
sideration of and greater emphasis on economic effects in future tax 
revisions than in the past. 


V. Lines of Possible Improvement in Tax Policy Formulation 


Although the outlook for the application of economic research to 
tax policy along certain lines is thus by no means dark, it is not without 
its discouraging aspects. There are several lines of approach for im- 
proving the situation. Some of these are in the direction of changes in 
structure or procedure in the executive and legislative branches. Such 
changes would require a long period of study by competent adminis- 
trators and political scientists and accordingly no suggestions are made 
in this paper. 

There may be action in other directions which, over a period of time, 
might result in improvement in the formulation of tax policy. 

Reference has already been made to the great need for improving 
the body of basic facts and basic analyses concerning the effects of 
taxation on the economy. Although they do not take the place of policy 
determination, these facts and analyses are necessary if policy is to be 
intelligently formed. In at least some important, sectors of the tax 
field policy recommendations have outrun basic knowledge. In these 
sectors an ounce of fact is worth a bushel of opinions and recommenda- 
tions in the formulation of tax policy. A tentative suggestion—and 
I recognize the point to be a delicate one—is that in the long run tax 
policy would be improved if students of taxation were in less of a hurry 
to make policy recommendations. The pressures to make recommenda- 
tions are very great, even for those who have a strong desire and firm 
intention to study the economic operations and effects of taxes and to 
keep away from the policy level. The pressures arise from within as 
one sees apparently great evils that cry for correction. They arise from 
without because facts and analyses have little attraction for one’s em- 
ployers or the public or for policy makers who are themselves in a 
hurry and often cannot take the time to master facts or study analyses. 
Moreover, when policies must be made it is desirable to use the best 
available knowledge and opinion even though they are inadequate. 

Even so, a case can be made that if a specialization of effort were 
achieved under which able and nonpolitical scholars with a practical 
bent and an interest in taxation, whether in the universities, in endowed 
research organizations, or in the government, could forget for a while 
about what ought to be done and concentrate only on the facts and their 
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interrelations, there would gradually be developed a body of basic ma- 
terial that would command increasing confidence and make possible 
more intelligent consideration by policy makers of the conflicting 
interests and competing considerations which they must resolve. 

Along with this research should go a more widespread public dis- 
semination of tax information. There seems to be a firm belief by the 
people that they will never be able to understand taxes. Moreover, their 
problem is not clarified by the many conflicting programs which are 
pressed upon them, and the frequent wide divergence of opinions among 
economists has not helped the situation. 

Fortunately, not everyone has to be fully informed. We are an or- 
ganized people and rely largely on the leaders of our organizations. 
These leaders should absorb as much as possible of the type of infor- 
mation which will be forthcoming from economic research in taxation. 
Education of this kind will be helpful in distinguishing long-run in- 
terest from short-run interest and in recognizing private self-interest 
which poses as public interest. Such education is necessary also to lead 
to the broader harmony which underlies much of tax conflict and 
which, if promoted, may lead to unity rather than divergence of differ- 
ent groups. 

It is suggested that the encouragement of research and the education 
of the leaders of the community calls for the establishment of a journal 
of public finance, There is no journal devoted to the field of public 
finance and that field exclusively. Such a journal could make available 
to the public in relatively nontechnical form the results of research in 
taxation economics. Such a journal could also cut across the boundary 
lines between economics, political science, law, and administration. 
Most tax matters naturally cut across these lines. 

It is believed that such a journal should reduce to a minimum policy 
recommendations. Great care would have to be taken to see that it did 
not become a forum for special interests to urge policies which they de- 
sired. Perhaps holding down the policy aspects would make the journal 
less interesting, but it is believed it would make it more useful. 

With taxation and other aspects of public finance occupying the 
places they do today in American economic life, there should be a sub- 
stantial market for such a Journal. Moreover, for the experimental 
period it should be possible to find individuals or foundations who would 
not insist on a quick result for their money and who would not seek to 
` use the journal to sponsor their favorite ideas. 

There may be other better ways of achieving greater knowledge of the 
effects of taxation and greater dissemination of this knowledge. Cer- 
tainly some changes are needed. The most disquieting aspect of taxation 
is the dominating role of conflicting interests based too often on short- 
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sightedness.and ignorance. Conflict is inevitable and should be ac- 
cepted as a necessary and desirable part of the process of arriving at 
a tax policy which will be in the public interest. Nevertheless, conflicts 
have disturbing implications for our society. When conflicts disrupt the 
social and economic structure, society is likely to create artificially 
controlling forces and institutions and these may be very dangerous 
to a democratic way of life. Where the economic importance of taxation 
is as great as it has become, tax conflicts may cause tax policy to de- 
generate into a collection of myriad provisions conferring special privi- 
leges on numerous minority interests. 

The areas of harmony in taxation are almost certainly much greater 
than appears on casual examination: The principles of tax justice have 
contributed much of value by their emphasis on the general public in- 
terest in a just and fair distribution of tax burden. There is reason to 
believe that many of the recently developed ideas of economic promo- 
tion and control through taxation will likewise extend the area of har- 
mony and thus limit the area of conflict. Additional study to locate 
more clearly these areas and a wide dissemination of the results, espe- 
cially to the groups engaged in the conflict, may well be the most prac- 
ticable steps that can be taken to advance tax policy, and the most 
valuable ones from the long-run interest of the public. 


DISCUSSION 


WILLIAM ANDERSON: Dr. Blough says that economists used to look upon - 
taxation as a stepchild, a sort of annoyance that somehow did not fit properly 
into a text on economics. Still it had to be dealt with because, after all, there 
is taxation, and it upsets all neat attempts to determine economic costs and to 
calculate the distribution of wealth. This disturbing nuisance has the further 
demerit of being something legally compulsory, something that refuses to 
go up and down like costs and prices in the free give and take of the market. 

But if economists underestimated the importance of taxation for one set 
of reasons, political scientists in the United States have almost wholly ignored 
it. In their general courses they have dealt with constitutional law, govern- 
mental organization, political parties, governmental procedures and adminis- 
tration, and have almost entirely ignored the means by which government 
operates. Most of them have thought of taxation as primarily an economic 
question. This was a rather natural conclusion in view of the fact that 
when economics and political science separated out from moral philosophy 
into distinct and separate subjects, taxation usually fell to the economists 
to worry about. 

Thus it happens that the subject, although not entirely neglected, has fallen 
to a group of peripheral, if not marginal, scholars. Finding insufficient sym- 
pathy for their studies in taxation among political scientists and economists, 
they got what comfort they could by associating with tax administrators, 
tax commissioners, and other varieties of that reprehensible species of men 
called “politicians” and “public administrators.” Through sich organiza- 
tions as the National Tax Association and State Tax Conferences these 
unevenly matched forces met to bemoan the perversities of legislators who 
clung to the outworn property tax and the equally benighted activities of 
elected assessors who made bad laws worse by their archaic methods of ad- 
ministration. Sometimes in more hopeful mood, the scholars in taxation 
and the administrators drew up model tax systems, and hoped that some- 
body would do something about them. Ail things considered it was an 
unhappy scene and one that was not relieved by the rise of associations of 
taxpayers whose sole object was to cut the tax bill. 

Of course one difficulty in the field resulted from the splitting of public 
finance into several parts for separate treatment. While taxation fell mainly 
to a group of scholars in economics, budget making was taken up by stu- 
dents of political science and public administration, tax assessment and 
collection and treasury management received little attention anywhere, 
and fiscal policy was dealt with by a separate group in economics. 

When Dr. Blough began his paper on this note of the general neglect 
of taxation, I expected him to follow through with some pungent comments 
on the shortsightedness of economists and on the almost poetic nature of the 
revenge that modern taxation has taken upon them for this early neglect. 
Instead of this he proceeded to give a thorough analysis of the modern 
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problem of tax policy and an equally careful examination of the conditions 
under which tax policy is formed. 

I find myself in substantial agreement with most of what he said, and 
I must indeed express my admiration for the thorough way in which he 
has presented the subject. Much might be said in discussion of the sub- 
stance of his paper, but time will not permit it to be said here. Only a few 
comments are in order. 

The first significant fact is that the stone that was practically rejected by 
the builders has become almost, if not in full fact, the head of the corner. 
Taxation, which was once a sort of minor annoyance, has now become a major 
factor in the distribution of wealth and a major instrument of governmental 
policy. Political scientists, as well as economists, now neglect the subject 
at their own peril. 

It remains now to be seen whether both economics and political science are 
going to rush in to claim the once neglected child as their own or whether they 
can work out together some joint method to bring it up in the way that it 
should go. The whole field of public finance presents economists and political 
scientists with one of the best opportunities for fruitful collaboration in 
scientific work. 

With this in mind I am impelled to make this further comment on Dr. 
Blough’s paper. Throughout it there runs an assumption that economics and 
politics are two entirely different things; thus economic purposes and political 
purposes ate set down as being different and opposed. Indeed some purposes 
are designated as “purely political.” This I do not understand. The effects of 
taxation are also designated as economic, as distinguished from political. 
Indeed tax policy is somehow assumed to be different from economic policy. 
This reasoning, it seems to me, is open to objection, as presenting an unreal 
opposition or dichotomy. i 

The several dichotomies presented do not exist in fact. Such a thing as 
pure politics (even in the derogatory sense in which the word is sometimes 
used, meaning, really, impure politics) cannot be found. Economics is a 
method and a point of view for the examination of social phenomena. Politics 
or political science is a somewhat different method or point of view. But the 
phenomena studied are all social phenomena. Public policy and public activi- 
ties, as well as business activities, are something general that can be ex- 
amined from various points of view, such as the economic, the political, the 
religious, or the psychological, for example. But the fact that the disciplines 
that study these phenomena are distinctive, and that they take different 
points of view, does not in fact make the phenomena different or separate. 

In assuming this opposition or separation between economics and politics, 
Dr. Blough seems to have in mind something like the difference suggested 
by John N. Keynes (the elder). In his work on The Scope and Method of 
Political Economy, Mr. Keynes defined political economy as a social science 
as distinguished from a political. science. Somehow social phenomena are sup- 
posed to take place under conditions of free choice and free contract, whereas 
in political matters there is the element called “coercion” or “authority.” 
Professor P. Sargent Florence in his work on The Statistical Method in 
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Economics and Political Science speaks of economic activities as being im- 
pelled and political activities as being compelled. Here the distinction seems 
to be much the same. Ncw the fact of the matter is that much of the work 
of government is not that of coercing or compelling people to do things, but 
is rather that of persuading and educating them to certain lines of action 
and even of serving them in a multitude of noncoercive ways. On the other 
hand in the realm of business where free contract and free choice are sup- 
posed to prevail, there are also many cases of actual compulsion or coercion. 
But whatever can be said of this distinction between economics and politics 
in general, in the field of taxation the distinction does not exist at all. Taxa- 
tion is by definition a coercive power of government, and economists should 
deal with it as it is. But while taxation is in the legal sense compulsory, in 
fact most people pay their taxes without any coercion whatever. Thus we are 
brought back to the fact that taxation as such’must be studied from both the 
coercive and noncoercive viewpoints, and indeed from various other angles 
and vantage points as well. It is the almost perfect example of a subject 
that needs to be dealt with jointly by economists and political scientists. 


WALTER S. SALANT: From the impassive tone and objectivity of Mr. 
Blough’s paper you would not have suspected, I am sure, that you were 
listening to the “Voice of Experience.” Mr. Blough has held the hands of the 
Ways and Means Committee and the Senate Finance Committee all through 
the Revenue Acts of 1941 and 1942, the Current Tax Payment Act of 1943, 
and the revenue bill now being considered. A man who has held the Com- 
mittee’s hands in the past few years, even if sometimes firmly in self-defense, 
and who can still do as much justice to the question of the constitutionality 
of a proposal as he does to the questions of conflicting interests or political 
considerations is a man indeed. 

Yet I think I detect some scars of battle—-perhaps a nostalgia for the quiet 
calm of pure research—in the suggestion that tax policy might be improved 
in the long run if students of taxation were in less of a hurry to make recom- 
mendations. I am of the opinion that economists can and should make their 
views known where there is substantial agreement among them and that they 
should do so in an organized and vigorous, in fact vociferous, way—of course 
confining themselves to the field within which they are competent to speak. 
And they ought to make efforts among themselves to analyze public economic 
questions down to the paint at which they can say, “Here we agree; here we 
agree to disagree; and here we have insufficient information to be certain.” 

The first thing that the economist can do is to make sure that the broad 
background of facts is well known. This point may appear so obvious as not 
to be worth mentioning, but its force cannot really be appreciated until one 
finds out by hard experience that many of the people concerned with legisla- 
tion have not the wildest idea of relative economic magnitudes. 

You will remember that in the discussions in the late thirties of business 
recovery it was generally taken for granted that private business capital ex- 
penditures had not recovered and that business was on the whole unprofitable. 
How many legislators, with eyes firmly fixed on statistics of security issues, 
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knew that manufacturing and mining capital expenditures in 1937 were about 
as high as they were in 1928? How many knew that during the twenties busi- 
ness capital expenditures constituted only about half of total private capital 
expenditures and that the lag in the recovery of private capital expenditures in 
1936 and 1937 lay not in the fields covered by the term general business but in 
the fields of residential and commercial construction, public utilities and state 
and local construction? How many legislators knew that corporate profits in 
manufacturing, mining, and trade in 1936 and 1937 were not far from the 
levels of the middle twenties in dollars, despite the fact that prices were lower 
in 1936 and 1937? How many knew that the failure of profits to recover to 
the levels of the middle twenties was highly concentrated in the field of finance, 
railroads, and service industries and did not characterize “business in general.” 

Many recent examples are provided by the controversies over price control. 
When the Master of the National Grange testified that farm labor costs, which 
have risen sharply, constitute one-third of farming costs, who on the Senate 
Committee questioned him to give details or asked what the relation of total 
farming costs to gross farm income was? The fact is that in 1943 hired farm 
labor costs totaled 2 billion dollars, total farming costs 10 billions, and gross 
farm income 23 billions. 

At the analytical level as well, economists can agree on a sufficient number 
of things to speak their minds. Consider the matter of conflicts of Interest. 
Many apparent conflicts of interest are exaggerated, and the economist has a 
duty to make that clear. For example, if a given amount of taxes is to be raised 
in a period of unemployment, it is not, speaking generally, to the interest of 
people in high tax brackets that this money should be raised from people in 
low brackets, because the secondary effects of so raising it upon the total level 
of income are injurious to the high income receivers as well as the low income 
receivers. Or, to put it more generally, the fights over taxation are usually 
assumed to be concerned with distribution of a fixed product. It must be made 
clear that this assumption is not justified; taxation affects the size of the 
product. 

Consider another example. Senator Tydings and Congressman Disney have 
proposed a constitutional amendment which would provide that, except in 
time of war, Congress could not appropriate funds by less than a three-fifths 
majority from each house, unless at the same time levying taxes sufficient to 
cover the appropriation. Certainly economists will agree by this time that 
such a proposal has not the slightest basis in economics. Why make the relation 
between the additional expenditure and the additional taxation a 1 to 1 ratio? 
So far as economic rationality is concerned, why not a ratio of 1 to 2, 1 to 5, or 
1 to one-tenth? 

Even where there is no agreement among economists as to what the results 
of a particular measure would be, that fact is itself important. If the area of 
agreement and the areas of disagreement or uncertainty are made clear, atten- 
tion can perhaps be focused on the questions that still remain unanswered. 

An example is provided by one of the questions that will occupy an im- 
portant place in discussions of postwar tax policy; namely, remission of taxa- 
tion as an incentive to capital expenditures. Economists can certainly agree 
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that a mere reduction of tax rates which is not conditional on-the making of 
capital expenditures would be a far less effective stimulus than one which is 
conditional upon such spending. If a corporation will get the benefit of lower 
tax ‘rates whether it makes the expenditure or not, it clearly has no special 
incentive to make it. A policy of. remitting taxes without attaching conditions 
would not be a policy of incentive but merely one of hope. Similarly it should 
be more generally understood that while corporate taxation reduces the net 
return from a successful capital expenditure, it likewise reduces the net cost of 
the outlay to the corporation. It is, in fact, far from clear what net effect the 
high level of tax rates has upon capital expenditures. 

I suspect that when we examine the magnitudes of the postwar employment 
problem we will come to the conclusion that far too much importance is being 
attached to tax remission and that it will contribute little to the maintenance 
of high levels of activity. I do not imply that the matter does not deserve at- 
tention. On the contrary, so long as there is any chance that it will help— 
even a little bit—we must give it attention, because the economy is going to 
need every stimulus it can get. 

Rather my point is that economists should not let the public be fooled into 
believing that tax remissions are sure to do much good, much less into believ- 
ing that if we set up such a system of tax “incentives” the employment prob- 
lem will take care of itself. I feel certain that the contribution that we can 
expect from any seriously considered system of incentives is small in relation to 
the magnitude of our postwar employment problem. In fact, even if we have 
a federal budget of double the prewar level and, in addition, if we stop coliect- 
ing federal taxes altogether, we might very well still have millions unemployed. 

I do not delude myself with the idea.that economists can exert a decisive 
influence over the course of policy or, for that matter, that they should. But in 
my opinion they can exert considerable influence and should seek to do so. 
Even though legislators may not be motivated very much by economic argu- 
ments, they certainly use them, if only to furnish a front of respectability in 
public discussion. This is well illustrated in the current discussion over the 
subsidy issue where it is argued, for example, that the holding down of prices - 
is inflationary. This and other arguments are dressed up in the language of 
economics and thereby impress some laymen. If the economist can do nothing 
else, he can at least expose the false front and, by eliminating the respectability 
that this front gives to arguments that are motivated by other reasons, ne can 
force the real reasons into the open. 


REVISING THE POSTWAR FEDERAL TAX SYSTEM?’ 
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At the close of present hostilities, the objectives of taxation will be 
more complex and more ambitious than they were after the last war. 
During the thirties we began the practice of viewing most specific 
economic measures to ascertain their over-all economic effects. This was 
not new, perhaps, except in degree, but the change in degree was _ 
revolutionary. At least this was the case with taxation, which was ele- 
vated from a mere government “meal ticket” to an instrument of grand 
economic strategy. Even though conditions after the war may not re- 
semble those of the thirties, taxation is likely to retain its new sphere 
of interest. Intense concern for employment opportunity has been main- 
tained during the prosperous forties, when, in spite of manpower short- 
ages, apprehension has continued as to how and where men employed 
in the armed forces and in the war industries would find jobs after the 
_ war. From now on, each component of the tax system is likely to be 
called before the bar of public opinion and asked the question: “Do 
you seriously impede enterprise, employment, and production?” If the 
answer is affirmative, and if there are alternatives that do not offend 
in this manner, the tax will probably be selected for discard. 

In emphasizing the new broader interests in taxation, the older and 
equally important objectives should not be neglected. Certainly no one 
can or should be allowed to forget, after this war, that one of the tests 
of a good tax system is its adequacy of yield. In this connection we 
should recall the ten years of federal deficits preceding the war and 
the new responsibilities growing out of our recent international ex- 
periences. The interest in fairness or equity or less inequality in the 
distribution of income also continues to be a very lively one. The war 
raised sharply the issue of whether there should not be an income 
_ ceiling, and, while the proponents of this idea were not successful even 
in wartime, it is not likely that the suggestion will be forgotten. 

Most people are agreed that the tax system will have an important 
bearing on our postwar national income. They differ radically, however, 
as to what kind of a system might be conducive to high levels of em- 
ployment. Some hold that an inadequately distributed purchasing power 
and a tendency toward oversaving are the limiting factors in produc- 
tion. They usually conclude that if the taxes on large individual in- 
comes, inheritances, and corporate savings could be kept or pushed 


i Parts of this paper are a condensation of a forthcoming report for the Committee for 
Economic Development, to be published in 1944 by the McGraw-Hill Book Company. 
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high enough, the consumption to sustain large output would readily 
be forthcoming. On this theory, taxation should be used to create a large 
redistribution of wealth and income. Others take the view that the 
incentives to invest, to risk, and to expand are the limiting factors in 
national income and full employment. On this theory, the economy is 
threatened by taxes which attack these incentives. 

It is perhaps possible to hold a middle ground between these two 
viewpoints. Certainly we shall need a postwar market for consumers 
goods much larger than that which has hitherto prevailed. This renders 
suspect taxes which impinge heavily upon the propensity or ability to 
‘consume. On the other hand, our experience during the thirties indi- 
cates that solicitude for the market for consumers goods is not enough; 
we must have a lively interest and a substantial outlay in new invest- 
ment and new enterprise. Taxation must not destroy the interest of in- 
vestors and entrepreneurs in projects that look to the future. 

During recent years much has been heard about incentive taxation. 
This term is used to describe a variety of ideas and proposals, most 
of which call for preferred treatment of business income or for rewards 
and penalties deemed appropriate to stimulate output. Many of these 
ideas and proposals developed from the hard experiences of the thirties 
—a period characterized by a keen sense of insecurity and a great 
(sometimes almost pathological) tax-consciousness. These proposals 
sought to solve the economic problem through the tax mechanism. Taxes 
on idle capacity and hoarding were recommended to replace those on 
production and investment. Tax concessions for “giving employment” 
—that is, taking on an extra man—were proposed and one such scheme 
was tried out unsuccessfully in Germany. Of course, it is quite one thing 
to set up a tax system that will conserve the initiative generated by the 
economic system and another to devise a scheme of levies which will 
itself generate initiative. The right kind of an economy, with the right 
kind and degree of governmental policing, should provide its own in- 
centives. If it does not do so, something in the mechanism is out of gear 
and the proper procedure is to find the cause of the trouble and correct 
it. Moreover, it is doubtful if taxes on idle money and capacity can take 
the place of the business confidence that normally keeps the economy 
dynamic. Very probably the best form of “incentive taxation” is a 
sensible and well-balanced tax system.” 

Modifications in federal taxation to meet postwar needs should work 
toward a system without duplication of taxes, moderate as to degree, 
universal in application, and free from special privileges. The empha- 
sis should be placed on a direct personal tax to be measured by all in- 
come and to be paid by a large majority of American families. 


* This expresses no opposition to experience rating in unemployment compensation. Here 
the attempt is made to reduce or wisely distribute a specific cost of, production. 
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Approaching the problem of needed modifications in postwar taxa- 
tion more specifically, one may give first attention to the heavy business 
taxes that have come to feature our system. The heaviest and most 
productive of these taxes at the present time is the excess profits tax. 
Concerning the justifications of this tax under the extraordinary condi- 
tions that prevail during a total war, nothing need be said. The peace- 
time application of the tax is our present concern. It may be argued 
that the tax should be retained because it affords a means of recapturing 
the excessive earnings of monopolistic business. But no means exist 
for distinguishing earnings that are the result of monopoly from those 
which are the rewards of superior efficiency and successful risk-taking. 
It will be far more important, after the war, to prevent monopoly and 
the restriction of output that usually attends it than to recover for gov- 
ernment a share in the booty. Prevention in this case is not a task for 
the taxing power but one for the police power. Everyone knows that the 
excess profits tax sets a new high in complication, administrative dif- 
ficulty, and compliance cost. In reformulating the postwar tax system, 
the excess profits tax should be eliminated. 

The declared-value excess profits tax, still hanging over from the 
Industrial Recovery Act of prewar days, warrants and has even fewer 
friends than the war excess profits tax and should certainly not survive 
the latter. 

The postwar business tax problem of greatest importance concerns 
the corporate income tax. Historically, the corporate and personal 
income taxes were designed as an integrated system. This accounts for 
the origin of the so-called “normal” tax, which was set at the same level 
as the levy on corporations. Dividends were exempt from the normal 
tax and thus double taxation was avoided. Gradually, in the early 
twenties, the two taxes parted company; their rates moved in opposite 
directions, and the corporate rate grew until it was several times that 
of the normal tax. To make the divorce complete, dividends, in 1936, 
were made subject to the normal tax. What had once amounted to a 
withholding levy had now become a full-fledged business tax. 

In its incidence and effects, the prewar business tax system left much 
to be desired. While one should not make very positive assertions about 
the incidence of any tax—and certainly not about that of the corporate 
income tax—it can be said with assurance that the tax cannot rest with 
the corporation. It is not possible for inanimate objects or inanimate 
creatures of the law to bear taxes. There are reports about horses being 
on public pay rolls and dogs inheriting fortunes. But there are no such 
stories about corporations paying taxes because, in the last analysis, this 
cannot happen. The taxes come out of somebody with whom the cor- 
poration does business; it might be the stockholder, it might be the 
customer, it might be the wage earner. The consensus of theoreticians 
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and businessmen holds that most of the tax is ultimately paid by the 
stockholder, but there is an important minority who insist that a cor- 
porate income tax is but a “sales tax in disguise” and is borne by the 
consumer. The occasion is not propitious for a discussion of incidence 
theory, but it is in order to observe that the tax does not make much 
sense, whatever view is accepted. If the burden is on the stockholder, 
it means doubling up with the personal tax; and if the burden is on the 
consumer, it means a haphazard kind of consumption tax. If what is 
desired in a business tax is a levy that can surely be passed on to the 
consumer, a tax based on gross income or “value added” would serve 
better than a net income tax. Best of all in this respect would be a 
retail sales tax. But why pick on the consumer? 

As to the effects of the corporate tax: First, it discriminates between 
stock and bond financing and encourages debt. With a 40 per cent 
corporate tax, every dollar earned for the bondholder is worth a dollar, 
but every dollar earned for the stockholder is worth only sixty cents. 
Bond financing may have a proper place in business financing though : 
many are skeptical about this, for one reason because long-run dollar > 
contracts involve speculation on the purchasing power of money. More 
important still is the fact that bond financing involves a high fixed 
charge which constitutes an element of insecurity for business. At least 
one can say that there is certainly no good reason why the tax system 
should favor bond financing. The SEC and state utility commissions 
constantly discourage bond financing but they are contradicted by a 
tax system that has exactly opposite bias. 

The double tax on profits is bad for incentives. It is true that profits 
are often concentrated in the upper brackets of income. Here they take 
the brunt of the progressive scale of the personal tax. This may be 
justified in the interest of reduced inequality, but what justification can 
there be for a double tax in addition? 

_ Corporate taxes are at best a crude way of collecting from individ- 
uals. They make no distinction between the poor widow, whose small 

dividends constitute her only pittance, and the affluent millionaire 

stockholder, who could live ‘excellently on 1 per cent of his receipts. 

The author is familiar with the contention that corporations receive 
governmental benefits and privileges for which they should pay and that 
it is unrealistic to identify these entities with their stockholders. This 
approach to the problem of business taxation seems of far less impor- 
. tance than the analysis of incidence and effects. The benefits of gov- 
ernment are not apportionable with any degree of precision. Who knows 
what his pro rata share of the benefits from a battleship may be? How 
can thesé benefits be apportioned among corporations or between them 
and their customers and wage earners? Moreover, it is not at all clear 
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that we should distribute federal taxes according to benefits even if we 
could. In the last analysis, all taxes come out of the income or capital 
(actual or potential) of individuals. Will division among individuals 
be more equitable or otherwise more desirable because business taxes 
are levied? This is the important question, and, in searching for the 
answer, one gets little guidance from any consideration of benefits. 

It is contended that to treat a corporation like an association of 
stockholders ignors the corporate entity and is unrealistic in our modern 
era. This issue had better be decided by a comparison of the incidence 
and effects of the alternative procedures. As previously suggested, the 
incidence and effects attending the separate-entity treatment are such as 
to make it vulnerable to attack. The association-of-stockholders treat- 
ment rests on the same solid foundation as the personal income tax. 

Corporations do receive a special privilege in the grant of the right 
to operate as limited liability associations, and this is the basis of many 
franchise taxes which confuse and complicate the tax systems of many 
units of government. Under modern general incorporation laws, how- 
ever, this privilege is available for the asking. If competition were effec- 
tive, the value of this privilege would be reduced to zero. It is true that 
competition is not that efficient, but corporate taxes make no pre- 
tense of measuring the results of monopolistic practices. That there is 
some value to the privilege of incorporation may be conceded, but what 
this value may be in any given case is entirely a matter of guesswork. 
Moreover, the states, not the federal government, grant most cor- 
porations their franchises. 

The conclusion might seem to be that the corporate tax, like the excess 
profits tax, adds nothing of value to the tax system and had better be 
discarded. However, we have yet to reckon with undistributed profits. 
The corporation can be used as a savings bank for private individuals. 
It almost inevitably is used as a means through which a large part of 
the flow of income reaches individuals, if at all, many years after it is 
earned. This is not to say that corporate reinvestment is a bad means of 
corporate expansion. On the contrary, it is one of the most economical 
means by which corporations—particularly small corporations—get the 
sinews of growth. But a personal tax system that ignores reinvested 
corporate earnings is omitting from its base a. large part of what the 
nation earns and saves. Either the personal tax system will be extended 
to reach this income or we shall continue to have independent corporate 
taxes. 

An undistributed profits tax was tried in 1936 but it proved so un- 
popular that it lasted only three years. This “noble experiment” was ill- 
conceived and ill-executed from almost any point of view. Particularly 
resented were the facts that the tax doubled and redoubled existing 
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taxes, that it exerted very strong pressure to declare all earnings out 
as dividends, and that its impact was especially hard on small com- 
panies who rely heavily on earnings for new equity capital. 

One solution of the problem—and one that has a great deal to recom- 
mend it—is that of treating corporations like partnerships and assessing 
individual stockholders on their pro rata shares of corporate earnings, 
whether or not distributed. This procedure would, in my judgment, 
be a big improvement over either our present double-decker system or 
the undistributed profits tax of 1936. 

But there are important objections to the proposal, of which we may 
mention and briefly discuss two. The first is that income in the hands 
of the corporation is not available to the stockholder for taxes or for 
any other purpose. Of course, the stockholder does acquire economic 
power when the corporation earns money. But the power is not in 
available form. By long-standing custom, the corporation is regarded 
as one entity and the stockholders as another, and, while the two are 
closely related, they are certainly not one and the same. 

Some students have attempted to solve the problem presented above 
by allowing or requiring corporations to issue taxable securities to 
cover pro rata shares of undistributed earnings. But even if the legal 
question here involved be waived, the proposal presents no simple solu- 
tion. Its purpose is to permit the stockholder to realize cash (by the 
sale of his new security}, or to increase his equity in the company 
(meeting his tax from other resources), at his option. Some weight 
should be given to the objection that “capital structures of corpora- 
tions should not be controlled by tax avoidance considerations.” But 
more important are the mechanical and valuation problems involved. 
For instance, how would it be possible to capitalize small reinvestments 
and make proper allotment to small stockholders? How treat the case of | 
the corporation that has current income to reinvest but has an ac- 
cumulated deficit from past operations? Should the value of securities 
accepted for tax purposes be the proportionate share of earnings pres- 
ently added to surplus or the market value of stocks distributed? The 
last word on the paper distribution of reinvested earnings has not been 
written, but, until better techniques are available, it must be concluded 
that the use of this device dces not provide an adequate solution of 
the problems of “partnership procedure.” 

The second difficulty with the pro rata share method is that it 
would be troublesome to administer, especially in the case of large com- 
panies. To trace earnings among many types of securities and through 
several layers of holding companies, as would be necessary in some 
instances, would be a fairly involved process. Actually, under modern 
corporation law the right of the stockholder to a fixed place in the 
capital structure of the corporation is not absolute, and a pattern of 
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hypothetical distribution, now announced, might later not be followed. 
A change in corporate income by audit would mean changing the in- 
come status of thousands, and, in some cases, hundreds of thousands, 
of stockholders all over the country. 

If the pro rata share solution were accepted, it would probably be 
desirable to confine it to small corporations and to tax the large ones 
on undistributed profits. (It must not be forgotten that of four to five 
hundred thousand corporations, only a few thousand are large institu- 
tions with long lists of stockholders scattered all over the country. For 
smaller companies, the partnership method would present no great 
administrative or other difficulties.) But a revival of an undistributed 
profits tax as such would be about as popular as a revival of prohibition. 
Nevertheless, the partnership method has substantial merit: it is the 
most direct, simple, straightforward means of integrating corporate and 
personal incomes for taxation purposes. It should be seriously con- 
sidered as a prospective solution of a difficult problem in postwar revi- 
sion of the tax system. 

Another proposal for dealing with undistributed income without a 
corporate tax is to rely on the taxation of capital gains under the per- 
sonal income tax to reach such receipts. 

At present, undistributed profits are taxed once to the corporation 
through the general corporate income tax and once to the stockholder 
through the personal tax when capital gains are realized. However, 
the personal tax does not apply fully to capital gains. To make the 
capital gains tax fully effective, the following changes would be re- 
quired: ceiling rate and other special rate provisions would have to be 
removed; limitations on deductions of capital losses would have to be 
lifted; and gains and losses on transfer by gift and at the death of the 
taxpayer would have to be made taxable. Were the corporate tax re- 
moved from the picture and were capital gains made fully taxable, 
undistributed earnings would eventually be subject to the personal 
tax completely and to it only. 

This proposal makes a large concession to reinvested earnings 
through the delay involved in applying the tax system to such receipts. 
There is no big difference between receiving a $100 check and investing 
it in corporation stock, on the one hand, and having the corporation 
do this as one’s agent, on the other. It is undoubtedly impossible to 
treat accrued economic power on a par with that which is “realized,” 
but the difference should be minimized rather than magnified. Moreover, 
the taxation of capital gains has proved one of the most difficult, con- 
troversial, and unsatisfactory experiences in American income tax 
history and to throw the whole issue of undistributed earnings into this 
basket would probably mean confusion worse confounded. 

A proposal involving less deviation from present methods, and one 
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that will probably be more acceptable in the postwar era, is to follow 
the lead of the British and use the corporate tax as a withholding levy 
on dividends distributed out of current earnings and an advance pay- 
ment on reinvested earnings. The corporate tax rate would correspond 
to the standard or an intermediate rate applied to individuals. The 
stockholder would be credited in full for the tax paid by the corpora- 
tion and might be entitled to a refund for overpayment. The corpora- 
tion would pay the same tax on reinvested as on distributed earnings, 
and, in the former case, the credit to the stockholder would be made 
at the time of a subsequent distribution or when the stockholder realized 
a capital gain.’ Thus corporations would continue to pay a: business 
tax in form and these business entities would continue to serve as ac- 
counting and collection agents for the government. But there would 
be no duplication of taxes. Reinvested earnings would be held for some 
current tax accountability but there would be no pressure from the 
tax system against the retention of earnings. 

More specifically, this proposed combination of withholding and ad- 
vance payment on retained income would operate as follows: Assume 
that the low-bracket personal tax rate is 20 per cent. Corporation A 
earns one million dollars in a given year, its income being reckoned as 
at present. On this it pays a tax of $200,000. Half of its remaining in- 
come is distributed and on this the corporation levy is treated in all 
respects like a withholding tax; no further obligations are due unless 
taxpayers are in the higher brackets of income and have surtaxes to 
pay. In the case of taxpayers with low incomes and many dependents, 
refunds may be due. For purposes of calculating the base of the per- 
sonal tax, the withheld tax on dividends is added to the dividends re- 
ceived. On the $400,000 retained by the corporation, the tax is paid in 
advance of distribution and the credit does not apply until the dis- 
tribution occurs (through delayed dividends or capital gains realized 
by sale, gift, or death transfer of securities). 

The above system is far frorn perfect as an integration device and it 
involves plenty of administrative difficulties of its own, particularly in 
crediting the withheld tax in case of delayed dividends and realized 
capital gains. The problem to be solved here is one of the toughest in 
the tax system and there are no simple and easy solutions. The with- 
holding-advance-payment system seems as fair and otherwise desirable 
a compromise of the interests involved as is likely to be achieved. 

The corporate tax has been very productive of revenue, but an inte- 
gration of corporate and personal taxes would not leave an insuperable 
replacement problem. It would collect a considerable sum from cor- 
porations themselves and would add to the base of the individual tax 


3 As to the capital gain, this is a suggested departure from the British practice. 


IMPLEMENTAL ASPECTS OF PUBLIC FINANCE 35 


through a substantial increase in dividends. There are precedents for 
such procedure both in British practice and, to some degree, in earlier 
American practice. To avoid precipitous adjustments, the change could 
be made in two or more steps. 

The proposal to integrate the corporate and personal taxes by the 
elimination of duplication between them can be viewed as the elimina- 
tion of the corporate tax except as to form. But it can also be viewed as 
a reduction in the personal tax to the extent of the overlap. If taxation 
is a drag upon investment—a view very widely held—this relief at both 
ends of equity security ownership should remove the impediment. Or, . 
approaching the problem from another angle, it can be said that the 
elimination of this duplication in corporate and personal taxes would 
result in a reduction of prices, or an increase in the peacetime rate of 
corporate profits, or both. Any of these effects would encourage ex- 
pansion of investment, output, and employment. 

It is concluded that we should make every effort to integrate suc- 
cessfully the corporate and personal income taxes. No modification of 
the tax system is more important and none rests on firmer ground. 

The integration proposal is based on the conviction that the personal 
income tax should become the mainstay of federal revenues in the post- 
war period. If this is to be true, we must contemplate a personal tax 
with a broad base and a high standard rate. Our present terms of the 
tax, particularly the exemptions and standard rates, are little, if any, 
more severe than were needed before the war. By the same token, they 
are too generous for the present emergency. The prewar situation, in 
which only about four million taxpayers paid direct taxes to the federal 
government, was little short of scandalous. The average citizen is begin- 
ning to appreciate that it is better to pay some taxes and have a job 
than to pay no taxes and be without a job. Both for revenue and for 
morale, the direct tax load of the future must be very widely shared. 

The upper end of the income tax schedule is intemperately severe, at 
least for peacetime application, and should be scaled down a quarter or 
a third, or the higher rates should be confined to levels of income where 
relatively small amounts of potential investment capital exist. A 90 
per cent tax reduces a 20 per cent yield to 2 per cent after taxes—a 
return insufficient to justify much risk-taking. It is sounder to plug 
loopholes than to insist on intemperate rates of tax. On the other hand, 
some restraint in the reduction of surtaxes is warranted by concern for 
the maintenance of a high standard rate and because of the interest in 
preventing undue concentration of wealth and income. Some strength- 
ening of death taxes—where the incentives are less important—might 
compensate for a one-sided reduction of income tax rates. 

The income tax should apply universally to all income, regardless of 
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source, and exceptions to this rule should be kept to the barest mini- 
mum. The tax-exempt securities’ refuge is one of the most conspicuous 


- .of these exceptions and should be one of the first to go. In addition to 


violating the universality rule, just stated, tax-exempt securities offer a 
special and highly unstrategic advantage to the most riskless of invest- _ 
ments. Capital gains are entitled to special consideration for the time 
_élement in their accrual and because some of them represent reinvested 
earnings previously taxed. If allowance is made for these special char- 
acteristics and the surtaxes are reduced to reasonable levels, these 
sources of income should come under the universality rule-and be sub- 
jected to the same rate of tax as other income. By the same token, 
capital losses should be deductible against any positive income. A 
plausible case can be made for the segregation of losses and for con- 
fining their deductibility to capital gains. But this type of one-way 
tule sacrifices taxpayer good will and involves inequities that are more 
important than any compensating advantages. The notion that capital . 
- gains do not constitute genuine income will not stand rigorous analysis. 
Income tax administration should be substantially strengthened. 
Thus far government investment in this important field has been con- 
fined largely to spots where a large return could be reaped for each 
dollar of outlay. The dollar that is spent for income tax policing is 
necessary even though it brings in no direct return. We all know what 
happened when the American states entrusted administration of the 
intangibles property tax “to the honor of the individual.” Much income 
that is taxable by the federal government is subject to no objective 
checks whatever. Not all this income can be checked, but there are 
ways and means of checking a much larger portion than is now covered. 
The direct gains in morale and the indirect gains in receipts are the cri- 
teria for the success of such a program. 
As previously stated, the program here presented contemplates the 
personal income tax as the mainstay of federal revenues. Some may 
prefer less emphasis upon a personal tax, hoping to witness the develop- 
ment of a federal general sales tax in the postwar period. I doubt the 
advisability of such a development. The states, with their more limited - 
financial resources, have already employed this source and may employ 
it further. At any rate, their taxes are dominantly regressive. The fed- 
eral government, with its greater financial powers, should stay out of 
this field. In addition to the point of equity raised against sales taxes, 
.there is the fact that these indirect levies avoid the personal discipline 
which is conducive to governmental economy. Mr. Townsend knew 
what he was about when he proposed to float a fabulous pension 
scheme on the back of a transactions tax. Finally, there is something 
to the view that a wide market is essential to high levels of postwar 
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production and that a sales tax is a threat to this prospect. Altogether, 
the case against federal general sales taxes is quite convincing. 

The arguments against a general sales tax, just cited, do not apply 
with the same weight against the special excises. There are those who 
can see no difference between a tax on whiskey and a tax on bread, 
and they cite the inelasticity in the demand for the former to support 
their case. The moral difference in the two levies lies in the fact that 
the one leaves the taxpayer an alternative to the tax quite compatible 
with the national interest, while the other does not. 

There can be no doubt that, with principal reliance on a broadly 
based personal income tax (de-emphasizing business and sales taxes), 
- the tax system would be more consistently progressive at all levels of 
income than the one which prevailed before the war. 

A word should be added about the inequities that arise in income 
taxation because income is gauged by too short an accounting period. 
In the case of corporations, the problem is one of ignoring the losses 
of past years in assessing the income of the present year. A tax which 
is paid out of current income, before the impairments on capital suf- 
fered in previous years have been made good, really comes out of 
capital. During most of the years of heavy losses in the thirties, carry- 
over privileges for corporate losses were entirely suspended. The 
Revenue Act of 1942 does allow a two-year carry-forward and carry- 
back of losses. This is by far the most generous provision for losses that 
American business has enjoyed. But the carry-over period is short 
compared with that allowed by the British; namely, six years. During 
the thirties, even with a six-year period only two-thirds of capital goods 
industries would have received full credit for losses. A six-year carry- 
over seems like a fair allowance and one well worth its cost in revenue. 
Among other benefits of less preoccupation with the annual period in 
income tax accounting would be relieving the pressures to reduce allow- 
ances for depreciation and obsolescence—pressures which add little, if 
any, to the long-run revenue of the government and which are impedi- 
ments to industrial expansion and technological progress. 

The limitations of annual accounting are even more serious in the 
case of individuals. Under the present system, a person with income 
that alternates between nothing and ten thousand dollars will pay half 
again as much income tax over the years as one who has a steady in- 
come of five thousand dollars. Much income tax litigation involves 
timing and the amount might be greatly reduced if timing were made 
less important. Income that accrues over a number of years ought not 
be subject to high-bracket rates because it is realized in one particular 
year. The British policy of exempting casual income from taxation 
is, in my judgment, a fundamental error. Almost all income is casual 
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to a greater or lesser degree. The answer is not to exempt income 
because of its casual character but to take due account of this charac- 
teristic in applying the rates. | 

To be sure, what experience we have had with averaging (a good 
deal in Great Britain and some seven years in Wisconsin) has not been 
very happy. Attempts at averaging have been supplanted by a carry- 
over of losses. The trouble with these systems was that they sacrificed 
the “currency” of the income tax; that is, they involved the opposite 
of what the Ruml plan aimed to achieve; they required people to pay 
taxes on income which was several years “cold.” ‘Time does not permit 
an. elaborate consideration of the problem. However, the negative 
results of these experiences with broadening the accounting base are, 
in my judgment, not conclusive. I think it is possible to devise an aver- 
aging system that will avoid the defects of those previously tried and at 
the ‘same time give relief from high-bracket rates to persons with 
fluctuating income. Any complication to income tax procedure intro- 
duced by this addition would be worth its cost and could be offset by 
simplifications which would involve no sacrifices of important interests. 

Revision of the tax system along sensible lines will not provide a 
panacea for our economic ills. But it can be extremely important in 
sustaining morale, without which the system cannot continue to make 
progress. 


DISCUSSION 


GERHARD Corm: I believe Professor Groves has given us an excellent basis 
for a discussion of the federal tax system after the war. He rightly emphasized: 
(1) that we must develop postwar economic and fiscal policies to promote full 
and adequate peacetime use of our national resources; (2) that tax policy, 
though it should not be considered a panacea, must play an important role in 
such a policy designed to promote employment and production. He said: 
“From now on, each component of the tax system is likely to be called before 
the bar of public opinion and asked the question: “Do you seriously impede 
enterprise, employment, and production?’ If the answer is affirmative, and if 
there are alternatives that do not offend in this manner, the tax will probably 
be selected for discard.” I propose to accept this new paragraph in our 
criminal code without objections. Harold Groves has brought before the court 
today the corporate income tax, suspected of serious violation of the new 
crime. He presented the evidence, found the defendant guilty, and recom- 
mended the death sentence to be executed by stages. 

In discussing the statement of Prosecutor—I mean Professor—Groves, I, 
presumably, am to act as counselor-at-law for the defendant. In that capacity 
I have the duty of searching for weaknesses in the indictment and presenting 
whatever might be said in favor of the defendant. 

Professor Groves says that the corporate income tax has no right to exist 
because it taxes something that has no reality; namely, the corporation. In his 
opinion, the corporation creates a tax problem of its own only to the extent 
that it does not currently distribute all profits to the stockholders. I submit 
that a corporation has characteristics which distinguish it definitely from the 
individuals for which it supposd to act, such as limited liability, legal and 
operative continuity (as compared with the limited life span of the individual), 
easy transfer of ownership and management, access to nation-wide (sometimes 
even world-wide) sources of financing, possibilities of intercorporate affilia- 
tions with or without integration of management, and others. These charac- 
terestics determine, I believe, the very essence of many of our modern aspects 
of large-scale business operations. All these characteristics have been devel- 
oped perhaps on the basis of a legal fiction but have become reality and are 
protected by the law. The corporation is as real as modern business and is not 
just “a screen” that can be and should be disregarded. 

The argument that corporate taxation in addition to individual.income taxes 
involves double taxation on the stockholder is not valid if and to the extent 
that the corporation is recognized as an economic reality sui generis. There is 
ample justification in the government claiming a share in the return from 
corporate activities, along with the shares going to other factors of production; 
namely, labor, management, and capital. The corporate tax can be fully justi- 
fied on the grounds of its financial productivity, as well as on the grounds of 
tax philosophy, unless it can be proven that it really impedes enterprise, em- 
ployment, and production. 

Professor Groves presented two arguments on which his economic case 
against the corporate tax rests: 
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First, it discriminates between stock and bond financing. This is a valid 
observation and a serious criticism of the corporate income tax in its present 
form. It is not, however, a justified basis for a death sentence, since there are 
various techniques available to eliminate or reduce this discrimination by 
modifying the present law. 

Second, the corporate tax is “a drag upon investment,” and its elimination 
would encourage expansion of investment, output, and employment, Professor 
Groves has not presented his evidence for this statement. The prosecutor 
simply says the defendant is guilty of murder because a murder has been com- 
mitted. I beg him to submit his proof. The task of promoting investment, 
output, employment (and in another context Professor Groves rightly adds, 
consumption) will require all ingenuity and a concerted effort. By sacrificing 
one particular tax as a scapegoat and by concentrating our efforts on the 
drive to eliminate this particular tax, we may divert our energies from the 
broader problem with possibly disastrous results. 

In laying out the criterion that should be applied in deciding on the elimina- 
tion of a particular tax, Harold Groves wisely included the clause: “.. . if 
there are alternatives that do not offend in this manner.” He failed, however, 
to specify what other taxes could be increased without undesirable effects. If 
he assumes that we shall be able to do with less taxes in the postwar period, 
he should prove that we cannot derive greater benefits from reducing other 
taxes. In this respect he did not present the bill of particulars under the 
general rule of the code. 

In the short time at my disposal, I cannot attempt to analyze the factors 
which, in my opinion, may impede production after the war. Without such an 
analysis I do not believe that a constructive and comprehensive answer to the 
question so aptly posed by Professor Groves can be given. Nevertheless, I 
wish to indicate my conviction that to some extent corporate taxes may impede 
production in conjunction with other factors. This is the case, first of all, if 
the rates are excessive. I believe that a considerable reduction in the necessarily 
high war tax rates is called for in the postwar period. 

A reform of the corporate tax field in other respects appears desirable 
also. I am in full accord with Professor Groves that we should distinguish be- 
tween ‘taxation of small and large corporations. I propose to distinguish be- 
tween the “private” corporation, which has no access to the national capital 
market and cannot be used for intercorporate affiliations, and the “public” 
corporation with access to the national capital market, whose securities can be 
traded on stock exchanges and bought by insurance companies and other cor- 
porations. Taxation according to the “partnership principle” appears most 
desirable for the small or private corporation. For the large or public corpora- 
tion, a corperate income tax appears justified. 

For the public corporation a solution must then be found for the problem 
of undistributed profits and the relationship between the corporate income tax 
and the individual income tax. I do not believe that Harold Groves’ proposal 
to adopt the British method of credits for dividends received eliminates or 
sufficiently reduces the tax discrimination between distributed and nondistrib- 
uted profits, unless the tax collected at the source is very high. Professor 
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Groves, of course, wants to supplement the British method by the adoption 
(or retention) of the capital gains tax. This, in my mind, would be a solution 
only if it were a tax on nonrealized as well as on realized capital gains (inven- 
tory method). This, in my judgment, would be wholly impracticable. In this 
respect I wish that consideration would be given to the proposals made by the 
committee of the National Tax Association on federal taxation of corporations 
a few years ago which aimed at taxing undistributed profits but tried to avoid 
the defects of the 1936 law. 

Finally, I would like to propose that further consideration be given to some 
forms of incentive taxation in connection with the corporate income tax. I 
fully share Professor Groves’ skepticism with respect to the specific proposals 
to which he referred. I do think, however, that there are other possibilities 
worth further exploration. I find, for instance, that Dr. Kimmel, in a recent 
Brookings Institution publication, made some suggestions concerning tax 
incentives for new ventures, and I may also refer to some suggestions of this 
type which I made in an article in Social Research! a few years ago. 

Summing up, I do not enter a plea of “not guilty” for my client. I do think 
that the corporate income tax structure should be revised in line with a policy 
designed to promote adequate use of our national resources. I plead only for 
clemency and urge you to send the corporate Income tax not to the death 
chamber but to the reformatory. If the culprit can be cured of certain bad 
‘habits, he can still become, I trust, a promising and respectable member of our 
postwar tax family. i 


RALPH E. FLANDERS: Dr. Groves’ paper is so comprehensive as to leave 
little need for addition and so nearly in line with the views of your speaker as 
to make serious criticism difficult. 

There is no harm, perhaps, in driving home one of his points. The obvious 
primary purpose of federal taxes is to raise the funds needed for governmental 
expenditures. Beyond this primary purpose there have always been secondary 
ones, aimed at bringing about real or imaginary social benefits. Among these 
secondary purposes have been control of commodities subject to abuse (excise 
taxes on tobacco and alcohol), redistribution of wealth, the breaking up of 
landed estates (in England by the death duties), etc. 

Whether or not we have secondary purposes in federal taxation, we cannot 
escape secondary effects. Effects outside the fiscal purposes have always re- 
sulted from changes in tax policy. This is no new condition, What is new is the 
enormous volume of this taxation in the aggregate and its heavy incidence on 
individuals and enterprises, This new volume and weight, culminating in our 
current war taxes, cannot fail to produce secondary effects of such great im- 
portance, whether for good or ill, that the original aspect of fiscal policy bids 
fair to become itself of secondary importance so far as the well-being of our 
people is concerned. 

In carrying out the tax policies necessary for a high level of production and 
employment in this country, we are faced with problems of two different sorts. 
One is in the sphere of economics; the other in the sphere of politics. While 


*“Full Employment Through Tax Policy?” Social Research, November, 1940. 
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there are bound to be some differences of opinion as to questions in the first 
sphere, we are still more likely to find it difficult to get a meeting of minds as 
to what is politically feasible, even when the economically desirable has be- 
come clear to all. 

For instance, it may not be politically feasible to eliminate corporate taxes, 
even though it might be desirable from the standpoint, let us say, of farmers 
and industrial employees. It may not be politically feasible to have as high a 
normal tax rate and as broad a base as purely economic considerations might 
suggest. The best hope for accomplishing these changes, if they are proper 
ones, lies in the possibility of achieving a more nearly steady and higher level 
of employment and production in this country. If this can be maintained at 
around 135 or 140 billions a year at the present price level, with a national 
postwar budget of 18 or 19 billions, there will be enough of a drop in tax 
rates so that a reasonably broad base and normal rate will seem and really be 
far less burdensome than is the present tax structure. 

With the same fortunate set oi conditions, there would be a chance that the 
relief on corporation taxes would be great enough so that the net gain could be 
distributed partly in wages, partly in lowered prices, partly in necessary capital 
accretion, and still leave the high returns that are necessary to investment if 
the thousands of new ideas that are buzzing about the country in these days 
are to be permitted to add their proper share of expanded employment and pro- 
duction to the national economy. 

To your speaker’s mind, the most difficult problem of all, critically speak- 
ing, relates to the problem of undistributed liquid profits as a tax refuge for 
the large stockholders, with the related problem of capital gains and losses. If 
the normal tax on corporation income is retained, with credit given to individ- 
uals for dividends distributed, then to this limited extent such undistributed 
income will be taxed. On any reasonable postwar normal tax, the relief from the 
present excess profits taxes (which in peacetime would be absurd and destruc- 
tive) will be so great that the added withholding would almost be embraced 
as a pleasure, while the losses in taxes from nondistribution would be more 
than made up by general increase in taxable earnings. 

As to capital gains and losses, were these to be entirely eliminated and the 
present inheritance tax structure retained, the original withholding tax plus 
the inheritance tax when the retained earnings finally come before the Collec- 
tor of Internal Revenue, would add up to a considerable percentage of the 
total earnings, and it might well be argued that taxes on retained earnings of 
this order of magnitude, as compared with more drastic treatment, would 
result in losses of revenue which would be, in the long run, a small price to 
pay for the stimulation of enterprise which will result from a tax system 
which focuses one eye at least on the expansion and maintenance of employ- 
ment, Yet it will be politically difficult to defer the collection on capital 
gains until the hour of death. 

There is one other possibility of usefulness in tax policy which should be 
mentioned. The tax structure should be calculated to balance the budget at a 
definite rate of national income, and held there through good times and bad. 
With this rate continuous, it will have a deflationary effect when business 
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sonal get inflationary. Then large tax aan will become available..for 
retiring bond issues (particularly those held by banks) ; and, at the same 
time, the arrangement will be inflationary in periods of low employment and 
production when government credit will need to be expanded. This cannot — 
be the sole reliance for controlling the business cycle, but it will help. Our 
experience of the last ten years indicates that there is no direct arithmetical 
relationship between money supply on the one hand, and business activity 
and employment on the other. 

The emphasis on the political aspects in this discussion has not been made 
with any spirit of complaint against the restraints which political requirements 
put about the adoption of good economic policies. Political conditions are a - 
fact which have to be reckoned with as much as do the principles of mathe- 
matics. I hope that sometime social scientists, businessmen, consumers, and 
other groups in the body politic can themselves get a sufficient grasp of and ` 
expertness in politics to make it possible to gain the adoption of policies 
which are for the best interests of all concerned. 

It would be difficult to think of any area in which it would be more useful 
to the ordinary citizen to get that conjunction of political feasibility and good 
policy than in this area of fiscal policy, and Dr. Groves’ paper is a most ef- 
fective contribution to this end. 


POSTWAR FEDERAL INTEREST CHARGE* 


By CARL SHOUP 
Columbia University 


The present paper reviews some general relations between interest 
and taxes, analyzes the current flow of federal interest payments to 
various classes of recipients, projects the analysis into 1946 under 
assumptions of two and a half more years of large deficits, and con-. 
cludes by computing the added taxation that would equal the eco- 
nomically significant portion of the interest payments. 


I. General Considerations 


Three questions of a general nature are considered here. First, what 
are the foundations for the traditional public finance doctrine that 
interest requires an equivalent amount of taxes? Second, does a com- 
bination of interest and taxes always create an economic problem or 
may it be a frictionless transfer? And third, does any such problem tend 
to persist, or is it resolved (perhaps only into another kind of economic 
problem) by the same forces that created it? 

Interest and Taxes. Postwar interest payments on the federal war 
debt give the recipients a claim on the community’s postwar output of 
- goods and services. It may be assumed that, in general, the postwar 
production of goods and services is no greater because of the reward or 
incentive element in the interest charge than it would have been if the 
government had followed some other war finance program that did not 
involve the payment of postwar interest. Consequently, to the extent 
that the recipients of the interest exercise their claim on the economy’s 
output by spending the interest receipts (either on consumption or 
capital formation), more goods and services must be produced, thus 
cutting into leisure or unemployment; or, if production is already so 
large that it can be increased only at sharply rising costs, if at all, 
the exercise by the interest recipients of their claims must force others 
to get along with less, or to get less for a given amount of work. This 
forcing of others to get along with less, or to get less for a given amount 
of work, is customarily brought about either through taxation or 
through a rise in prices. Traditionally, in public finance literature, the 
amount of extra taxation levied because of the interest charge alone is 
assumed to be equal to the interest charge. Most of the writers appar- 
ently assume it to be self-evident that the interest alone (apart from 
any project of repaying the debt) does not require tax revenue greater 

1This paper was prepared in connection with a study of economic aspects of public 


finance being carried on under a grant of funds from the Rockefeller Foundation to Co- 
lumbia University. 
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than the interest, but does require tax revenue of at least that amount 
because borrowing to pay interest leads to an impossible situation in 
the long run. The long-run difficulty is commonly described as a collapse 
of the government’s credit. The reason for the collapse is not always 
- specified. But few if any of the analyses imply that it comes because 
the central government is unable to get or create money somehow or 
other to meet its debts. Rather, the collapse reflects a belief that the 
government’s financing methods imply a substantial fall in the value 
of money, If this interpretation of the traditional approach is correct, 
that approach accords with the view that taxation required by the in- 
terest payment is needed to prevent others from bidding away from 
the interest recipients part of the goods and services to which their 
interest receipts nominally entitle them. Traditional public finance 
doctrine, which says the taxation is necessary in order to “pay” the 
interest (the implication being that there is no other ultimately work- 
able way to pay it), may therefore prove not much different, in essential 
respects, from the mode of speaking whereby taxation, whatever its 
purpose, should “never .. . be undertaken merely because the govern- 
ment needs to make money payments.” 

In any particular case, the amount of extra tax revenue needed to 
maintain economic stability might be less than the interest, or it might 
be more, and would doubtless vary over time. The one-for-one relation- 
ship postulated by traditional doctrine must be considered simply as a 
rule of thumb. These remarks will not, it is hoped, gloss over essential 
differences, or detract from the great service rendered by recent analy- 
ses in pointing out how carelessly traditional public finance doctrine 
has taken for granted the necessity for a one-to-one relationship of ex- 
penditure increments and tax increments. But it must also be noted 
that there are as yet few quantitative guides on what other ratios, if- 
any, to use. If the traditional one-to-one ratio became in some respects 
a tabu, it was a tabu that developed slowly over decades and even 
centuries, first, because wide and persistent departures from it were 
commonly accompanied by serious economic instability, and second, 
because no one had demonstrated how to compute another ratio more 
likely to give stability in any given situation. 

If, indeed, the interest recipients never exercised their claims on 
the community, but hoarded their interest receipts forever, the money 
to pay them could be created by the central bank, without any eco- 
nomic effects. This assumption, however, is obviously unrealistic. (In- 
cidentally, serious political and social effects might result from the 
uncertainty whether the interest hoarders would eventually exercise 


7A. P. Lerner, “Functional Finance and the Federal Debt,” Social Research, February, 
1943, p. 40. 
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their claims.) If it is assumed that, in the absence of spending by the 
interest recipients, there would be large and continued unemployment, 
the exercise of their claims on output could proceed, unchecked by 
additional taxation, without forcing others to give up anything except 
some undesired unemployment (with some exceptions owing to lack of 
mobility of factors). Here, the interest problem is eclipsed by a much 
larger one, and until the latter is dealt with the first does not have much 
meaning. Even without this assumption there remains the probability of 
recurring periods of unemployment, coupled, however, with periods 
when output would be high even if the interest recipients were not ex- 
ercising their claims. Consequently, in a general analysis of the problem, 
it seems reasonable to assume that the interest payment does require 
higher tax rates or new taxes, if the interest recipients are to exercise 
their claims to the degree they wish, at unchanged price levels. 
Disassociation of Interest and Taxes in the Individuals Mind. The 
problem has been stated, up to this point, in terms of the interest re- 
cipients and the “others.” This is merely a convenient way of speak- 
ing. Everybody may be an interest recipient, so there may be no “oth- 
ers” as physical entities. Still, the. problem as outlined above remains. It 
remains, because the individual as a government bondholder has a 
legal right to receive his interest whether or not he is made to contribute 
to the taxation levied on account of the interest, and he knows this. 
From his individual point of view it is not a case of his right hand 
paying his left. His left hand is guaranteed payment from some collec- 
tive hand. He acts on the premise that his left hand will get the money 
even if he decreases his economic activity, or votes taxes onto someone 
else, or evades taxes. So, even if the interest recipient’s tax bill on ac- 
count of the interest is no more than the interest he receives, and he 
knows it, the tax is still a burden to him. He believes that the tax is 
something which, if reduced, will bring only benefit to him, in view of 
his contractual right to the interest. Consequently, even if a govern- 
ment attempted to impose an extra tax on each individual (because of 
the interest) in direct proportion to the interest he was receiving, or 
in direct proportion to the claim that he was exercising as a result of 
the interest receipt—the tax being based, of course, on something more 
than just the interest itself—a problem would still exist. No doubt the 
social and political strains may be intensified if the interest recipients 
form a wealthy minority, but some of the economic effects might not 
be—for example, the effect of the added taxes on willingness to work. 
The taxpayer’s economic reaction to the extra points on the income 
tax rate will not be altered by the knowledge that they are imposed 
simply to make him give up no more than what he is getting from his 
interest. Such knowledge may make him more willing to vote the taxes, 
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in order to avoid a rising price level or direct controls, but his economic 
reactions to the tax, once it is voted, are made on the assumption that 
he will continue to receive the interest no matter what he does. 

In view of these considerations, an interest charge in the federal 
budget could conceivably produce something like an economic deadlock 
that could be resolved only by price controls and rationing, by a rise 
to a new high price level, or by heavy taxation of the poll-tax variety 
that stimulated work. The interest flow could be so large in dollars, 
relative to the productive capacity of the economy in terms of the 
existing price level, that the economic power of both the interest pay- 
ments and all wages, salaries, and investment income would have to 
be cut drastically to make the claims fit the output. If the federal debt 
were widely distributed, and if the cutting were done through an ordi- 
nary type of income tax, or even by a sales tax, the resulting marginal 
rate of tax might be so high that each taxpayer would decide to retire on 
what was left of his interest income—or, if not to retire, at least to 
work less. The lessened output would require more cutting of dis- 
posable incomes, and so on, down, presumably, to some low production 
level of equilibrium characterized by poverty and idleness. There is no 
prospect that the federal interest burden will grow so large; and if there 
were, the set of circumstances that made it so would probably resolve 
the problem by causing or allowing a general rise in prices. Still, the 
possibility seems worth mentioning, if only to free ourselves of the 
misleading connotations of the right hand-left hand doctrine. The 
writers who have emphasized this doctrine have usually failed to note 
that the two hands, though belonging to the same body, are, as it were, 
controlled by separate brains and are not always on speaking terms 
with each other.” l 

A tax imposed as a percentage of the individual’s capital, instead of 
on his income or his consumption, of course cannot avoid the problem 
caused by the individual taxpayer’s assumption that his continued 
receipt of the interest does not depend on his reaction to the tax. The 
economic effects of a capital tax, even if it were accompanied by an 
equal aggregate interest payment, could hardly be zero, especially, 


3 The other side of this analytical picture is the unsatisfactory nature of some of the 
attempts made by specialists in public finance to counter what they evidently felt was false 
doctrine. Leroy~Beaulieu, for instance, says that, if there is no public borrowing, the tax- 
payer who would have had to pay the interest is left correspondingly untouched, while the 
capitalist who would have loaned to the state will instead be drawing an income from his 
capital by having it invested in private enterprise. Neither party loses by the Jack of the 
public loan and one of them has a positive benefit. (Traité de la Science des Finances, 
Huitiéme Edition, Tome Second, p. 228, Paris, 1912.) But if all other things are to remain 
unchanged, it is the putative taxpayer who must supply the money for the interest or 
dividends (presumably in the price of some goods or services) that the capitalist receives 
via private enterprise. Leroy-Beaulieu does not make his argument rest on any assumed 
smaller productivity of public investment. 
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over the long period of time that the debt would be outstanding, and 
in a country where capital assets in the form of Savings bonds, cash, 
and bank deposits are as widely distributed as they are in the United 
States.* 

Suppose the total interest charge is moderate in relation to the na- 
tional income; still, if the interest were counterbalanced by the addition 
of some extra points on the surtax scale of the individual income tax, 
some investment might thus be discouraged, and the willingness to work 
might be decreased, leading to a cut in output. In highly simplified 
theory it may be conceivable that the increase in income tax rates 
could be set at just the level where the sum total of its investment- 
deterring effect and its consumption-cutting effect would equal the 
total of the consumption-increasing and investment-increasing results 
of the spending by the interest recipients of their money. In theory 
that considers important dynamic influences, and a segmented economy 
with a certain lack of mobility of factors, it seems not a priori evident 
that this exact balancing could be reached, or held for an appreciable 
length of time. And in practice, in view of the erratic course taken by 
investment—to say nothing of the gaps in quantitative knowledge on 
the relation of consumer spending to consumer income—economists are 
not yet able to offer the legislator and the administrator computations 
showing how much taxation of a given kind will counterbalance, in the 
sense used above, the given amount of interest. The legislator and ad- 
ministrator, lacking such computations, will probably fall back on the 
one-to-one ratio when considering the interest problem as an isolated 
factor. By doing so, they do not of course avoid the danger of impeding 
or stimulating investment or consumption more than they want to. The 
bigger the interest charge, the worse the consequences of a given mis- 
take in Judgment. 

Tendency of the Interest Problem to Resolve Itself Into Another 
Problem. Insofar as wartime borrowing is based on a determination to 
pay very low interest rates, the problem of sharing the community’s 
postwar resources tends to be worked out by cutting the real value of 
all money claims through a rise in prices. Very low interest rates imply 
heavy borrowing at the banks. (The view taken here is that at 5 per 
cent, for example, a wartime government can get much more money 
from sources outside the banking system than it can at 1 per cent, 
although the difference may reflect chiefly wartime dishoarding rather 
than a change in wartime spending.) The borrowing from the banks 


tFor a different view, cf. M. Kalecki, “The Burden of the National Debt,” Bulletin, 
Vol. 5, No. 5, Institute of Statistics, Oxford, April 3, 1943. Experience indicates that it 
would be difficult to administer, with reasonable success, a continuing capital tax (tax on 
net worth of individuals), but all phases of such a tax, theoretical and practical, are much 
in need of careful re-examination. Little research has been devoted to this subject i in recent 
years. 
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may be postponed until after the war if compulsory loans are used 
during the war, but are paid off after the war by voluntary loans at 
very low rates. The large volume of new money created during or 
after the war by selling government bonds to the banks tends to allow, 
if not to produce, a postwar level of prices somewhat higher than would 
exist if the borrowing had been only of already existing money (even 
if it were money that would otherwise have been held idle during the 
war because of direct controls on spending). No proportionate or other 
fixed relation between the amount of money and the price level is 
implied in this statement, merely a direct relation, or tendency, of 
unspecified degree. And of course the extent to which private holdings 
of government bonds could be easily converted into money in the post- 
war period has a bearing on the comparison." In general, though, it 
appears that the federal postwar interest problem, under the present 
pattern of war finance, tends to be less than it might be otherwise for 
two reasons: the dollar amount of interest will be low because the 
rates are low; and the real claim on resources that can ‘be exercised 
by the interest recipients will be still lower because of the fall in the 
value of the dollar traceable, directly or indirectly, to, or made possi- 
ble by, the creation of large amounts of new money. Even if the cost 
of living rises no more than its present officially indicated 25 per cent 
above the level of July, 1940, a purchaser of the 214 per cent Treasury 
bond issued in July of that year will be receiving only 1.8 per cent in 
real terms as interest on his original investment. An investor who 


6 Tf the government pays, say, 5% on a long-term bond to obtain the use of some already 
existing money that, at any lower interest rate, would have remained idle until the end 
of the war, the creditor enters the postwar period holding a government bond instead of 
the currency or bank deposit he would be holding if the government had not borrowed 
his money and had instead obtained its funds through the creation of new money by the 
banking system. In some analyses, this difference in type of holding is regarded as un- 
important because of the ease with which government bonds may currently be converted 
into cash (cf. Mark Mitnitzky, “Some Monetary Aspects of Government Borrowing,” 
American Economic Review, March, 1943, p. 29). The view taken in the present analysis, 
however, is that the existence of high-yielding long-term government bonds among their 
assets in place of currency or bank deposits will probably exert some influence on the 
individuals’ (if not on the corporations’) postwar decisions to spend, whatever their 
thoughts may have been when they bought the bonds (cf. J. R. Hicks, “Saving and the 
Rate of Interest in War-Time,” Manchester School, April, 1941, pp. 21-27). Moreover, the 
postwar government can make it impossible for any substantial number of such bonds 
to be turned into cash at par value; i.e, without foregoing a still larger interest return. 
It can do so by restricting credit; e.g., raising reserve requirements. The resulting decline 
in bond prices would no doubt induce some liquidation by those who had borrowed heavily 
to buy and by those who hoped to outguess the market, but it. seems likely that most of 
these high-coupon long-term bonds would be converted into cash more slowly because of 
the credit restrictions. And if the bonds were of limited marketability—for instance could 
not be bought by commercial banks (e.g., the 244% Treasury bonds of 1964-69, up to 
September 15, 1953) or pledged as collateral for loans from the banks—they would differ 
still more from cash. Consequently, to the extent that individuals come out of the war 
holding government bonds, the postwar authorities will have a somewhat greater oppor- 
tunity (because of the greater chance of effective restriction of credit) to forestall or check 
inflationary postwar spending than if the individuals held cash. 

° That is, at the rate of 1.8% forever, or, alternatively, at a negative real rate for. the 
period from purchase to maturity. 
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put $75 into a ten-year Savings bond in 1940 will get eighty of these 
1940 dollars when he redeems his bond in 1950, if prices remain un- 
changed from now on. This is real interest for the ten-year period at 
an annual rate of 0.6 per cent, compounded annually. If prices rise 
by more than 3314 per cent from the level prevailing at the time of 
purchase, the Savings bond owner (series A to E) will receive a nega- 
tive rate of real interest for the period. To put it another way, the 
Savings bond owner (series A to E) will receive a negative rate of 
real interest, upon holding to maturity, if the price level rises through- 
out the ten years at an average monthly rate of more than 28/100 of 
1 percentage point (the price level in the year of purchase being repre- 
sented by 100). 

History affords striking examples, on the other hand, of interest 
paid in money more valuable than that which was loaned to the govern- 
ment. The minority report of the British Report of the Committee on 
National Debt and Taxation in 1927 (Colwyn Committee) estimates 
that “over two-thirds of the post-war debt was raised when the value 
of money was lower than at 31st March, 1925.” Interest on the World 
War borrowings of the United States appears to have been paid, in 
general, in dollars more valuable than those loaned. The data on prices 
during and after the Civil War suggest a similar result for at least part 
of the debt.® In the hundred years following the Napoleonic Wars, hold- 
ers of British bonds bettered their position in terms of the purchasing 
power of the interest they received.’ The war loan policies of the United 
States and Great Britain in the last conflict did involve higher interest 
rates, however, than those being offered at present.” No general state- 
ment can be made, from experience, that there is a tendency of a war- 
loan interest charge to work itself out into another problem; but the 
current pattern of war finance is different enough from those of the 
past to make this negative statement of limited value. 

An exception to the statement that the postwar interest payments 
give the recipients a claim on the community’s postwar output with- 
out increasing the output™ is the familiar instance of the banking 
system. A considerable pant of the postwar federal interest payments to 

T Cmd. 2800, p. 366. 

8 See indexes in U. S. Department of Labor, Bureau of Labor Statistics, Handbook of 
Labor Statistics (1941 edition), pp. 705, 715. 

* Cd. 2800, p. 236. 

13 'The real burden on those who contributed, net, to the interest transfer was of course 
greatly lightened by the large increase in number of ‘people of working age and the increase 
in productivity per capita. The latter item, but not the former (beyond a limited extent), 
is relevant today in considering the years ahead. 

u In computations of national income (goods and services produced for sale on the 
market) it is customary to omit central government’ interest in Great Britain but to in- 
clude it in the United States. This difference in viewpoint illustrates the difficulty of 


deciding to what extent governmentj interest is or is not in fact a payment for increased 
output, 
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the commercial banks will be in exchange for current output in the 
form of banking services to the public. This is to say, if the federal 
government had borrowed little or nothing from the commercial banks 
during the war (relying more on taxation and the borrowing of already 
existing money), at least some of the banking service we may now 
expect in the postwar period would not be available, unless service 
charges were expanded or interest rates on postwar business loans were 
raised. Part of the interest payment, as representing a claim on re- 
sources, is therefore offset by the creation of services that would not 
be available were it not for the interest payment or some other charge. 
The taxpayer, instead of paying taxes to counterbalance the claim on 
the community’s resources gained by the bank’s shareholders through 
the interest payment, would have had to pay perhaps about the same 
amount to the bank in service charges or in higher rates on private bor- 
rowings. There remains a substantial economic difference, however. 
An individual may react to taxation by diminishing his own volume 
of work, or taking fewer risks, but he will not react in any such 
manner to a service charge imposed by banks. When he pays the service 
charge he gets something of value directly in exchange; moreover, he 
does not have to use his money this way. Consequently the last incre- 
ment of his work is not made any the less valuable to him by the exist- 
ence of banking services obtainable upon paying a service charge— 
rather, the contrary. Nor is it likely that the higher bank charges on 
private loans would reduce effort directly, though they might reduce 
somewhat the taking of risks or even the volume of virtually riskless 
investment.” 


TI. Current Interest Flow 


Part II of this paper estimates how much of the federal interest 
charge (as of September 30, 1943) is going to each of the several types 
of recipient—-Federal Reserve banks, commercial banks, holders of 
discount Savings bonds, and so on—and estimates also how much of 
the interest flow in each case is being recouped under existing federal 
taxes. The aim is to ascertain how much of the interest flow is of current 
economic significance in the sense that it is currently and immediately 
available for spending or saving. Some of the segments of interest flow 
are subtracted in their entirety because of the nature of the recipient, 
or because the interest is accruing instead of being paid out. Of the 
other segments, present taxes take an appreciable part. The remainder 

“For a comprehensive analysis of the economic aspects of a government interest charge, 
see A. C. Pigou, A Study in Public Finance, 2nd edition, Part III. See also B. U. Ratch- 
ford, “The Burden of a Domestic Debt,” American Economic Review, September, 1942, 
pp. 451-467; and Catherine G. Ruggles, “Social and Economic Implications of the National 


Debt,” Billions for Defense (Annals, American Academy of Political and Social Science), 
March, 1941, pp. 199-206. 
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is defined to be of current economic significance. It would be interesting | 
-to'go further, and speculate on how much of this remainder is being _ 
saved, not spent; but this kind of analysis is more complex than might °° 
oat first appear. To mean much, it must set up some alternative fiscal . 
-policy that would not entail the flow of interest in question, and the 
_ Significant item would then be the saving or spending that would occur 
under. this policy compared to that which occurs under the present 
_ policy. Collateral as well as direct effects of the difference in policy 
. become relevant. Aside from a few incidental remarks here and there 
this more ambitious attempt has not been made in the present paper. 
' The difficulties that would be involved in it are touched -upon again 
in the concluding section. l 
. The possible volume of spending that might result from the interest 
payments is of course overshadowed by the amount that might be sup- 
. ported by a widespread cashing in, or sale on the market, of federal 
obligations, or by a drawing dowa of deposits or currency holdings. 
- Still, the entire problem must be studied piece by piece, and the present 
- paper is restricted to the interest element. The implicit. question in the 
background of all the data it presents is: in what respects would the 
postwar situation be different if the government had adopted—or did 
. henceforth adopt—a fiscal policy involving the payment of less—or 
.more—interest? 
A. To Federal Reserve Banks. An estimated 69 million dollars a 
-~ year is being paid to the Federal Reserve banks as interest on their 
8.9 billion dollars holdings of federal obligations.” This is not much 
more than the 51 million dollars reported by the Reserve banks as 
“current earnings, U.S. government securities” for calendar 1942, and 
7 the 40 millions reported a year earlier, when the holdings were much 
lower. The expansion in the Reserve banks’ holdings of federal obliga- 
_ tions since December 31, 1941, has come entirely in the holdings of. 
_ certificates of indebtedness’ and Treasury bills.” 
Part, if not all, of the interest charge that flows to the Federal Re- 
-serve banks can be considered to be without economic effect, for rea- 
sons advanced in Part III below. The remainder is probably below 50 
. million dollars and hence not significant for the present i aa 
‘which are in terms of tenths of billions of dollars. 
ae: ) To Commercial Banks. Slightly less than one Billion dollars a 
„year ïn interest is now being paid to the commercial banks on their 
57.9 billion dollar holdings of federal obligations. They are return- 


= $5. 3 billion were in bills, presumably paying 34 of 1%, aad $1 3 billion in certificates 
of indebtedness, which pay Ts ‘of 1%. The $1.5 billion in Treasury bonds probably average 
about 2%, and the $0.7 billion in notes about 1%. 
' "Data on holdings and earnings are from Federal Reserve Bulletin. 
. sahe Federal Reserve Bulletin (December, 1943, p. 1178) estimate of $59.2 billion is 
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ing somewhat less than 300 millions of it to the federal government in 
income and excess profits taxes, leaving a net interest payment of 700 
million dollars.** 

Only a fraction of the 700 million dollars exerts an appreciable eco- 
nomic effect, in the sense of comparing the situation as it stands with 
what it would be like if the interest were not being paid because the 
money had been raised by taxes instead of by sale of bonds to the com- 
mercial banks. To analyze this problem, involving as it does the ques- 
tion “what would have happened if,” would require the construction 
of at least two alternative patterns of war finance, with fairly definite 
specifications. The nature of this task is explored in a subsequent sec- 
tion of this paper. In passing, however, it may be surmised that an 
appreciable part of the 700 million dollars is being set aside to increase 
earned surplus, undivided profits, or reserves of the banks, instead of 
being paid out to stockholders or serving to cover wages or other 
expenses. Insofar as it is so set aside, it has no appreciable immediate 
economic effect." 





presumably a more nearly accurate estimate for the total, after subtracting about $0.5 
billion of excess of book value over the par-value measure used in this paper (I am 
indebted to Dr. G. L. Bach for this information), but the estimates of breakdown between 
different issues necessary for present purposes seemed to make it desirable to use the total 
$57.9 billion. Similar slight differences may be observed in the data on holdings by mutual 
savings banks, insurance companies, and “all other investors.” The $57.9 billion estimate 
is obtained by increasing the $55.0 billion total shown in Appendix A (I) by 5.3% to 
allow for holdings not reported in the Treasury Bulletin survey of ownership. A slight 
double-counting, negligible in the present computations to the nearest tenth of a billion, 
occurs because in the section below on Savings bonds the commercial banks’ holdings 
(about $200 million) are not excluded. 

16 At present, about $500 million of the current interest paid to commercial banks is 
taxable under both corporation normal tax and corporation surtax. 

If all of it goes to banks with a total net income large enough to make them liable to the 
tax at a 40% rate, about $200 million of the interest returns to the federal government as 
tax. Somewhat more is paid by some banks, owing to the excess profits tax, and somewhat 
less is paid by some of the others, owing to the lower rate on small corporate net incomes 
or to the lack of net taxable income. It appears that very little excess profits tax is being 
paid by banks. On the whole, the net result might be estimated at $200 million federal 
income and excess profits tax. 

Another $450 million of current interest is subject only to the surtax and excess profits 
tax. If all this is taxable at the top surtax rate of 16% (with no change, on balance, 
resulting from excess profits.tax and lower surtax rates on small net incomes), about $70 
million goes back to the federal government. 

Another $6 million is wholly exempt from federal taxes. 

In summary, about $270 million of the $960 million now being paid to commercial 
banks is reverting to the federal government in income and excess profits taxes, leaving a 
net interest payment of about $700 million. 

"When the federal government pays interest to a commercial bank, from a deposit in 
the same or another commercial bank, only the liabilities of the commercial banking system 
change: government deposit is changed to surplus or undivided profits; the excess reserves 
of the commercial banking system are not changed if the payment is made from a “war 
loan account” (otherwise they are increased); and there is a destruction of demand 
deposits. If the payment is from a deposit with a Federal Reserve bank, the Reserve bank’s 
liabilities shift (from government deposit to member bank reserve) and the assets and 
liabilities (undivided profits or earned surplus) and excess reserves of the member-bank 
system increase; there is no destruction of demand deposits in the member-bank system. 


a 
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Of the total 162 billion dollars of federal securities outstanding Sep-` 


‘tember 30, 1943, the analysis thus iar has accounted for 67 billions. 
The net interest on that 67 billions that is available to influence eco- 
nomic action is, as we have seen, 700 million dollars. 

C. To Holders of Savings Bonds, Series A-F. Savings bonds of series 
A to F are discount bonds. They pay no interest until presented for 
redemption. They pose a special problem in any analysis of the eco- 
nomic effects of federal debt interest. 

There were 18.7 billion dollars of these bonds outstanding on Sep- 
tember 30, 1943, computed at current redemption values. Almost all 
of this—17 3 billions—consisted of the series E and analogous earlier 
issues A-D. These series A to E yield 2.9 per cent if held to maturity 
(ten years). The rest, series F, yields 2.53 per cent if held to maturity 
(twelve years). Hence the average annual interest rate on series A-F 
was running at about 500 million dollars a year at ‘the end of last 


September. However, the interest accrues on these bonds at a much 


smaller rate during the early years of their life. Most of them are still 
in the early years; so the actual current accrual of interest is only about 
200 million dollars a year. 

The accrual, however, has no current economic effect, mes the 


bondholder claims redemption. A minor exception to this statement — 


occurs if the holder elects to include in his taxable income for the cur- 
rent year the current accrual, It seems unlikely, however, that many 
bondholders are doing this; most of them are presumably waiting, 
intentionally or unknowingly, to include, in their income of the year of 
redemption, the interest accrual over the entire period of holding. An- 
other minor exception, almost surely „a negligible one, concerns the 
influence on the bondholder’s actions that may be exerted by his knowl- 
edge that interest is accruing and hence his net worth position is 
steadily, if slowly, growing stronger. 

These bonds are redeemable at any time sixty days after issue (six 
months after issue for series F) at the option of the bondholder. During 
the period April-October, 1943, for example, monthly redemptions 
averaged about 34 of 1 per cent of the amount outstanding (computed 
at current redemption values). The federal government is therefore 





Cf. the observation by Professor Whittlesey, incidental to his analysis of the effects of 
repayment of bank-held government bonds (American Economic Review, September, 1943, 
“p. 604). The chief implication is of course valid, viz., that such interest payments do not 
burden taxpayers without (immediate, observable) corresponding gain to others, in con- 
7 trast to repayment of bank-held debt. 

If the sum of the “accrual of redemption values” for the four months June-September, 
1943, is multiplied by 3, the result is $193 million. 

33 For April, 1943- October, 1943, inclusive, the rates for series A-F were in %: 0.67, 


0.62,. 0.83, 0.77, 0.84, 0.78, and 0.67 respectively, Series A-D, issued from March 1, 1935, 


to April 30, i941, have been redeemed steadily at 0. 2% a month in recent months, or 2. 4% 
a year. aS 
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paying out annually, to certain of the series A-F bondholders, an 
amount equal to about 9 per cent of the outstanding bonds of those 
series, or about 1.7 billions a year. 

In a study of interest, however, the redemptions that have occurred 
thus far are of little importance. Most of the redemptions appear to be 
of bonds bought only a few months or perhaps a year or so before; 
consequently the amounts paid out upon redemption represent almost 
entircly a return of principal. Evidently most of the redemptions up to 
the present have represented money that flows into the Treasury and 
out again within a short time. Of the 1.7 billion or so dollars that is 
being paid out annually upon redemption, less than 10 millions repre- 
sents interest accrued.” The income tax effect of redemptions is there- 
fore minute, especially since some of the interest on redeemed bonds is 
almost surely being received by individuals with no surtax net income 
or has already been reported as taxable. 

D. To Holders of Savings Bonds, Series G.” Series G Savings bonds 
pay 2% per cent interest currently. On September 30, 1943, there was 
outstanding 5.8 billion dollars par value, indicating a current annual 
rate of interest payment of 145 millions. Forty-two per cent of the 
sales through September 30 have been in $10,000 denomination bonds, 
20 per cent in the $5,000 denomination, and 29 per cent in the $1,000 
denomination. The series G bonds are evidently held largely by high- 
Income groups and by trusts and estates. Some, however, are held by 
business corporations and by institutions that are exempt from tax. 
As a very rough guess an average marginal wartime tax rate of 40 
per cent may be applicable to this interest. This assumption leaves only 
87 million dollars annual interest available to produce an economic 
effect. 

The analysis up to this point has accounted for 91 billion dollars 
out of the 162 billions of federal securities outstanding, and has found 
a current annual interest charge available to influence economic action 
of only 0.8 billions. 

E. To Insurance Companies. The 200 or so life insurance companies 
reporting monthly to the Treasury” held, on September 30, 1943, 12.1 
billion dollars of federal obligations,” of which 11.5 billions was in 
Treasury bonds, most of this latter amount being in 2) per cent tax- 

2 Treasury Bulletin, eg., October, 1943, p. 42. The first series A made its appearance in 
March, 1935, so that all redemptions up to date have been redemptions in advance—most 
of them well in advance—of maturity. Series E bonds were first put on sale in May, 1941; 
consequently, there has been a chance for only a negligible interest accrual to show up 
in the cumulative redemptions of three-quarters of a billion to the end of fiscal 1943, or 
in the additional half-billion that has been redeemed in the fiscal year 1944 through 
October, 1943. i 

71 Data are from Treasury Bulletin. 


* This figure attributes entirely to life insurance companies the $171 million of Savings 
bonds and Treasury Savings notes held by “imsurance companies” in general. 
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able bonds with call dates of 1952 or later. The reporting companies 
apparently account for 95 per cent of total federal holdings of all life 
insurance companies. For a rough estimate of the current ‘annual rate 
of federal interest being paid to life insurance companies, 2.5 per cent 
of 12.7 billions (105 per cent of 12.1 billions) is adequate, or 300 mil- 
lion dollars. Even under recent changes in federal tax law desighed to 
make the income tax effective for insurance companies, it may be 
doubted that they are paying enough in income tax to make a signifi- 
cant diffcrence in that intcrest figure for the purposes of the present 
_approximate computations. The whole 0.3 billion dollars may be added, 
therefore, giving a total, so far, of 1.1 billions current annual federal in- 
terest charge available to influence economic action. To what extent 
the 300 million dollars is actually influencing current economic action 
is another question. To answer it, some assumptions would have to be 
made concerning what the life insurance companies would have been 
doing currently if the government had followed a certain specified war 
finance policy that did not involve the sale of bonds to those companies. 

The 550 or so of fire, casualty, and marine insurance companies 
reporting monthly show, as of September 30, 1943, holdings of only 
2.0 billion dollars of federal obligations, half of it being in partially 
exempt Treasury bonds yielding from 2 per cent to 414 per cent. Per- 
haps another 0.05 billion can be added for these companies, to the total 
of economically significant interest payment. 

F. To Mutual Savings Banks. The 490 or so reporting mutual sav- 
ings banks held on September 30, 1943, 5.9 billion dollars of federal 
obligations. Almost all of it—5.4 billions—was in Treasury bonds, 
about half of the latter amount (2.6 billions) in 244 per cent taxable 
bonds callable in 1952 or later, and most of the rest (1.7 billions) in 
2 per cent taxable bonds callable in 1948 or later, with some holdings 
in high-coupon partially exempt bonds. An average current rate of 2.5 
per cent‘on 6.2 billion dollars (105 per cent of 5.9 billions) may be 
assumed, or 155 million. None of this is taxable, since mutual savings 
banks are exempt under the income tax.” Hence another 0.2 billion 
dollars may be'added to the economically significant interest charge, 
bringing it to 1.3 billions (to the nearest tenth of a billion). 

G. To “All Other Investors.” The “all other investors” group con- 
sists ,of individuals, fiduciaries, and private (that is, nongovernment) 
corporations other than banks and the insurance companies specified 
above. It excludes holders of Savings bonds, Tax notes and Saving 

“Tf the interest paid to depositors by the mutual savings banks would have been less, 
if the federal government had followed a fiscal program that did not involve the acquisi- 


tion of federal obligations by the mutual savings banks, the fact that the interest to 
depositors is taxable under the individual income tax would become relevant. 


A 
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notes and Adjusted Service bonds, with respect'to their holdings of _ 
these issues, since they are nonmarketable, and the “all other investor” 
holdings refer only to public marketable interest-bearing securities. 
The holdings of this group, on September 30, 1943, are estimated, as a- 
residual, at 24.4 billion dollars.” Of this, 13.7 billion dollars was in 
Treasury bonds (about one-third in the old, high-coupon partially ex- 
empt bonds and two-thirdsiin the recent, low-coupon tuny taxable is- 
sues), 6.8 billions in certificates of indebtedness (pay 2% of 1 per cent), 
2.4 billions in Treasury notes (averaging perhaps 1 i, per cent), and 
0.9 billions-in Treasury bills (about 34 of-1 per a The average 
current interest to the “all other investor group” may therefore be esti- 
mated at 1.9 per cent of 24.4 billion dollars, or 464 millions. Probably 
most of these holdings are in the hands of nonfinancial corporations, 
especially the Treasury bonds that are exempt from the normal tax, 
which, for corporations, rises to 24 per cent (on corporations with a 
normal- tax net income of more than 50,000 dollars), compared with 
6 per cent for individuals. If it is assumed that corporations hold all 
of the certificates, notes, and bills, and half of each type of the bonds, 
they are receiving about 260 million dollars interest, of which 80 mil- 
lions pays an average marginal corporation surtax rate of 15 per cent 
(the top surtax rate is 16 per cent), while the remaining 180 millions 
pays an average marginal combined normal and surtax rate of, say, 35 
per cent (the top statutory rate is 40 per cent). If the remaining 200 
million dollars, paid to individuals and fiduciaries, is taxed at an aver- 
age marginal rate of 60 per cent (obviously a rough guess), the current 
federal income tax on the 0.5 billions of interest is 0.2 billions, leaving 
0.3 billions to be added to the economically significant current interest 
payment, raising it to 1.6 billions.” l 
Of the total 162 billion dollars federal debt, 137 billions has now ~ 
been accounted for. 
`H. To Holders of Tax and Savings Notes. There were 8.9 billion 
dollars of Treasury notes of the Tax and Savings series outstanding 


September 30, 1943. Almost all (8.3 billion dollars) were of`series C - - 


type (Treasury Savings notes) where the interest accrues each month 


“The Treasury Bulletin, November, 1943, p. 46, gives a total of $28.1 billion in the ~ 
column, “Held by all other investors.” But “all other investors” there includes those banks 
and insurance companies not reported in the preceding columns. Their holdings are esti- 
mated to represent 5% of total bank and insurance company holdings. This 5% has been 
included in the totals given in the sections above. It is therefore excluded here. All the 
“all other investors” subtotals have been similarly adjusted, on the assumption that the 
5% is proportionally distributed among the several types of holdings. 

3 The excess profits tax is assumed, on the average, not to cut into this interest amount. 
The nature of the option given to corporations to include or exclude ‘government bond 
interest in computing excess profits is indeed of a kind that probably calls for some 
negative entry. No such refinement has been attempted here, however. 
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on a graduated scale to yield about 1.07 per cent per annum if held to 
maturity. These notes may be redeemed for cash six months after the 
date of issue at the tax payment value current at the time of presenta- 
tion. They are designed “for the large taxpayer .. . for the investment 
of idle cash reserves as well as for the accumulation of tax reserves. 

. 6 In the fiscal year 1943, corporations purchased 92 per cent of 
the total of series C notes sold in that period. Series A yield 1.92 per 
cent, and series B, 0.48 per cent, but these two series are no longer on - 
sale. A current interest charge of 90 million dollars, reduced tu 58 
millions after corporate taxes, may be assumed, bringing the total of 
the economically significant interest to 1.7 billions. 

I. To the Federal Government. Federal agencies and trust funds 
held ‘4.1 billion dollars of public marketable interest-bearing securities 
on September 30, 1943, most of it in Treasury bonds.'They also held 
11.7 billion dollars of “special Federal issues,” yielding various rates 
of interest. The chief of the special ‘issues are those put out for the 
Unemployment Trust Fund, built up from the proceeds of the state pay 
roll taxes (4.6 billions), the Federal Old-Age and Survivors Insurance 
Trust Fund (4.0 billions), the Federal Government Retirement Funds 
(1.3 billions), and the Federal Government and the National Service 
Life Insurance Funds (1.0 billions). | 

None of the interest on any of these holdings of federal agencies 
and trust funds is included in the present estimate of interest pay- 
ments available for economic effect. Nobody’s current spending for 
consumption or investment, neither the government’s nor that of any- 
one else, is smaller or greater than it would be if the amount of interest 
being received by these funds were smaller or greater than itis. The . 
interest “payment” is merely an internal bookkeeping item. | 

The analysis has now accounted for 161 billion dollars of the 162 
billions federal debt outstanding September 30, 1943, and shows the 
total annual interest charge available to influence economic action to be 
1.7 billions. The remainder, slightly over a billion, represents chiefly 
that part of the debt bearing no interest. Table I recapitulates the 
amounts ‘computed in the preceding sections. 

No subtraction has been made on account of state and local taxes, 
.because the amount they are taking from the interest flow is negligible 
for purposes of the present rough computations where amounts are 
evened off to the nearest tenth of a billion dollars. Individuals and 
fiduciaries are not taxable at all, on the interest or the capital value 
of their federal holdings, by either the states or the localities. Some 
of the state corporation income and bank taxes do in effect tax the 
interest on federal bonds, under the franchise tax approach, where the 


* Treasury Bulletin, November, 1943, p. 40. 
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‘TABLE I 
TOTAL ANNUAL INTEREST CHARGE, AND PORTION AVAILABLE TO INFLUENCE Economic 
~  AcTION, ON FEDERAL DEBT OUTSTANDING SEPTEMBER 30, 1943 
(money figures in billions) 
(discrepancies in addition result from evening off to nearest tenth of a billion) 


Vee ee 


Economically Ineffective 


Annual Interest Charge er f 
SSAA ortion o 
Tyne of py noe Because of . Annual Interest 
Investor Ae Sry tales Nature of Takenin | Charge Available 
Nh igatinn Hga Hans Interest i ar under t imiuence 
Charge ap bie Current aie r 
or Accrual Economic Action 
Instead of Tax 
Payment System 
. Federal Reserve banks | Chiefly bills $ 8.9 $0.1 $0.1 — $0.0 
Commercial banks Various 57.9 1.0 — 3 07 | 
Chiefly individuals Savings bonds, A-F| 18.7 0.29 0.2 — 0.0 
Chiefly individuals and| Savings bonds, G 5.8 0.15 — 0.1 0.1 
fiduciaries 
Life insurance com-| Chiefly bonds 12.7 0.3 — d 0.3 
panies ; 
Fire, casualty, marine| Chiefly bonds 2.1 0.05 — d 0.1 
insurance companies 
Mutual savings banks | Chiefly bonds 6.2 0.15 — — 0.2 
Individuals, corpora~) Chiefly bonds and 24.4 0.5 — 0.2 0.3 
tions, fiduciaries certificates 
(“all other inves- 
tors” : 
Chiefly corporations | Tax and savings 8.9 0.1 — d 0.1 
notes ' 
Federal agencies and | Marketable issues, 4,1 e all — 0.0 
trust funds i. chiefly bonds i 
Federal agenciés and | Special issues 11.7 : all — 0.0 
„trust funds E 


Total 161.4! 2.8¢ 0.72 0.6 


— or eee oe 





® Par value, unless otherwise specified. 

b Computed at current redemption values. oe 

® Current rate of accrual. Average annual rate of accrual over the full life of the bonds is about $500 million. 
Less than $50 million. 

d Not catimated directly. See note “g” below. : : 

The remainder of the $162.3 billion outstanding September 30, 1943, represents adjusted service bonds, 
se agar bonds, matured debt on which interest has ceased, debt bearing no interest (this item alone is $1.2 bil- 
lion), and Commodity Credit Corporation nonmarketable issues. There is a final discrepancy of $0.4 billion due 
presumably to roundings off to the nearest tenth of a billion. 

E This item is obtained by taking from the Treasury Bulletin, November, 1943, p. 27, the computed annual 
interest charge as of September 30, 1943 ($3,149 million) and subtracting $300 million to reflect the difference be- 
tween the treatment of interest return on the discount Savings bonds (in arriving at the $3,149 million figure, the 
2.90 and 2.53% returns are used instead of the current accrual). As a residual, the interest on the marketable issues 
held by federal agencies and trust funds, plus the special issues, is $0.4 billion, since the total of the interest items 
given in the table above is $2.443 billion. 

b Computed partly as a residual. See note “g.” 


tax base is merely (in a legal sense) “measured by,” not constituted of, 
interest on federal bonds, but the amount of tax involved is small, prob- 
ably much less than 50 million dollars.” 

Of this 1.7 billion dollars of interest defined above as economically 
significant, 0.7 billions, it will be recalled, is going to the commercial 
banks. Part, if not all, of this may be regarded as a sort of service 
charge that would have to be paid to the ‘banks somehow or other in 
any case, even if the war finance program did not involve the creation of 


77 The federal capital stock and “declared value excess profits” taxes have also been 
omitted because the amounts involved are negligible for purposes of the present compu- 
tations. The estate tax and gift tax have been disregarded for the same reason. A heavier 
wartime tax program would leave individuals with a smaller total volume of assets, 
including government bonds, and the revenue from the estate and gift taxes would drop, . 


but the amounts would not be significant for the present computations, at least not in 
wartime, 
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new bank credit, so ‘long as the banks had to handle much the same 
quantity of bank debits. To the extent that this 0.7 billion dollars is 
so regarded, it falls outside the interest problem that is the scope of 
this paper, that is, if it really would have to be paid in some form or 
other regardless of the methods by which a war program of a given 
dollar size was financed. Exclusion of half of the entire 0.7 billion 
dollars, for example, would reduce to about 1.4 billions the economically 
significant current annual federal interest charge—economically sig- 
nificant from the viewpoint of the policy makers who have to decide 
whether or not to give a current claim on the economy’s output to 
recipients who are not producing current goods and services in ‘ex- 
change for the payment. 


III. Possible Postwar Interest Flow 


A. Under Wartime Interest Rate Structure and a Postwar Tax 
Structure, with Wartime Pattern of Holdings Unchanged. To: discuss 
the postwar interest flow in quantitative terms, some assumption must 
be made concerning the size and composition of the debt at the end of 
the war. It is here assumed, simply as one of many reasonable projec- 
tions of current trends, and not as an outright prediction, that the 
borrowing requirements for each of the fiscal years 1944, 1945, and 
1946 will be the same as forecast for fiscal 1944 in the budget summa- 
tion statement issued in July, 1943. During these war years, current 
trends with respect to the amount of each type of obligation issued are 
assumed to continue, and the current interest rate structure is assumed 
unchanged.”® 

Total Interest Charge. The computations are first made on the as- 
+ sumptions that this same interest rate structure carries over indefi- 
nitely into the postwar period, and that there is no substantial shifting 
of the debt among the several types of holders or types of obligations. 

‘These assumptions call for an increase in the federal debt by 198 
billion dollars, from 141 billions at the end of fiscal 1943 to 339 billion 
dollars at the end of fiscal 1946. In each of these three years Savings 
bonds outstanding (current redemption value) are assumed to increase 
14 billions, commercial bank holdings 20 billions, and Federal Reserve 
bank holdings 6 billions. Insurance companies are assumed to increase 
their federal bond holdings by 3 billion dollars a year. The “all other 
investor” group increases its holdings of Treasury bonds by 8 billion 


2 The budget message of January, 1944, indicates a somewhat smaller borrowing re- 
quirement for fiscal 1944 and fiscal 1945. The computations in this paper were made 
before these new estimates were available. 

No assumption is implied concerning the price level except that there occurs no rise 
so swift as to disorganize the bond market and force a rise in interest rates before the 
end of the war. 


t 
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dollars a year, and of certificates of indebtedness. by 7 billions a year. 
The various items are recapitulated in Tables IT and III. The result: 
(Table iI) is a total federal annual interest charge, on the debt out- 
standing at the end of fiscal 1946, of 5.9 billion dollars, rising; however, 
as the Savings bonds move into the later years of their life, to a peak 
of 7.3 billions.: A rough average would be 6.6 billion dollars. The 
details of the computation of the interest charge are given in Appendix 
B. Interest on the discount type of Savings bonds is computed on a 
year-to-year basis; the rate during the seventh year, for example, is 
4.76 per cent, since the redemption value grows from $42 to $44 in 
that period, and $2 is 4.76 per cent of $42. The rate during the sixth 
year, on the other hand, is only 2.44 per cent. Hence the annual in- 
terest charge on the Savings. bonds assumed outstanding June 30, 


1946, plus similar bonds assumed issued to refund maturity values of 


t 


maturing Savings bonds, rises gradually from 1.3 billion dollars in - 


1947 to 2.7 billions in 1953 and declines to 1.7 billions in 1956. 
Economically Significant Interest Ckarge. As a first step in computing 
the economically signficant portion of the interest, the total interest. is 
reduced by, the amount being paid to the Federal Reserve banks. Any. 
increase in interest payments above those of September 30, 1943 (and 


some part of those payments too) may be considered without eco- | 


nomic effect. The interest payment disappears from the active-money 


system, to become locked up indefinitely as surplus of the Federal 


Reseryé banks.” This surplus is available to the Reserve hanks for 
meeting losses, deficits, and unearned dividends up to the maximum of 
6 per-cent, cumulative, allowed by law. It cannot be otherwise dis- 


tributed to the stockholding member banks. And if the Reserve banks - 
should be liquidated, any. surplus would be paid to the United States. ` 


Current earnings of the Reserve banks are running somewhat above 
expenses plus the 6 per cent dividend maximum, and there are.no un- 


paid accumulated dividends. In calendar 1942 each of the twelve Re- 
serve banks showed net earnings larger than dividends paid. It is almost ` 
correct, therefore, to say that, barring a substantial rise in the Federal - 


Reserve banks’ expenses, any further increase in annual interest pay- 


` ments to the Federal Reserve banks will be without economic effect. In 


an economic sense, the government is borrowing at a zero interest rate . 
on any increase in debt that it places with the Federal Reserve banks, 


whatever the stated rate of interest may be. To put it another way, no 
economic effects would result from the government’s borrowing from 
the Federal Reserve banks to pay interest to the Federal Reserve 
banks. 


The Federal Reserve banks are exempt from federal taxation. Hence none of the 
interest paid to the banks by the government is recouped through the income tax. 


Eo . . = TABLE II | 
ANNUAL BORROWING PATTERN, FISCAL 1942-Fiscat 1946 INCLUSIVE UNDER PROJECTION OF PRESENT 
` ; (in billions of dollars) 


Treasury Bonds - Public Marketable Interest- 


Certificates of 


Savings n 1 | Indebtedness Pur- | Bearing Federal Obligations | g oecjal 
Bonds A Insurance ‘chased by “AT Ee ee paar Issues 
ina Companies| Other Investors”? Hote Tae asin 

Fiscal 1942 | 6 1 2 1 ss 6 2 

Fiscal 1943 11 4 4 4 5 25 3 

Fiscal 1944 p 

re 14 8 3 6 29 3 
Total for five years 59 28° 15 26 23 91 14 | 


a Apparent discrepancies of 1 in addition or subtraction result from evening off to nearest billion. 
b A ter eh the part of “All Other Investors,” as reported in the Treasury Bulletin, that may be estimated to represen 
reported as such. 
° Less than $500,000,000. 
From Treasury Bulletin, November, 1943, p. 24; assumes commercial bank holdings negligible. 
® Obtained as a balancing item by subtracting the sum of preceding columns from the “total” column. 


TABLE II 


TOTAL FEDERAL DEBT, BY TYPES OF OBLIGATION, ASSUMED OUTSTANDING JUNE 30, 1946, UNDER PROJE 
ESTIMATED ANNUAL INTEREST CHARGE AS OF THAT D. 


(in billions of dollars) 


ï Treasury Bonds Held by Certificates of > | Federal | Commercial Banks 
Savings Indebtedness Held | Reserve | (Public Marketable | Specia 
. Bonds “AN Other Insurance by “All Other Bank Interest-Bearing ssues 
~ Investors’”® {Companies Investors” Holdings Obligations) 
Outstanding ' ; 
June 30, 1941> 4 T 79h 6 0 2 20 6 


Assumed Increase 
Fiscal Years 1942— 














1946 Inclusive 59 28 15 26 23 Si | 14 
Assumed Amount Har 

Outstanding, 

June 30, 1946 63 35 21 26 25 ALL 20 
Estimated Annual | Between 1.3 | Fully Subject Fully Subject | ~' 

Interest Charge as| (fiscal 1947) | taxable only to taxable - only to 

of June 30, 1946° and 2.7 surtax . surtax | -0.5 

(fiscal 1953) 
0.7 0.1 0.5 0.2 0.1 1.5 0.2 





a Includes all holders except commercial banks, mutual savings banks, Federal Reserve banks, life insurance companies, 
agencies and trust funds. See note “b,” Table II. --- . r a 
b Treasury Bulletin, August, 1941, and’ Federal Reserve Bulletin, August, 1941. a ee. 
° Except Savings bonds, which must be computed:as of the middle of a fiscal year because it is assumed that the time of pi 
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There is, to be sure, a sterilization (if not outright destruction) of 
bank-deposit money when the government pays interest to a Federal 
Reserve bank. The deposit money is thereby transferred to Reserve 
bank surplus. The statement just made—that any further increase in 
annual interest payments to the Federal Reserve banks would be with- 
out economic effect—means simply that the result is the same as if the 
government did not make the payment; that is, merely held idle an 
amount equivalent to the interest. In both cases the bank-money does 
nothing. Another accompanying banking phenomenon is perhaps of 
some importance: payment of interest by the government to a Federal 
Reserve bank decreases the reserve ratio of a member bank if the 
government pays the interest out of a deposit it has with the member 
bank; and in any case it increases the reserve ratio of the Federal 
Reserve bank itself. But so long as bank reserves are well above the 
minimum needed to operate conveniently in a mechanical sense, so 
that the state of excess reserves is in practice merely a legal matter, 
the resulting changes in reserves need not have any economic effects.” 

The fact that the government is from now on borrowing at a zero 
interest rate whenever it increases its borrowings from the Federal 
Reserve banks has important implications for postwar management 
of the public debt. If individual and corporate holders show a strong 
inclination to cut their holdings of federal obligations in the postwar 
period, at least at present interest rates, and if the obligations they dis- 
pose of are absorbed by the Federal Reserve banks, the economic 
effects of the federal government’s total interest charge will corre- 
spondingly disappear. Reference here is strictly to the economic effects 
of the outpayment of the interest. The means used to obtain the funds 
to pay the interest, whether to the Federal Reserve banks or others, 
can be analyzed separately. The point here is that a strong movement 
out of federal obligations after the war, with the Reserve banks ab- 
sorbing all offerings, would tend to remove the interest payment as an 
economic factor. 


“()ne dollar of interest paid to a Federal Reserve bank from a government deposit in 
the member-bank system decreases the member-bank system’s total deposits, and hence its 
liabilities, by one dollar. Its total of assets is decreased one dollar by a decrease in its 
deposits (its reserves) with the Federal Reserve bank. Excess reserves of the member-bank 
system decrease by an equal amount, if attention is concentrated simply on a transfer from 
a federal government war-loan account, since no reserves are required against such ac- 
counts. Even when the ordinary reserves are required, the excess reserves decrease some- 
what. The Reserve bank’s balance sheet changes only on the liabilities side, by a shift of 
one dollar from the deposit account of the member bank to earned surplus of the Reserve 
bank. Consequently the Reserve bank’s reserve ratio increases. If the government pays the 
interest directly out of a deposit account with the Reserve bank, the same result is reached 
for the Reserve bank, while the member banks are not affected. 

The methods employed by the government to obtain the deposit that it uses to pay 
the interest do of course exert their own influences on the volume of money, reserve 
ratios, and so on. 
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The interest paid to the government funds on the “special issues,” 
is subtracted in arriving at the economically significant interest for rea- 
sons given in Part IT above. 

Also for reasons advanced in Part II above, the interest on Savings 
bonds is taken to be economically significant, not as it accrues, but as 
it is paid out. The year-to-year accrual reckoning was used in Table III 
above for the discount bonds because, when consideration is given 
below to possible shifts in holdings, with or without changes in the 
interest rate structure, the accrual rate is the relevant figure in esti- 
mating the ultimate results of such shifts, the answer depending in 
part on when the shifts are assumed to occur. But, given a certain pat- 
tern of holdings, the question then becomes, what is the economic effect 
of paying this interest on the discount Savings bonds (instead of in- 
terest at some other rate), and the significant amounts are those paid 
out to the bondholders. To be sure, the fact that the holders can 
redeem the bonds prior to maturity must not be forgotten, but the 
inquiry at this point is directed to the economic effects to be expected 
if they do hold virtually all their Savings bonds to maturity. Likewise, 
the fact that the bondholder probably will not distinguish between 
interest and principal upon repayment is not important for this point; 
had the interest been greater or smaller his power to consume or 
invest, upon maturity, would have been greater or smaller. 

The accrued interest coming due upon maturity of the discount 
Savings bonds, plus the 0.4 billion dollars of interest paid out annually 
during and after 1946 on the series G bonds, is computed in Appendix 
B. It starts at 0.6 billion dollars in fiscal 1947, and rises slowly (with 
one dip) to 0.7 billions in 1951. It then increases sharply to 1.7 billions 
in 1952, 3.2 billions in 1953, and 4.1 billions in 1954 and succeeding 
years, as the big wartime sales are redeemed at maturity. 

A substantial proportion of this accumulated interest, paid at ma- 
turity, would be taken in federal individual income tax, even after 
allowing for the facts that, first, some of this interest will be going to 
individuals whose income is too small to be taxable at all, especially 
under a postwar personal income tax that may carry slightly higher 
personal exemptions and credit for dependents, and, second, some of it 
will have been entered. for tax on the accrual basis in previous years’ 
returns. The income tax to be assumed is the tax as it might be in the 
federal budget before including the interest charge, since what we seek 
ultimately in these computations is the added tax necessitated by the 
interest. The average marginal rate applying to the interest in the hands 
of taxable recipients seems likely to be no lower than 20 per cent, 
and no higher than 50 per cent, insofar as any guess at all may be 
hazarded for so distant a future. If 30 per cent is taken as a rough 
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estimate and if seven-eighths of the interest is assumed tó, go to dante te 
individuals, the remaining interest—the economically significant inter- - 


est—would be roughly three-quarters of the amounts mentioned above, 
or (computed from data in millions, but rounded to tenths. of billions): 


1947 2% . $0.4 
1948 0.4 
1949 0.5 
1950 0.6 
1951 0.6 
' 1952 i3 > 
1953 2.4 
1954 3.0 
1955 3.0 
1956 | 3.0 


Federal corporate income taxes will also recoup an appreciable part: 
of the postwar interest. It may be useful to consider how much of the . 
interest would be recouped by an assumed federal corporate tax system | 


in which the excess profits tax and the capital stock and declared-value 
excess profits tax had been repealed, and the corporation normal tax 


and corporation surtax rate schedules were each half of what they now: — 


are, so that the normal tax would range from 714 per cent on corporate 


income up to $5,000 to 12 per cent on corporations with normal-tax net | 
income of .over $50,000, while the corporation surtax would range ` 


from 5 per cent on corporation surtax net income up to $25,000 to 8 


per cent on corporations with more than $50,000. The maximum ` 


combined corporate rate under this assumption is 20 per cent. If the 
interest on the commercial bank holdings fell almost entirely in the in- 
come group above.$50,000, the 1.5 billion dollars fully taxable interest 


would yield 0.3.billions in taxes and the 0.2 billions of partially taxable `` 
interest would yield an amount negligible for purposes of the present ' 


computations. 


Unless the taxation of.insurance companies is revised, it is doubtful 


whether the tax on their 0.5 billions of interest would ‘be other than 
negligible for purposes of this analysis. However, an item of 0.1 billion 
dollars may be set down tentatively. 


The interest received by mutual savings banks will not be ibik 


at all so long as the présent exemption of these banks continues. 

The Treasury notes of the Tax and Savings series and the balancing 
item in Table III of “all other holdings” probably reflect corporate 
holdings in the main, and an average rate of nearly 20 per cent may 
be assumed to apply, yielding 0.1 billion dollars in revenue. 


The certificates of indebtedness and the Treasury bonds held by ' 
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“all other investors” (61 billion dollars) may be assumed to be dis- 
tributed about two-thirds among corporations and one-third among 
individuals, so that 0.7 billions of interest goes to corporations, which is 
taxed to yield somewhat over 0.1 billions. 

The only items remaining unaccounted for are the 0.3 billion dollars 
to individuals holding certificates of indebtedness and Treasury bonds. 
An average marginal rate of 40 per cent would produce 0.1 billions 
in tax. 

The result of these assumptions and computations, recapitulated in 
Table IV, is an annual interest charge on the federal debt of 339 


TABLE IV 


TOTAL ANNUAL INTEREST CHARGE, AND PORTION AVAILABLE TO INFLUENCE ECONOMIC 
ACTION, ON FEDERAL DEBT ASSUMED OUTSTANDING JUNE 30, 1946 


(money figures in billions) 


Economically Ineffective 
Annual Interest Charge 
i. E Portion of 


Type of Amount of Annual Takenin | Annual Interest 
Investor Obligation Obliga- Intereat Because | Tax under | Charge Available 
(from Table IKI tions* Charge o Assumed to Influence 
8 Natureof | Postwar | Economic Action 
Investor Tax 
System 
Federal Reserve banks | Chiefly bills $25 I$ 0.1 $0.1 — $ 00 
Commercial banks Various 111 1.7 — $ 0.3 1.4 
Chiefly individuals Savings bonds A~G 63> | 0. 5—4,1° — 0.1-1.1 0.4~3.0 
Insurance companies | Chiefly bonds 21 0.5 —- 0.1 0.4 
Mutual savings banks | Chiefly bonds 15 0.4 — — 0.4 
Individuals, corpora- | Chiefly bonds and 61 1.0 — 0.2 0.8 
tions, fiduciaries certificates 
(“all other inves- 
tors’’} 
Chiefly corporations | Tax and savings 23 0.4 — 0.1 0.3 
notes, and bal- 
ancing item in 
able 
Federal agencies and | Special issues 20 0.5 0.5 — 0.0 
trust funds ` 
Total A 339 5.1-8.7 0.6 0.3-1.8 3.1-6.3 


® Par value, unless otherwise specified. 

Computed at current redemption values. 

Interest on discount bonds accrued to maturity, assuming practically all net purchases of any one year are 
held to maturity. 


i 


billion dollars assumed to be outstanding on June 30, 1946, of 5.1 
billions to 8.7 billions,” depending on the year. These totals are reduced, 
by subtracting 0.6 billion dollars going to the government itself and to 
the Federal Reserve banks, and by subtracting a further 0.8 billions to 
1.8 billions (depending on the year) in tax taken under the assumed 
federal postwar tax system, to an economically significant interest 
charge as low as 3.7 billions (in fiscal 1948) and as high as 6.3 billions 
(in fiscal 1954, 1955, and 1956). The difference in these totals is due 


“The difference between these figures and the $5.9 billion and $7.3 billion given in a 
preceding part of the text reflects the different methods of computing interest on the 
discount Savings bonds. 
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to the growing size of the accumulated interest on the maturing Savings 
bonds. 

B. Under Wartime Interest-Rate Structure and a Postwar Tax Pro- 
gram, but a Changed Distribution of Holdings. Even if the wartime 
interest-rate structure is maintained unaltered in the postwar period, 
the total interest charge may change appreciably, for there may develop 
large shifts in the proportions of the debt held in various forms. 

The lnwest-yielding obligations of all—the 34 of 1 per cent bills— 
seem unlikely to be dislodged in large amounts. They are held chiefly 
by the Federal Reserve banks and, apparently, the large commercial 
banks. The large banks would let their bills run off if their reserves 
got too low because of the demands for credit creation under a business 
boom, but reserve requirements would probably not be maintained 
at levels that would invite a general exodus, from Treasury bills, if the 
government were committed to maintaining the structure of interest 
rates inherited from the war. Disposal of assets necessitated by a 
permanent shifting of deposits away from a given community is an- 
other matter. It may be doubted, however, whether the holdings of 
Treasury bills by large banks that will find themselves in this kind of 
a postwar situation are very great; and the banks to which the de- 
posits move would form a market to take up some of the bills. 

The certificates of indebtedness, paying 74 of 1 per cent, seem likely 
to be turned in on a large scale by one of the chief groups of holders— ` 
business corporations other than banks—unless postwar business runs 
at a low level. 

For ordinary Treasury notes and for tax Savings notes (serles C), 
both paying about 1 per cent, there is a likelihood of some decrease in 
postwar holdings. 

The Treasury bonds with an interest rate of 2 per cent or less and ` 
a maturity of ten years or less are held chiefly by the commercial banks. 
Some of the smaller banks may lighten their holdings if they anticipate 
a loss of deposits and fear a substantial decline in market value at the 
same time, even though in fact (under the present assumptions) it 
never occurs. What the larger banks will do is a complex problem that 
goes far into the field of postwar management of the debt. But a 
reasonable possibility, at least, seems to be that the larger banks will 
retain their holdings, if in fact interest rates are maintained unchanged. 
The same remarks apply to the Treasury bonds with 234 and 2™% per 
cent coupons maturing before 1955. The 2% per cent bonds maturing 
later, on the other hand, are held largely by insurance companies, mu- 
tual savings banks, trust funds, and wealthy individuals. These holdings 
are presumably fairly stable, so long as the holders believe that the 
structure of interest rates is to remain unchanged. 
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Of the 11 billion dollars high-coupon Treasury bonds (above 2% 
per cent) with call dates after June, 1946, 5 billions are being held by 
the commercial banks. ` 

Series G Savings bonds are probably in the hands of firm holders, 
to about the same extent as the long-term 214 per cent bonds. 

The discount Savings bonds—series A to F—are of course the great 
mystery. Will they be held, almost all of them, to maturity? If not, 
will they be turned in during the late forties when most of them will 
still be accruing interest at a low rate, or in the early and middle fifties 
when the annual interest charge will be about twice as high? The, 
possibilities of a change in the annual current interest charge resulting 
from a refunding of the Savings bonds are many. On the whole, any 
postwar movement out of Savings bonds before maturity will probably 
result in a lowering of the annual interest charge if the structure of 
rates remains unchanged. 

If, then, it is the low-rate certificates of indebtedness and the high- 
rate discount Savings bonds that are most likely to be turned in by 
present holders in large amounts in the postwar period, the probable net 
change in annual interest charge, under an unchanged interest rate 
structure, would seem to be either not large enough to be significant 
(if the Treasury met the shift by selling a mixture of issues) or a 
substantial decrease (if the Treasury met the shift by selling low-rate, 
short-term obligations to the Federal Reserve banks and the commer- 
cial banks). 

The initiative in changing the distribution of holdings might come 
from the Treasury instead of the public, if the Treasury wanted to 
refund a large part of the short-term debt into obligations of longer 
term. The consequent increase in the annual interest charge could be 
substantial, even under an unchanged structure of interest rates. On 
June 30, 1946, under the assumptions above in Table III there would be 
outstanding about 30 billion dollars in Treasury bills (most of the 
- Federal Reserve banks’ total holdings of 25 billions, plus perhaps 10 
billions in the commercial banks) and about 60 billions in certificates 
of indebtedness (about 20 billion dollars added to the 121% billions 
held by commercial banks September 30, 1943, plus 26 billions held by 
“all other investors”). If, for example, 20 billion dollars of 34 of 1 
per cent bills and 40 billions of 7% of 1 per cent certificates were re- 
funded into 21⁄4 per cent long-term Treasury bonds, the annual in- 
terest charge would rise by 1.1 billions. 

C. Under a Changed Interest-Rate Structure. If busines becomes 


“For a general discussion, see J. H. Riddle, “The Future of Interest Rates,” Bankers 
Magazine, March, 1943. 
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_ so active in the postwar period that a price inflation threatens, and if 
the government attempts to forestall or check the inflation by restrict- 
ing credit, rather than through heavy taxation or direct controls, in- 
terest rates will presumably rise. The absolute restriction of credit,** 
not the rise in business costs through increased interest charges, would 
be the instrument relied on, but the effect on the interest structure, 
although a by-product ‘of the control measures, would still be important 
fur the federal budget. ` 

Even before price inflation’ seems near, long-term interest rates 
might rise. The country will come out of the war with a large amount of 
cash on hand, but some corporations and entrepreneurs will not have ` 
all they need, and much of what the others have they may not be willing 
to move at prevailing interest rates. 

To illustrate the magnitudes involved, it may be assumed that the 
rate on certificates rises to 4 per cent and on Treasury bonds to 5 
per cent. Bills owned by the Federal Reserve banks would presumably 
continue to pay only 34 of 1 per cent, but on the open market their 
yield could not differ much from those of the certificates.” By the end 
of a year, say June 30, 1947, the annual interest charge on the assumed 
60 billion dollars of certificates would have increased 1.9 billions; and 
on the 10 billions or so of bills not owned by the Federal Reserve 
System there would be an increase of about 0.4 billions, or 2.25 billions 
altogether on the short-term debt. Part of this increase would of course 
be taken in taxes, leaving perhaps 1.6 billion dollars net. The total 
annual interest charge of 6 billions as of June 30, 1946, assumed in 
Table III, would rise to 8 billions. The economically significant interest 
charge, estimated in Table IV above at 4 billion dollars, in fiscal 1947, 
would be 5 billions (to the nearest billion). 

The increase in the interest rate on Treasury bonds would take 
effect more slowly. Only 34 billion dollars of Treasury bonds are both 
callable after June 30, 1946, and maturing before 1956, and a part of 
these bear coupon rates from 234 per cent to 414 per cent, so that, by 
1956, the annual interest charge on the Treasury bonds outstanding 
June 30, 1946 (and on the bonds issued to refund them) would have 
increased by about 0.9 billions. Some holders of Savings bonds would 
turn them in before maturity to take advantage of the new rates on 
the securities not redeemable at the holder’s option. Interest rates on 
Treasury notes would also rise. Perhaps half a billion dollars should 
be added for these items. Of the 1.4 billion dollars, 0.4 billions might 


* Restriction of credit in this context has extensive connotations. Refusal of the Fed- 
eral Reserve System to buy all federal obligations offered on the open market at prevailing 
prices would be “restriction of credit” in the sense used here. 

3 This assumes the Federal Reserve banks cease to buy bills under repurchase option. 
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be taken in taxes. As a rough guess, it appears that a change in the 
interest rate structure of the kind postulated above would, by 1956, 
raise the annual federal interest charge, as computed in Table IV, to 
12 billion dollars, while the economically significant interest charge 
would be 9 billions, on a debt assumed unchanged at about 340 billions. 
It must be recalled, however, that most observers are not anticipating 
so substantial a rise in rates. On the other hand, these calculations make 
no allowance for a loss of confidence in the value of the dollar that 
might result from a substantial rise in prices; the consequent effect 
on the interest-rate structure could be very great indeed. 

The computations made on the basis of an increase in medium-term 
and long-term interest rates do not assume anything explicitly about. 
a shifting of holdings, but it is likely that a large part of the medium- 
term debt (ten-year bonds, for instance) would move out of the com- 
mercial banks as soon as, or before, the upward trend in interest rates 
became generally apparent. This comment leads to the further observa- 
tion that if the Treasury does determine to maintain the interest-rate 
structure unchanged by absorbing all offerings through borrowing from 
the Federal Reserve banks, and if the commercial banks, nevertheless, 
do not as a whole believe that the rate structure will in fact be main- 
tained, there can result the paradox that a pressure toward higher in- 
terest rates will lower the federal interest charge,-as the 2 per cent 
bonds (for example) are converted into, say, 34 of 1 per cent bills. No 
value judgment is here passed,on the possibility; it is noted merely 
as an example of the ways in which the problem of the federal interest 
charge may tend to be resolved into another kind of problem. 

D. Summary of Interest Charges. The data on annual federal in- 
terest charge that have been presented above—some of them actual but 
most of them hypothetical—may be summarized as follows: 


As of September 30, 1943, the annual interest charge was nearly 
3 billion dollars, but less than 2 billions was immediately available to 
influence the economic actions of the recipients (“economically sig- 
nificant”), as shown in Table I. 

If borrowing requirements for the three fiscal years, 1944-46, total 
198 billion dollars, so that the debt reaches 339 billions, the annual 
interest charge at the end of fiscal 1946 will be between 5 billions and 
6 billions if the structure of interest rates remains unchanged. The 5 
billion or 6 billion dollar interest charge of 1946 would include slightly 
less than 4 billions of economically significant interest. The assumption 
of 198 billion dollars additional borrowing is probably more than most 
observers consider likely, but it has been selected for present purposes, 
in order to bring the interest question into sharp focus, while avoiding 
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impossible assumptions. By assuming a smaller increment than 198 
billions, these interest totals can be cut correspondingly, by a roughly 
proportionate cut in the increase they represent over the September 
30, 1943, figures (disregarding the fractions of a fiscal year). 

Jf the rate structure rises to a level where certificates bring 4 per 
cent and bonds 5 per cent, the change starting in 1946, then the annual 
interest charge rises to 7 billion or 8 billion dollars by 1947. The part of 
the interest available to influence economic action rises to 5 billions. 

In the later years of the postwar period—1953 or thereabouts—the 
interest charge will be larger, on the same total debt, because of the 
way the annual interest charge on the Savings bonds grows as they 
approach maturity. Under an unchanged rate structure it passes 7 
billion dollars (or nearly reaches 9 billions, depending on how the Sav- 
ings bond accrual is computed), as shown in Tables III and IV, instead 
of the 5 billions to 6 billions of 1946. The economically significant part 
of the interest passes 6 billion dollars instead of falling short of 4 bil- 
lions as in 1946. And if the interest-rate structure moves up, the later | 
years have still another reason for showing a heavier interest charge 
than the earlier; it takes a while for the change in long-term rates to 
affect the total. The total in the middle fifties would reach 11 billion 
or 12 billion dollars, and the economically significant part would reach 
9 billions. 


IV. The Interest Charge, Tax Rates, and the National Income 


To obtain an approximate idea of what the assumed postwar interest 
charge means in terms of taxation, let it be supposed ‘that the part of 
the interest charge that is immediately available to influence the eco- © 
nomic actions of the recipients (“economically ‘significant”’) requires 
an equal amount of tax revenue, obtained from an addition to-the rates 
of the individual income tax. How many percentage'‘points would have 
to be added to the individual surtax scale? 

The answer depends chiefly on the volume of income payments, the 
distribution of income recipients according to size of income, and the 
personal exemptions and credit for dependents, since these are the 
chief determinants of the total surtax net income. Table V presents 
some data on these points (except the distribution) for recent years. 
The answer will evidently differ greatly depending on the values these 
variables take. Surtax net income-was only 9 billion dollars in 1939 
and 13 billions in 1940. In 1941 it was 24 billions. For calendar 1943 
it will probably be close to 60 billions.’ 

To raise 3.7 billion dollars on a surtax base of 9.2 billions would 
require an average of 40 additional percentage points all along the 
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surtax rate scale (or some equivalent non-uniform addition). No doubt 
the answer to this, in practice, as well as in theory,-is that if income 
payments ever went. as low as the 71 billion dollars of 1939, little or no 
attempt ;would be made to raise, in such a year, 3.7 billions more in 
tax revenue than would have been raised in such a year if there had 
been no interest charge. And if any attempt were made to raise the 3.7 


TABLE V 
RECENT VARIATIONS IN FEDERAL INDIVIDUAL Income Surtax BASE 
Income Personal Exemption and Dependent Credit Surtax 
aes Payments!  |-————-------,—---—--___-_____-_______-_—|_ Net Income 

(billions) Married Single Dependent (billions) 
1939 $ 70.8 $2,509 $1,000 $400 $ 9.2> 
1940 76.5 2,000 800 400 13 .2¢ 
1941 92.2 1,500 750 400 23.74 
1942 115.5 1,200 500 350 © 
1943 141.9 1,200 500 350 ° 


a Survey of Current Business, January, 1944, p. 17. 

b Statistics of Income for 1939, Part I, pp. 8-9. Net income of taxable individual and fidu- 
ciary returns, $15.8 billion, minus personal exemptions of $6.0 billion and credit for dependents 
of $0.6 billion on such returns. The earned income credit, deductible in arriving at normal 
tax net income, totaled $1.2 billion on such returns. 

c Statistics of Income for 1940, Part I, pp. 76-77. Net income of taxable individual and 
fiduciary returns, $23.6 billion, minus personal exemptions of $9.5 billion and credit for 
EES of $0.9 billion on such returns. The earned income credit on such returns totaled 

1.9 billion. 

d Preliminary estimates, Treasury Press Release, March 25, 1943, No. 35-82. Includes 
estimates computed from 1040-A returns. Net income of taxable returns, $46.0 billion, minus 
personal exemptions of $19.9 billion and credit for dependents of $2.5 billion on such returns. 
The earned income credit on such returns totaled $4.0 billion. 

e Data not available as this is written. 


billion dollars it would not be done with personal exemptions as high as 
$2,500 and $1,000. Still, the 40 points is a useful figure to remind us 
how far we have moved, in so short a time, from the dollar income 
levels of the late thirties." To raise 3.7 billion dollars on a surtax base 
of 23.7 billions would require an average of 16 additional percentage 
points all along the surtax rate scale. The 23.7 billion dollar surtax net 
income reflects income payments of 92 billions as distributed in 1941, 
with personal exemptions and credit for dependents of $1,500, $750, and 
$400. |\Using the -higher interest figure (6.3 billions) for the middle 
fifties implies an additional 27 percentage points on the surtax scale, 
under these conditions. Evidently the political and social repercussions 


3 If, instead of the $3.7 billion figure, the upper figure in Table IV is used—$6.3 billion 
(reflecting the high-interest segment of the Savings bonds’ span)—the required addition 
is 68 percentage points. But this higher interest charge would not be reached until 1953, 
and by that time the country would supposedly be well above a $71-billion income-payments 
level even in a depression. 
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of the economically significant part of the assumed interest payment 
would be substantial at an income payments level of 92 billions. 

Data showing the surtax net income that accompanied the 116 bil- 
lion-dollars of income payments and the still lower exemptions of 1942 
are not available as this is:written, but perhaps it will be not far from 
40 billions.*** To raise 3.7 billions on such a surtax base would require 


an additional 9 percentage points all along the surtax rate scale; to 


raise 6.3 billions would require an additional 16 points. 

Even 9 additional points on the surtax scalejis enough to create a 
good deal of difficulty, for the Ways and Means Committee ‘and Fi- 
nance Committee. Table VI shows the increase,'in percentage points,” 
at several surtax income levels, that was enacted by Congress in the 
big war revenue bill, the Revenue Act of :1942. The increase was 
slightly greater than the last column would indicate, since the personal 
exemptions and the credit for dependents were lowered at the same 
time (see Table V). 

TABLE VI 


Rate Set in Revenue 


Act of 1942 for Block | crease over Rate 


Surtax Net Income® Set in Revenue Act 


of Surtax Net In- 
come Indicated of 1941 
Not over $ 2,000 13 7 
Over $ 4,000 but not over $ 6,000 20 7 
Over $ 10,000 but not over $ 12,000 32 7 
Over $ 32,000 but not over $ 38,000 58 8 
Over $100,000 but not over $150,000 79 14 
Over $200,000 82 5 to 15 





* Personal exemptions were lowered substantially and credit for dependents lowered 
slightly in the 1942 Revenue Act. In addition, the normal tax rate was increased by 2 
percentage points. 


The increase was larger, at some levels,jin the Revenue Act of 1941 
(over the levels set by the Revenue Act of 1940), as Table VII shows. 

The largest increase in any bracket iof the scale was 17 percentage 
points, for all the brackets lying between $12,000 and $44,000. If, 
because of the interest payments, Congress needs to impose an extra 
10 points or so to forestall or check a postwar inflation, experience does 
not give grounds for believing that the increase will be readily voted. 

The income payments level of 142 billion dollars probably supplies 


a surtax net income (under present exemptions and credit) of nearly - 


60 billions. To raise 3.7 billions extra on such a base would require 


sa A Treasury press release of April 28, 1944, giving a preliminary report on 1942 
individual incomes, indicates a surtax base of $37 billion (if a 10% deduction is assumed 
from the gross income of 1040A returns). 

7 That is, an increase of 7, to 13, means that the rate in the 1941 Act was 6%, and in 
the 1942 Act, 13%. 


4 


74 AMERICAN ECONOMIC ASSOCIATION 


only 6 percentage points on the surtax scale. To raise 6.3 billion dollars 
would require 1034 points. The 142 billion level, however, may repre- 
sent, on balance, superemployment (at present price levels); that is, 
more people working and many of them working longer hours and more 
intensely than they will want to in the postwar period even assuming 
that everyone easily finds all the work he wants. 

A common comparison, in, studies of a national government’s interest 
charge, is between national income and the amount of interest; the in- 
terest is expressed as a percentage of income. From the viewpoint of the 


TABLE VII 


Rate Set in Revenue 


Increase over Rate 
à Act of 1941 for Block . 
Surtax Net Income of Surtas Net In- Set in Revenue Act 


come Indicated of 1940 


Not over $ 2,000 6 6 
Over $ 4,000 but not over $ 6,000 13 9 

i Over $ 10,000 but not over $ 12,000 25 15 
Over $ 32,000 but not over $ 38,000 50 17 

Over $100,000 but not over $150,000 65 7 

Over $200,000 but not over $250,000 67 5 


* Personal exemption for married taxpayers. was lowered substantially and for single 
taxpayers slightly in Act of 1941. “Defense tax” of 1940 (10% of ordinary tax—tless on 
high incomes), repealed in 1941, not included. 


present paper, such a comparison is invalid for two reasons: first, part 
of the interest payment is either sterilized or is absorbed by already 
existing taxes and hence adds little or nothing to the social, political, 
or economic strains that are associated with taxation; secondly, it is 
the tax base in conjunction with the national income, not the national in- 
come alone, that is relevant in a comparison that seeks to measure the 
strains imposed by the taxes that are levied because of the interest 


payment. Four or 5 billion dollars a year of revenue through higher tax ` 


rates or new taxes, made necessary by a postwar interest charge, is 
small compared with a national income of 120 billion to 140 billion dol- 
lars.** This kind of comparison, however, does not indicate the degree of 
strain—social, political, and economic—that may be involved in such 
taxation. Most of the national income is nontaxable in the sense that it 
reflects the bare necessities of life, and is not likely to be tapped. The tax 
rate on the remainder of the income must be correspondingly higher; and 
for many purposes the height of the rate is a significant datum. The 
political difficulties, the social strains, and the total effect on economic 
incentives are not all the same under a tax at a high rate on a small tax 

* Data on income payments were used above because the discussion was in terms of 


the individual income tax. For the more general discussion here, national income data are 
more relevant. 
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base as under an equivalent tax (equivalent as to revenue, or under 
any other standard) at a low rate on a large base. Compared with the 
surtax net income base that may be available, even under a national 
income of 140 billion dollars, new taxes or higher rates to raise 4 bil- 
lions or 5 billions are not negligible. Neither do they appear to be 
- enough to cause an economic deadlock. But both of these observations 
can be only tentative until the rest of the fiscal picture-puzzle is filled 
in by other studies, for the significance of the extra 5 or 10 points on 
the surtax scale, or of the sales tax, or whatever tax measure is used, 
will depend greatly on the already existing level of taxation. If, for 
example, 5 or 10 points go on top of a surtax scale that already starts 
at, say, 10 per cent and rises to a maximum of, say, 40 per cent, the 
effects of the extra points would presumably be much smaller than if 
they must go on top of a surtax scale that starts at, say, 30 per cent and 
rises to 80 or 90 per cent. 

If interest rates rise, the added number of points required on the 
surtax scale by the interest charge will grow correspondingly. On a 60 
billion dollar surtax base, 5 billions requires an average of slightly over 
8 points increase; and 9 billions—the possible economically significant 
interest charge in 1953—-would require a 15 point increase. 

The economic impact of such tax increases might possibly be 
lightened by spreading the increase among several taxes. And it must 
be recalled that the assumed postwar debt is somewhat larger than is 
commonly contemplated at this time. 

Over a somewhat longer postwar period than is covered by this 
paper, a factor of major importance would need to be considered: the 
possibility that the general price level would decline. If it declined 
gradually because productivity increased, the total national money in- 
come could remain the same, and the tax rates could (roughly speak- 
ing) remain the same. The interest recipients would be getting a larger 
real income than they had contracted for. Whether the community 
would be disturbed by that fact is a question that is merely posed here, 
not developed. If the general price level declined owing largely to 
causes other than increased productivity, the question then arises 
whether the decline would or would not be associated with a large 
amount of unemployment. This question, too, can only be mentioned 
here. In any complete study of the postwar interest problem it obviously 
deserves attention. 


V. Conclusion 


Actually, the present analysis has only started to give a quantitative 
answer to the question: what are the economic implications of the 
federal interest charge? A quantitative answer cannot be given, even 
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in roughest form, without assuming some alternative war finance policy 
that somehow or other would have avoided the creation of all or a 
part of the interest charge. The results under the latter program, com- 
pared with the results under the program assumed here, would give the 
kind of an answer that would be useful to the policy maker. For ex- 
ample: if all the government’s wartime borrowing had been done at the 
Federal Reserve banks, it does not necessarily follow that the postwar 
tax requirements to prevent a postwar inflation would have been any 
less than they are going to be under the existing pattern of borrowing. 
The economically significant postwar interest charge would indeed 
have been zero; but the postwar stock of money in the hands of in- 
dividuals and business firms would have been much larger. It is con- 
ceivable that the decrement of postwar taxation made possible by the 
lack of an economically significant interest charge would be just about 
offset by the increment of taxation needed to keep in check the in- 
flationary power of the extra stock of money. Nothing in the analysis of 
the present paper indicates that the postwar tax requirements, as 
measured by the aim of preventing or checking a postwar inflation, 
are going to be any greater under the present borrowing pattern than 
they would have been under some other financing pattern that in- 
volved no substantial increase in wartime taxation. Even if a much 
heavier wartime taxation program is postulated in the alternative 
financing program, some important parts of the answer are not easily 
discernible. For instance, ‘would a much heavier wartime tax program 
have resulted in a lower level of factor prices, especially wages—or a 
higher level—than now prevails? About all that the present analysis 
does indicate is this: under the existing finance policy, if heavy def- 
icits continue for another two or three years, the federal government 
in the postwar period will have to impose more taxes, equivalent to 
perhaps 10 points or so on the surtax base as defined in the Revenue 
Act of 1942 (and many more points if interest rates rise) than if there 
had been no war. But even this comparison is highly conjectural; the 
present paper is therefore essentially a descriptive or classificatory 
statement, not a testing of a particular consequence derived by reason- 
ing from some general hypothesis concerning the interdependence of 
two or more variables, such as the amount of the federal interest charge 
and the total amount of taxation to be imposed.” 


The analysis here does study part of the relations between (a) the amount of the 
interest charge and (b) the incremental amount of taxation to be imposed on top of an 
unspecified initial amount of taxation imposed for all reasons other than the interest charge. 
But, as indicated above, this unspecified initial, or base, amount of taxation may be dif- 
ferent under some other program of war finance; eg, 2 program whereby the borrowing 
‘is done wholly from the Federal Reserve banks. Hence the total amount of taxation is not, 
in the analysis above, made a function of the interest charge. 
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APPENDIX À` 


i 


H oldings o f Federal Obligations by Commercial Banks ` i 
I. Holdings of 6149 Commercial Banks, September 30, 1943° 


ee attra a o 
—_— -= 


ies Current Current Annual 
Type (in bitlicns) Interest Interest i 
Rate (in millions} 
1. Subject to federal income taxes d 
Certificates of indebtedness $11.9 % $104 
Treasury bills 6.4 3% 24 
Treasury notes 7.0 1.3% 91 
Treasury bonds: 12.4 ° 2b 247 7 
Guaranteed issues | 0.8 1? 8 
2. Partially exempt from federal income 
taxes ` 
Treasury bonds 13.5 2.8 379 : 
Guaranteed issues 1.7 2.36 40 
3. Wholly exempt from federal income ' l N 
taxes 
Treasury notes 0.6 0.9? 5 i 
Treasury bonds c 2.29 — gi 
4, Other than public marketable : 
interest-bearing (1, 2, and 3) = 
Depository bonds, Savings bonds 
and Savings notes 5 13 
Total | 55.0 911° E 
,* Treasury Bulletin, November, 1943, pp. 48-49. : E 
> Weighted average. 
€ Less than $50,000,000. 


If. Computation of Net Interest Payment After Tax 


For the 6,149 |For All Commercial Banks, 
Commercial Banks| Assuming Data in col. (1) 
(in millions) Are 95% of Total 
(in millions) 


Total current annual federal interest now i 
being received by commercial banks on 
holdings, as of September 30, 1943, $911 $959 
of which, i 
Wholly exempt from federal taxes 5 i 6 
Exempt from normal tax (and surtax on 
first $5,000 of principal) 419 441 
Fully taxable 487 512 
Estimated current federal corporation 
income and excess profits taxes 270 


Net interest payment : 689 














III (b) Increments in End-of-Month Holdings of Federal Obligations by Co 
. Banks, September 30, 1942-September 30, : 
(money figures in billions of dollars) 


Number Total Pub- | Total Held by} % of To- Increment | % of In- 


of Com- lic Debt | Commercial | tal Held oe in Com- crement 
mercial Year | and Guar- | Banks. Re- | by Com- ci mercial Taken by 
Banks anteed Ob- | ported Figure! mercial Total Bank Commercial 
Reporting ; ligations | Times 1.053 Banks j Holdings Banks 
1942 
5,764 Sept 91.1 92:1 36 
5,760 Oct. 97.2 33.2 36 6.1 2:5 41 
5,758 Nov. 100.4 36.7 37 3.2 L5 47 
5,751 Dec. 112.5 41.2 . 31 12.1 4.5 37 
1943 
5,745 Jan. 115.4 42.8 37 2.9 1.6 55 
5,739 Feb 118.3 43.2 37 2.9 0.4 14 
5,739 Mar 119.9 43.9 37 1.6 0.7 44 
5,738 April 134.2 48.6 36 14.3 4.7 33 
5,736 ay 140.0 52.2 37 5.8 3.6 63 
5,785 June 140.8 51.7 37 0.8 —0.5 27 
6,090 July 145.3 53.6 37 4.5 1.9 
6,139 Aug 148.0 54.7 37 2.7 1.0 Aj 
6,149 | Sept. 162.3 58.0 36 14.3 3.3 22 
(Subtotals, September, 1942—-September, 1943) (71.3) (25.3) (35) 





Source: Treasury Bulletin. 
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III (a) Recent Trends in. Commercial. Bank Holdings , of Federal E 
Obligations l 


Recent trends indicate that the commercial banks’ future pitches” 
of federal obligations will be -split ae ways, about equally, between 
certificates (74 per cent), notes (114 per cent), and bonds- (2 per 
cent); the bill holdings will probably not increase at all. An average _ 
interest rate of about 14% per cent will therefore probably prevail on 
such purchases. ! 

Of the last 50 billion dollar increase in federal debt (12/31 J42- 
9/30/43), the commercial banks took 16.8 billions (33 per cent). The 
total commercial bank holdings are estimated by multiplying the hold- 
ings of those banks reported in the Treasury Bulletin by 1 053. 


III (c) Nature of Commercial Bank Holdings of Public Marketable 
+ .  Interest-Bearing Federal Obligations, August 31, 1942- 
‘September 30, 1943 


(in billions of dollars) 


Certificates 


Bills of Indebted- tari Treasury Guaranteed ” 











noes otes Bonds Issues 
8/31/42 2.6 3.0 3.6 16.4 2.9 
. 9/30/42 2.9 | 4.0 4.5 16.4 2.9 
10/31/42 5.5 . 3.8 5.8 17.4 2.6 
11/30/42 , 4.2 4.4 5.8 17.4 2.7 
12/31/42 4.5 6.5. 5.7 19.4 2.7 
1/31/43 5.6 6.6 ne A 19.8 2.65 
2/28/43 §.3 6.8 ST 20.1 ya 
3/31/43 5.1 6.8 i 5.85 20.8 ‘2.7 
4/30/43 6.4 9.2 5.8 215s 2.8 
5/31/43 7.0 9.8 5.8 24.0 2.6 
6/30/43 6.5 9.8 ` 5.5 24.2 2.6 ° 
7/31/43 5.9 9.9 1.5 24.7 2.4 
1 8/31/43 5.2 11.0 7.5 25.2 2.5 
9/30/43 6.4 11.9 7.6 25.9 2.6 
Source: Treasury Bulletin. - 
APPENDIX B ae = 


| Computation of Interest on Assumed 
Federal Debt of June 30, 1946 


Savings Bonds. The interest on the Savings bonds (series A-F) may 
be computed in any one of several ways, depending on the question 
being asked. The August, 1943, Treasury Bulletin (page 4) shows for 
series E, F, and G bonds, as of each half-year period during the ten 
years, the approximate investment yield (1) on purchase price from. 
issue date to beginning of each half-year period and (2) on current 
_ redemption value from beginning of each half-year period to maturity. 


+ 
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These percentages are averages for periods starting with issue date 
or ending with maturity date. For the analysis in the text above, a 
different kind of computation is more relevant: we ask, what is the rate 
of interest obtained by holding the bond for one more year starting with 
any given year, and expressing the rate as a percentage of the re- 
demption value of the bond at the start of the given year? For example, 
the redemption value at the start of the seventh year, for an E bond with 
an issue price of $37.50, is $42.00, and the redemption value at the 
start of the eighth year is $44.00. The difference, $2.00, is 4.76 per 
cent of $42.00. Moving back one year, the current redemption value 
‘at the start of the sixth year is $41.00. The $1.00 accrual gained by 
holding to the seventh year is 2.44 per cent of $41.00. So, if a wave of 
redemptions happened to hit the Treasury at the start of the sixth 
year of life of the bonds instead of the seventh year, the Treasury 
would be spared the necessity of providing 2.44 per cent interest for 
that extra year; but if the redemption demands came at the start of 
the seventh year instead of the eighth, this particular set of alterna- 
tives means 4.76 per cent interest for the year. The percentages for 
each of the years are shown in Table B-1 below. 


TABLE B-1 
SERIES E, Savincs BONDS 


Interest, from Beginning of Specified Year Following Issue Date to Beginning of Next Year 
As Percentage of Redemption Value at Beginning of Specified Year 


Example: Bond with Issue Price $37.50 


Difference Between Redemption Value at 
Beginning of Specified Year and Beginning 


; f Next Year 
. alu 3 
Year Following a ‘i of © 
Issue Date Next Vear As Percentage of 
Redemption Value 
In Dollars at Beginning of 
Specified Year 
1st $37.75 $0.25 0.67 
2nd 38.25 0.50 1.32 
3rd 39.00 0.75 1.96 
4th 40.00 1.00 2.56 
5th 41.00 1.00 2.50 
6th 42.00 1.00 2.44 
7th 44.00 2.00 4.76 
8th ` 46.00 2.00 4.55 
9th 48.00 2.00 4,35 
10th 50.00 2.00 4,17 


we 


The accruing interest on the discount Savings bonds (series A-F) 
assumed outstanding June 30, 1946, has been computed in this way, 
and the results are shown in Table B-2 below. If it is assumed that 
new Savings bonds of the same kind are issued to refund, the interest 


t 


IMPLEMENTAL ASPECTS OF PUBLIC FINANCE 81 


charge attributable to the refunding bonds is less than 50 million 
dollars until 1954, in which year, however, it rises to 250 millions or 
so. The second “Total” line in Table B-2 includes interest (computed 
the same way, from Table B-1) on such assumed refundings. 


TABLE B-2 

ANNUAL INTEREST CHARGE AFTER FISCAL YEAR 1946 on Discount SAVINGS BONDS IN TERMS . 

OF INCREASED REDEMPTION VALUE FROM ONE YEAR-END TO THE NEXT ’ 

(in billions of dollars) 
Assumptions: (1) gee oan Before Maturity Almost Wholly of Bonds Held Less Than 
ne Year 

(2) Sales Less Redemptions Equal $11 Billion in Each of Fiscal Years 1944-1946 

Accrual of Interest at Rates (on Redemption Value at Start of Preceding Fiscal Year) 

Indicated in Table B-18 i , 
(Apparent discrepancies in addition are due to rounding off to nearest tenth of a billion) 


—— 


Amount | Cumulated 
Assumed | Redemption 


Purchased | Value on 
which 1947 1947 | 1948 | 1949 | 1950 | 1951 | 1952 | 1953 | 1954 | 1955 | 1956 


o 
and 

Purchase | peldto | Interest'is 

Maturity? | Computed? 


Year 


nod tf co] | e | ae | se! | ea e | eart | aa | aaaea 





19374 0.5 0.6 e à 

1938 h 0.5 © © 

1939 0.6 0.7 o e è 

1940 1,08 1.2 0.2 | 0.1 |‘ 0.1 | 0.1 

1941 1.08 1.1 8 0.1] 0.1 | O.1 | 0.1 

1942 3.9 4.1 0.1 | 0.1 | 0.2 | 0.2 | 0.2 | 0.2 

1943 g.4f 8.7 0.2 | 0.2 0.2 | 0.4 | 0.4 | 0.4 | 0.4 

1944 11, 0% 11.2 0.2 | 0.3 | 0.3 | 0.3 |] 0.6 } 0.6 | 0.6 | 0.6 

1945 11.08 11.1 0.1 | 0.2 } 0.3 | 0.3 | 0.3 | 0.6 | 0.6 | 0.6 | 0.6 

1946 11.08 11.0 0.1 | 0.14 | 0.2 | 0.3 | 0.3 | 0.3 | 0.6] 0.6 | 0.6 | 0.6 
Total 48.8 50.2 0.9 | 1.1 ] 1.4 ] 1.6 | 1.9 | 2.1 | 2.2] 1.8 0.6 
Total including interest on Savings 

bonds assumed issued to refund old 

Savings bonds 0.9 |} 1.1 1 1.4 |} £1.64 1.9 | 2.2 | 2.3 | 2.0 | £1.64 1.3 


i ® The pn appheabie to series A~D discount bonds differ slightly, but not enough to affect the significance of 
€ present computations, j 

i Equals “Total funds received” from “Gross sales,” less “Total redemptions,” plus “Accrual of redemption 
values” (=“Net change”), Treasury Bulletin, August, 1943, p. 34. : 

2% Computed by applying, to the “amount assumed purchased,” the approximate-investment-yield percentage 
on the purchase price for the number of years held (Treasury Bulletin, August, 1943, p. 4), multiplying by number of 
years held, aid adding to amount purchased: e.g. $483,000,000 times .0276 times 9 (years) is added to $483,000,000 
to get the base for applying the 4.17 % specified in Table B-1. 

s o o 1 ca rt oma as quantitatively unimportant. 

ess than million. s 

f Apparent Bae A between 133 per cent of the amount in the first column and the sum of the succeeding 

passer on ao ine results from rounding off to nearest tenth of a billion. 
ypothetical. : 


Before including interest on refunding bonds, the annual interest 
charge on the discount Savings bonds assumed outstanding on June 
30, 1946, with a redemption value at that time of 50 billion dollars, 
is 0.9 billions in 1947, and rises fairly evenly to a peak of 2.2 billions 
in 1953, tapering off to 0.6 billions in 1956, the last year of these 
calculations. Including interest on refunding Savings bonds, the total is 
the same (in tenths of billions) until 1952, and the peak, also in 1953, 

. Is higher by only 0.1 billion dollars. , | 

The computations do not take account of the fact that series A-D 

| and series F of the discount bonds have different sets of annual in- 
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terest accruals: from series E, but the error thus introduced is almost 
negligible in the present computations (to the nearest tenth of a bil- 
lion dollars) in view of the slightness of the difference in the series 
A-D schedule and the small amount of series F outstanding (1.2 bil- 
lion dollars on June 30, 1943). 

In principle, the same kind of computations should have been made 
for series G bonds, but it did not seem worth while to do so, in view of 
the much smaller amount assumed outstanding and the smaller varia- 
tions in the year-to-year interest rates. On June 30, 1943, 5.1 billion 
dollars were outstanding; there is assumed an increase of 3 billions a 
year in each of the fiscal years 1944-46 inclusive; and to the resulting 
total of 14.1 billions, the average interest rate for holding over the 
twelve-year life of the bond—2.5 per cent—is applied, giving an 
annual postwar interest charge of 0.4 billions a year. 

In summary: computed on the year-to-year basis, the annual in- 
terest charge on the amount of Savings bonds assumed outstanding 
June 30, 1946, varies between 1.3 billions and 2.7 billions a year, 
provided each bond is held to maturity and the maturity value is 
refunded by a similar type of bond. 

This computation assumes that, considering the Savings bonds by 
themselves, the money to pay the interest is borrowed. This is merely 
a convenient assumption to make in the present rough computations, 
and is not intended to imply that in general the interest on the federal 
debt will be met this way. ‘he discount feature of the A-F bonds does, 
however, offer some interesting points for speculation. It seems likely 
that accumulated interest on matured Savings bonds and principal will 
constitute a payment that is homogeneous as concerns the bondholder’s 
decision what to do with the money. He is not likely to consider his 
$25, for example, as consisting of two elements, one the $18.75 that 
he put in and the other the interest that has accrued. The government 
then in office may take the same attitude. It may seem natural, whether 
or not desirable, to talk of refunding, not the $18.75 that originally 
went into the Savings bond, but the $25 that is paid out. To put it 
another way, will the then Secretary of the Treasury urgently demand | 
a rise in current taxes by enough to- pay the long-accrued interest 
element in every bond that is being presented for redemption, while 
borrowing only enough to pay off the original purchase price? It seems 
unlikely that he will. The use of discount bonds probably promotes a 
tendency to borrow to pay interest. Of course it would be possible to 
keep tax revenues as high in the intervening years as they would be 
if coupon bonds were issued, and, to that extent, there would be just 
aS much or just as little borrowing to pay accrued interest as to pay 
coupon or check interest. Perhaps that is the case at the moment, if 
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only because Congress has given little or no explicit attention to the in- 
terest on the federal debt, accruable or otherwise, current or postwar, 
in setting its tax goals in the past few Revenue Acts. The question still 
remains, though, how will postwar Congresses react to the accumulated 
interest ‘feature? 

For certain purposes, as explained in ie text above, it is important 
to consider not the year-to-year accrual of interest on discount Savings 
bonds, but the accumulated interest at time of maturity. Under the 
assumptions made thus far, this amount will be one-third (slightly less 
for series F) of the amount assumed purchased and held to maturity 
(see first column of figures, Table B-2). The cumulative interest 
charge payable on maturity under these assumptions is as follows: 


Accumulated Interest 
Payable on Maturity 


Fiscal Year (billions) 
1947 $0.2 
1948 0.1 
1949 0.2 
1950 0.3 
1951. 0.3 
1952 1.3 
1953 2.8 
1954 3.7 
1955 3.7 
1956 3.7 


To this must be added the 0.4 billion dollars a year on series G 
bonds. The total of interest actually paid out to holders of Savings 
bonds hence rises from 0.6-billions in fiscal 1947 (0.5 billions in fiscal 
1948) to 4.1 billions in fiscal 1956 (assuming the G bonds are re- 
funded with similar bonds). 


Treasury Bonds Held by “All Other Investors.” In estimating the 
interest on Treasury bonds (including “other bonds”) held by “all 
other investors,” data in the Treasury Bulletin (November, 1943, 
page 48), showing the distribution of the various types of Treasury 
bonds as of September 30, 1943, are helpful. Of the total 16.1 billions 
of Treasury bonds so held (including some bank and insurance com- 
pany holdings), 5.0 billions carried a 2 per cent coupon, 5.4 billions a 
214 per cent coupon, 1.2 billions a 234 per cent coupon, and 1.0 billions 
a 27% per cent coupon. There were 2.3 billion dollars with a coupon of 
3 per cent or higher, but 1.7 billions of these were callable before July 
1, 1946, and this 1.7 billions, it may be assumed, are refunded at 2 per 
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cent to 2% per cent. Only one issue with less than a 2 per cent coupon 
was held—0.6 billion dollars. Of the total 16.1 billions, 0.1 billions were 
wholly tax-exempt, 5.5 billions partially tax-exempt (of which 1.7 bil- 
lions were callable before July.1, 1946) and 10.5 billions were fully 
taxable (federal taxes). 

If the interest structure of 1943 is maintained throughout fiscal 
1944, 1945, and 1946, and the new bonds carry an average 244 per 
cent coupon, an average interest rate of 234 per cent may be assumed 
for June 30, 1946, for the 35 billion Treasury bonds held by “all other 
investors” (excluding, here, all bank and insurance company holdings). 
All but about 4 billion dollars will be fully taxable; these 4 billion 
carry an average coupon rate of 2% per cent. Hence the remaining 
31 billions can be assumed to average 214 per cent. 


Treasury Bonds Held by Insurance Companies. The larger part of the 
insurance companies’ holdings of Treasury bonds on September 30, 
1943, was in the 214 per cent issues. An average of 214 per cent on 
the assumed 21 billion dollars of June 30, 1946, seems reasonable, 
giving an annual interest charge of 0.5 billions. 


Commercial Bank Holdings. An estimate of the interest on the federal 
obligations assumed to be held -by the commercial banks on June 30, 
1946, involves substantial errors, both because of the large holdings 

‘and because the investment policy with respect to maturities may 
change. With respect to their 57 billion dollars of holdings of public 
marketable interest-bearing federal securities as of September 30, 
1943, the banks would be receiving in the postwar period, after allowing 
for refunding, about 700 millions in interest fully subject to the federal 
income tax and about 200 millions subject only to surtax. 

The banks are assumed to add 54 billions to the 57 billions. They 
have been dividing their recent increases in federal holdings about 
evenly among certificates of indebtedness, notes, and bonds, though 
over a longer period—a full year back—the note purchases have been 
less important than the other two. As bank holdings grow, it is likely 
that there will be a slight drift to shorter maturities, hence to lower 
average interest rates. On the whole, an average rate of 1.5 per cent 
on the additional 54 billion dollars is pe reasonable. This gives 
a total of 1.7 billions interest. 


Other Holdings. Certificates of indebtedness are assumed to continue 
the 7% of 1 per cent rate that has been employed thus far. 
Federal Reserve bank holdings are assumed to be almost entirely 
in bills, at 34 of 1 per cent. 


J p ` i 
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The “interest on investments” in the ‘Unemployment. Trust Fund, a 


the Federal Old-Age and Survivors’ Insurance Tiust Fund, and other 
trust accounts was estimated at about 300 ‘million dollars for fiscal 
1944 in the Budget for Fiscal 1944. This is apparently the interest on 
the more than 11 billion dollars of “special issues” that will be out- 
standing in fiscal 1944, indicating an interest rate of about 214 per 
cent, which is used in Table ITI, 

The Treasury nates of the tax and savings series carry an interest 
rate averaging close to 1 per cent if the notes are held to maturity. This 
‘rate is used in Table III. 

The mutual savings bank holdings are concent in the ieii 
bond issues, chiefly in the 214 per cent issues. An average rate of 2% 
per cent on "June 30, 1946, holdings seems reasonable. 

For the balancing item, all other holdings, an interest rate of 134 
per cent has been assumed. 


DISCUSSION 


ABBA P. LERNER: The criticisms that I have to make of Professor Shoup’s 
paper would probably be accepted almost entirely by him. It seems to me 
that his separation of the significant portions of the interest payments on the 
federal debt, although a careful and useful piece of work, is liable to lead to 
misunderstanding. Professor Shoup has investigated how much of the interest 
payments would be available for increasing private spending that might have 
to be offset by government measures to prevent inflation. Many readers will 
be tempted to assume that there is an inevitable necessity for a corresponding 
amount of additional taxation. This does not follow, as I am sure Professor 
Shoup clearly sees. The private spending out of interest payments may in- 
stead take the place of public works or other expansionary measures that 
would otherwise be needed to check a deflation. 

Professor Shoup quotes from my article on functional finance the statement 
that the government should never tax merely for the purpose of raising money, 
and goes on to argue that this does not differ as much from traditional public 
finance as might appear on the surface. If total effective demand is just 
sufficient to provide full employment without threatening inflation, the sig- 
nificant portion of the interest payment on the national debt, by increasing 
the income of the recipients, induces them to spend more. This excess spending 
must be counteracted by taxation. Consequently the payment of the interest 
involves the necessity of raising more in taxes, and we seem to be back 
almost at the old formulation which declares that the government must impose 
taxes because it has to raise the money to make the interest payments. There 
remains only the difference, stressed by Professor Shoup, that the additional 
taxes need not be equal to the amount of the interest payments. There is no 
one-to-one ratio between the interest payments and the extra taxes they make 
necessary; and the paper consists in part of a search for an alternative ratio. 
Such searching after ratios which cannot adequately express a more complex 
economic relationship—and which are then abandoned for other equally un- 
satisfactory ratios—is very common in the history of economic thought. I 
need only mention the velocity of circulation and the organic composition of 
capital. 

The essential advantage of the new formulation is that it completely 
abandons the search for any such ratio. Professor Shoup is properly con- 
cerned with the harm to society that can come from additional taxes made 
necessary by the interest payments. But the exact nature of the harm is 
obscured by the reversion to the old formulation. 

If we approach the matter from the new formulation, we can see that most 
of the apparent evils from these taxes do not arise. There are five such ap- 
parent evils. 

First, the extra taxes are necessary only when in their absence there would 
be too great an effective demand. They cannot, therefore, be conceived. as 
reducing demand below the optimum level. The taxes should never be imposed 
beyond the point at which they would begin to have such an effect, so that 
the extra taxes can never be blamed for causing unemployment. 
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Second, we should never be disturbed by the very high rates of additional 
taxes that would be necessary to raise a sum equal to the significant portion 
of the interest payments from a national income less than that corresponding 
to full employment. However bad might be the effects of such heavy taxes 
they need never be imposed. Since the taxes are needed only when effective 
demand would otherwise outstrip full employment and bring inflation, it is 
only the smaller tax rates that correspond to a full employment level of income 
that are significant. These Professor Shoup has shown to come to an additional 
5 to 10 per cent surtax. 

Third is the extreme difficulty, indicated by Professor Shoup, of calculating 
beforehand -just how much must be the additional tax rate to offset the extra 
spending that comes from a given quantity of interest payments. This diffi- 
culty can be granted, but it is of no practical importance because there is no 
practical need to calculate beforehand the amount of taxes needed to offset a 
single influence abstracted from the enormous number of influences that 
determine total effective demand. The adjustment that is necessary is an 
adjustment to total spending. All that need be observed is the total amount 
of spending so that steps may be taken to prevent it from becoming too great 
or too small. By a similar argument one could point out the impossibility of 
calculating beforehand the exact degree of rotation and pressure that must be 
applied to the steering wheel of a car in driving round the Pentagon Building. 
Yet this does not prevent many nonmathematicians from driving their cars 
every day. This is because they are not concerned with the exact calculation 
of a small part abstracted from their problem and are content to watch the 
way the car is going and to keep it from going too far to the right or to the 
left. 

Fourth, whatever difficulties there are in balancing the total expenditure 
of the economy, and there are many difficulties, these are no greater when the 
interest payments are larger than when they are smaller. There is exactly 
the same problem of watching the total rate of spending and preventing it from 
being too great or too small. 

Fifth, there is the political argument that if it is difficult to get appropriate 
taxation to prevent too much demand at the present time, in spite of the 
extra incentives and patriotism of wartime, how much greater would be the 
difficulty of preventing inflation in peacetime! Against this one must not 
forget that in peacetime there will not be the great restriction on consumption 
that war makes necessary, so that even after all the necessary taxes have been 
paid the people will still have enough money left to buy almost the whole 
of the national output in full employment. Although this does not guarantee 
that political resistance to the necessary taxation will be overcome, it does 
help by removing most of the objective basis for the objections; and those 
who believe in the possibility of democracy must suppose that there is at least 
some connection between political pressures and the objective bases underlying 
them, 

The first four of these supposed evils of taxation are thus shown to be ir- 
relevant, and the fifth—the political difficulty—is not peculiar to the new 
formulation, since people always have objected—-and perhaps always will 
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object—to taxation. The advantage of the new formulation is that by show- 
ing these five items to be irrelevant it permits us to see clearly what is the 
real evil that is done by taxation and that may be aggravated hy the need 
for higher tax rates because of the interest payments. 

This evil consists fundamentally of a deviation between the net payment for 
work after taxation and the value of the marginal product of the work. If a 
worker has to give the. government thirty cents out of an extra dollar he 
could earn, he will not make the effort to earn it beyond the point where the 
disutility of the work goes above seventy cents. If the value of his marginal 
product is a dollar (and he would not be paid a dollar by the employer if it 
were not at least a dollar) the refusal to work may involve a net social loss 
of as much as thirty cents. If he is willing to work for a net of eighty cents 
but refuses because he gets only seventy, there is a net social loss of twenty 
cents, the difference between the value of the marginal product’ and the dis- 
utility of the effort. 

In the same way as the tax interferes with the allocation of labor time 
between work and leisure it can also interfere with the decision between 
saving and consuming and with the undertaking of risky enterprise. This 
is a serious problem and it is the duty of economists to discover what forms 
of taxation do least harm of this kind. 

Theoretically the ideal tax would be a kind of poll tax; that is, it should be 
independent of the amount of work, saving, or enterprise undertaken by the 
taxpayer so that it will not disturb his decisions. The amount of the tax should 
ideally be based on the individual’s “faculty” or ability to earn money in ex- 
cess of his basic needs. But in practice this cannot be done because estimates 
of the individual’s faculty would inevitably be based on his actual income. The 
individual would become aware of this so that the poll tax would degenerate 
into a kind of income tax. There is room for study to see whether capital taxes 
and inheritance taxes could not be developed which would be better than in- 
come taxes in this respect. But whatever conclusions may be reached as to the 
best way of removing excess purchasing power, we must recognize that this 
problem is of minor importance compared to that of maintaining adequate 
total demand and preventing inflation. 

The tax problem is concerned with seeing that the employed resources are 
put to work in the most efficient manner. It would seem fantastic if we were 
to refuse to employ all our resources for fear that if we did we might not be 
using them in the best possible manner. Yet this is exactly what less careful or 
less scrupulous readers are likely to conclude from a sophisticated study like 
Professor Shoup’s. This can be seen, for example, in the recent editorials in 
the New York Times stressing that we cannot “afford” to borrow money in 
peacetime if that should be necessary to maintain employment. The fear of 
having to raise taxes in the future to offset excessive spending out of interest 
on the debt may thus continue, as a more sophisticated “sound finance” to 
lead us to waste our resources in unemployment—just like the boulevardier 
who, to prevent the threatening rain from spoiling his clothes, jumped into the 
Seine, 
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MANAGEMENT OF THE PUBLIC. DEBT AFTER THE. WAR’ 
By Simeon E. LELAND E | 
U niversity of Chicago 


-> Debt management in postwar years will be determined by picela 
variables produced by unpredictable future events and by heritages 
from present policies. Some events cast their shadows (or even gloom) 
hefore them. The problems thus created are predictable. Present debt 
policies and debt magnitudes inevitably create future problems. which, 
in part, at least, may be envisaged. l 
The variables affecting even the known problems of debt manage- 
ment are numerous. What will be the debt outstanding at the end of' 
the war? Will it continue to rise during postwar years? Or will the: 
rise abate until depression begins? Then, will it soar like a continuation 
of the war debt, or will the rise resemble that ofthe thirties? If the 
increase is to continue, what form will the debt take? How will'the 
schedule of maturities be affected? To whom will the obligations ‘be | 
sold? What will be the interest rates? The answers to these questions 


may dispose of the possibility or desirability of debt reduction. If the. a - 


national debt can be reduced, by what means is it to be accomplished? _ 
What is to be the rate of redemption? At what time or periods in ‘the __ 
cycle should it take place? Not only must the discussion of future debt ` 
management be prefaced by assumptions concerning the state of busi- — 
. ness, the volume of production, the level of employment and the price ` 
level, but the supply of capital, bank resources, national income, interest 
rates, tax structure, as well as other factors, are involved. No’ less 
important are the activities of the government itself. Will present levels 
of taxation be maintained? If taxes are to be reduced, where is the 
reduction to come and what will be the amount? War expenditures will” 
be curtailed, but at what point? What will be the scale of other expendi- 
tures? Does the country want debt reduction, increased public and. 
social services, or both? Is the budget to be balanced? When and for 
how long? ` 

Answer these questions one way and the problems of debt manage- 
ment are of one order. Change the answers, or the assumptions, and . 
the debt problems likewise change. It is foolish to attempt to predict 
what will happen. The present discussion will deal with some of the’ 
problems of debt management in our capitalist society with its profit- 

. Yn the preparation of this manuscript the writer is indebted to his colleagues Messrs. 
L. W. Mints and Henry S. Bloch, and to Messrs. John K. Langum and ‘William W. 
Tongue, of the Federal Reserve Bank of Chicago, for numerous suggestions and. criticisms.’ 
He is especially indebted to Mr. Jacob Cohen, Fellow in the University of Chicago, for . 

suggestions and assistance throughout the manuscript. They are not to be held responsible 


for the author’s errors of fact or conclusions, nor are the opinions expressed to be attributed - 
to the Federal Reserve System or the Federal Reserve Bank of Chicago. 
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making institutions and motivations, with its shibboleths and prejudices 
concerning economic and monetary phenomena. In this analysis we 
shall not depart widely from present patterns of economic behavior, or 
from present trends, except as necessary to the exposition of policies of 
debt management. Imaginary difficulties are not required to focus at- 
tention on dilemmas likely to confront the government. 

Debt management cannot be considered apart from other fiscal poli- 
cies of government. It is an instrument of fiscal policy like taxation, 
borrowing, and expenditure. All phases of fiscal policy interact and 
condition each other and all must be geared to the relevant stage of 
the cycle. It is hard, for example, to separate borrowing policy and 
debt management. The one often conditions the other and it by no 
means follows that the policies envisioned at the time of issuance may 
be continued ‘during the life of the loan or that wise debt management 
will not be able to correct some of the mistakes made at the time:of 
borrowing. | 

Like other elements of fiscal policy, debt management embraces far 
more than the purely financial programs appropriate for a private cor- 
poration. The general state of the economy, as has been suggested in 
the: opening paragraphs, must be the controlling factor in policy 
determination. Consequently, debt management policies in the postwar 
years ought to vary as the economy enters the reconversion period, 
as it passes into a period of enlarged production characterized by 
various levels of employment, or as it moves on into a boom or, with 
spent force, enters depression. No prediction of the actual course of 
events can be attempted, but on succeeding pages policies appropriate 
to inflation and deflation shall be discussed, defining these terms’ 
broadly. 

Six major problems in the management of the postwar debt will 
confront us: (1) redeeming or funding** the nonmarketable securities; 
(2) keeping afloat or funding the marketable short-term debt; (3) 
maintaining, or not maintaining, the market for outstanding issues; 
(4) meeting the maturity schedules and adjusting the composition of 
the debt; (5) reducing or paying the debt; (6) covering the interest 
costs or reducing their weight. : 

These problems face us today regardless of future increases in the 
public debt. Unfortunately, time is not available for the discussion of ` 
all of them. Problems of payment of principal and interest will, there- 
fore, be postponed for another occasion. 


1 “Funding” and “refunding” are used interchangeably in this manuscript as applied 
to operations affecting the nonmarketable debt. Which term is technically appropriate 
depends on whether the nonmarketable issues are to be regarded as demand obligations 
or as long-term securities. 
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I. The Nonmarketable Debt 


One of the unique developments in financing this war,'in contrast 
with the first World War, has been the issuance of large amounts of 
nonmarketable debt. On December 31, 1943, the nonmarketable debt 
outstanding was $36,574,000,000, or 22.2 per cent of the total interest- 
bearing debt. Its growth since 1935 is shown in Table I. The non- 


TABLE I 


‘LOTAL INTEREST-BEARING DEBT ULASSIFIED BY NONMARKETABLE, MARKETABLE, 
AND SPECIAL Issurs* 


(amounts in millions of dollars) 


Total 
Se PORMAT EN sa eases Special Issues ee 
or Fiscal $ 
Year | Amount % Amount % Amount % Amount % 
1935 1 $ 62 .2 | $ 26,950 97.5 1$ 633 2.3 | $ 27,645 | 100 
1936 1,261 3.8 31,102 94.3 626 1.9 32,989 į 100 
1937 1,188 3.3 33 ,054 92.3 1,558 4.4 35,800 | 100 
1938 1,556 4.3 32 ,344 88.4 2,676 || 7.3 36,576 | 100 
1939 2,151 5.4 33,965 85.2 3,770 9.4 39,886 | 100 
1940 3,166 7.5 34,436 81.2 4,775 | 11.3 42,376 | 100 
1941 4,555 9.5 37,713 77.9 6,120 | 12.6 48,387 | 100 
1942 13,510 18.8 50,573 70.2 7,885 | 11.0 71,968 | 100 
1943 29 , 200 21.6 95,310 70.4 10,871 8.0 | 135,380 | 100 
1943 
July 30,169 21.5 98,613 70.3 11,456 8.2 | 140,238 | 100 
Aug 30,879 21.6 99,935 70.0 11,907 8.4 | 142,721 | 100 
Sept 33,910 21.6 111,426 70.9 11,717 7.5 | 157,053 į 100 
Oct 35,776 21.9 115,944 70.9 11,868 7.2 | 163,589 | 100 
Nov. 36,595 22.2 115, 909 70.3 12,278 7.5 | 164,781 į 100 
Dec. 36, 574 pina) 115, 231 70.1 12,703 Tet 164, 508 | 100 


* Data taken from the Bulletin of the Treasury Department, September, 1943, p. 23; Federal 
Reserve Bulletin, January, 1944, p. 81; “Statement of the Public Debt, December 31, 1943,” 
Daily Statement ‘of the United States Treasury, January 1, 1944. 


marketable issues are composed primarily of U. S. Savings bonds (series 

E, F, and G) and Treasury Tax Savings (Tax Anticipation) notes 

(series A, B, and C), but include, as well, depositary bonds and the 

adjusted service bonds of 1945.7 The primary reason for selling non- 
*The composition of the nonmarkcetable debt is as follows: 


Issues Outstanding 
(in millions of dollars) 


June 30,.1943 % Dec. 31, 1943 % 
United States Savings bonds $21,256 72.8 $27,363 74.8 
Depositary bonds 226 8 406 . 1.1 
Adjusted Service bonds of 1945 222 ee: 219 0.6 
~ Treasury notes—Tax series A, B, C 7,495 25.7 8,586 23.5 
Total nonmarketable issues $29,200 100.0 $36,574 100.0 


Data for June 30, 1943, taken from Bulletin of the Treasury Department, July, 1943, 
pp. 5, 45. Data for ‘December 31, 1943, taken from “Statement of the Public Debt, De- 
cember 31, 1943,” Daily Statement of the United States Treasury, January 1, 1944, 
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"TABLE II ae. , 
Tota FUNDS RECEIVED FROM SALE or UNITED States War SAVINGS BONDS AND 
| Tax ANTICIPATION Notes: By Montus* % 


(in millions of dollars} 


























ES War Savings Bonds! Tax Anticipation Notes! 
uu PESENE AT ei ESEE E E A 
and Year Series Series Series Series Series Series 
Total E F G Total A B? Ci . 
1941 
May $ 349.8 $ 100.6 $ 37.8 $ 211.4 
June 314.5 102.5 28.9 183.1 ~> 
July 342.1 145.3 27.4 169.5 , 9 
ugust 265.6 147.6 20.3 127.7 $1,037.1 $18.2 $1,018.9 
September 232.3 105.2 18.1 109.6 305.9 7.8 298.1 7 
October 270.7 | 122.9 23.0 124.9 474.7 6.5 468.2 
November 233.5 109.5 19.0 105.0 319.8 4.2 315.6 
December $28.6 341,1 33.3 154.2 341.9 7.3 334.5 
Total $2,537.14 $1,144.7 $ 207.8 $1,184.8 $2,479.4 $44.0 $2,435.3 
1942 l 
January 1,060.6 667.4 77.6 315.6 237.8 4,7 233.1 
ebruary 703.2 398.0 51.8 253.4 126.1 3.2 122.9 
March 557.9 337.6 . 41.1 179.2 234.8 5.3 229.5 
April 530.5 326.7 40.0 163.8 254.7 4.6 250.1 
May 634.4 421.8 42.5 170.1 399.3 5.2 394,14 
, June 633.9 433.2 41.0 159.7 + 406.9 5.1 401.8 
July 900.9 508.1 73.7 319.1 388.2 6.0 382.2 
August 697.3 454.0 52.3 191.0 417.9 5.1 412.8 
September 754.7 509.9 60.8 184.0 977.9 52.6 82.1 $ 843.2 
October 935.0 664.8 60.6 209.6 941.1 o 54.7 886.4 
November 734.6 541.6 44,8 148.2 781.6 33.5 748.1 
December 1,014. 725.8 66.0 222.4 1,312.3 86.0 1,226.3 
Total $9,157.2 $5,988.9 $ 652.2 $2,516.1 $6,478.6 $266.0 $2,508.6  $3,704.0 
1943 
Janua 1,240.4 814.9 77.1 348.4 452.9 34.5 418.4 
ebruary 887.2 633.6 48.3 205.3 456.6 13.0 443.7 
March ` 944.3 720.4 43.9 180.0 446.8 15.3 431.5 
April 1,469.7 1,006.8 109.5 353.4 1,632.9 21.8 1,611.1 
ay 1,335.0 9 85.9 253.9 482.2 7.8 474, 
June 875.5 696.2 35.1 144.1 468.1 4.5 463.6 
July 889.7 682.9 37.6 169.2 414.0 a 414.0 
August 801.7 661.2 28.4 112.4 213.5 213.5 
September 1,926.6 1,400.2 139.0 387.4 2,260.6 2,260.0 
» October 1,708.2 1,340.1 93.1 274.9 460.7 460.7 
November 798.1 665.3 23.4 109.4 330.2 330.2 
December 853.9 727.6 24.1 ° 101.4 436.8 436.8 
Total $13,729.4 $10,344.4 $ 745.1 §$2,639.8 i$ 8,054.7 $ 96.9 $ 7,958.0 


—EEEEEEEEEEE a o ŇA e a e e e R A 


Grand Total $25,423.7 $17,478.0 $1,605.1 $6,340.7 |$17,012.7 $406.9 $4,943.9 $11,662.0 





& Less than $50,000. 

1 Tabulated on basis of total funds received. 

2 Series A notes sold from August 1, 1941, through June 22, 1943. 

3 Series B notes sold from August 1, 1941, through September 12, 1942. 

+ Sale of series C notes commenced September 14, 1942. 

* Data taken from Bulletin of the Treasury Depariment, January, 1942, pp. 26-27; July, 1942, p, 37; January, 
1943, pp. 39, 40, 47; September, 1943, pp. 32, 37, 38; October, 1943, pp. 42, 43, 48, 49; December, 1943, pp. 42, 
48; Daily Statement of the United States Treasury, December 31, 1943. 


marketable bonds to the general public was to avoid losses to investors 
such as befell subscribers to Liberty and Victory bonds—both during 
and after the last war.® The problems raised by the nonmarketable debt 
mainly concern the redemption, funding, or exchange of War Savings 


*The present issues of War bonds, series E and F, are sold on a discount basis; the 
series G bond is a current income bond priced at par. The government has agreed to 
redeem these bonds at stipulated (or guaranteed) amounts in accordance with redemption 
tables printed on the face of the bonds. Series E bonds are redeemable any time after sixty 
days. Series F bonds are redeemable at par only if held to maturity, but may be redeemed 
at stated values after six months, Likewise Treasury Tax Savings notes will be accepted 
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bonds and, to a minor extent, the Tax notes. The other nonmarketable . 
securities will not be considered in this discussion: ` - h. i 


The sales of War bonds and Tax notes haye steadily increased since 


their introduction in 1941. The monthly sales are shown in Table IE. | 


On December 31, 1943, the outstanding War bonds aggregated 
$23,747,000,000 at current redemption values; Tax notes outstanding 


were $8,599,000,000.* These issues are in the nature of demand obliga-" ` 

tions a short time after their original purchase. In fact, they may be | ..’ 
regarded as having some of the features of sixty-day or six-months.. 
paper. After the “days of grace,” the government may be called upon ` 


to redeem the War Savings bonds any time before the ten-year maturity 


date. The Tax notes originally offered (series A and B) were to be. , | 
used for tax payment within two years; the present notes (series'C) . 


are due three years from date of issue.® In both cases, redemption 


is a current problem and after the war may become an even greater one. 


: War Savings bonds constitute a large share of the latent purchasing 


‘power to support the backlog of postwar consumer demands. The 


w 


w 


‘timing and rate of redemption for these bonds are problems with which 
the Treasury must reckon. Present redemptions have been steadily 
increasing both in absolute amounts and as a percentage of monthly +~ 
sales, as shown in Table III. Redemptions have been affected by tax - 
` payments due, by the pressure to buy new bonds, by the need for cash 


to pay for goods purchased, by personal emergencies and other rea- 


sons—good and bad. The redemptions have not embarrassed Treasury ` 


financing, nor are they apt to have this result. Their most serious effect 
is in the pressure upon the price level. 
One of the conspicuous arguments used in selling War bonds has 





at par plus accrued interest in payment of federal income, gift, or estate taxes. They may 
also be redeemed for cash. At first Tax notes were interest-bearing only if presented in 


payment of taxes. Subsequently redemption provisions were relaxed. Series A notes, since ` 


June 22, 1943, have been redeemed for cash at the tax payment value current at time of ` 


Series B notes are redeemable for cash only at original purchase price. The Adjusted Service 
bonds, first issued in 1936, to discharge obligations to veterans of the last war, mature 
June 15, 1945, but are redeemable on demand at the option of the owner. The Depositary 
bonds were issued by the Treasury to various depositary and fiscal agents to provide 
partial reimbursement of costs incurred for the performance of fiscal functions, such as 
the payment of persons in the armed forces. In order to cover such expenses, the Treasury 
issued Depositary bonds dated ‘June 1, 1941, bearing interest at 2 per cent from date 
payment was received and to mature in twelve years, but redeemable at option of the 
United States, or depositary, upon notice.: The interest of these bonds constitutes com- 
pensation for depositary service. 


* Bulletin of the Treasury Department, January, 1944, pp. 34, 40. Figures: given in 


Table IT are on the basis of total funds received, thereby yielding a total for War bonds 
outstanding which is slightly less than $23,747,000,000 by the amount of accrual redemp- 


_ tion values. Series A-D bonds have been disregarded throughout, their sale having been 
discontinued in April, 1941. They enter into debt management problems, however, like 


other prewar debts. 
5 Treasury Department Circular No. 667, July 22, 1941. 
.° Treasury Department Circular No. 696, September 12, 1942. 


; presentation. Similar provision applies to series C notes six months after date of: issue. '. 
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, TABLE II 
REDEMPTIONS OF UNITED STATES WAR SAVINGS Bonps* 
(amounts in millions of dollars) 














; Total Redemptions Series E Series F Series G 
Month and  |-—————___________}, ——_—_$__| ue _—_—. 
Year Amount Be i Amount Amount Amount 
1941 
May $ >œ $ eœ $ $ 
June .6 .19 a a a 
July Zi .20 zS A aa 
August 1.1 42 1.0 —_ id 
September 1.8 -18 1.7 a 1 
October 2.4 89 2.3 _ — 1 
November 3.2 1.37 25 A 5 
December 4.0 76 3.1 2 | 
Total $ 13.8 54%» $ 11.1 $ .4 $ 2.1 
1942 : 
January 4.3 Al 2.9 3 1.2 
February 6.2 89 4.5 4. 1.2 
March 11.3 2.03 9.2 4 1.7 
April 11.9 2.24 9.9 4 1.6 
May 13.2 2.08 10.4 K 273 
June 14.9 2.35 12.0 6 2.3 
July 17.7 1.99 14.8 5 25 
August 23.2 3.33 19.0 8 3.4 
September 25.9 3.43 22.5 6 2.8 
October 32.2 3.45 28.1 9 3.2 
November 36.9 5.03 32.0 ot 4.1 
December 47.9 4.73 43.8 9 3.2 
Total $ 245.6 2.68%» $ 209.1 $ 7.0 $ 29.5 
1943 
January 55.5 4.48 49.7 1.6 4.2 
February 69.4 7.82 62.7 1.7 5.0 
March 123.6 13.09 116.6 1.8 S32 
April 95.4 6.49 87.7 1.8 5.9 
May 97.5 7.30 86.5 2.8 8.2 
June 134.8 15.40 125.1 2.8 6.9 
July 131.4 14.77 120.1 2.8 8.5 
August 144.9 18.07 134.0 3.9 7.4 
September 148.5 7.71 136.8 2. 9.0 
October 137.5 8.05 125.1 3.3 9.1 
November 164.4 20.60 149.7 5.1 9.7 
December 200.9 23.55 186.2 4.8 9.8 
Total $1, 503.8 10.95%» $1, 380.2 $34.7 $ 88.9, 
Grand Total $1, 763.2 6,94%} $1,600.4 $42.1 $120.5 
a Less than $50,000. 


b Represents ratio of total redemptions to total funds received during period covered. . 

* Data taken from Bulletin of the Treasury Department, July, 1942, pp. 29-30; January, 
cy pp. 39-40; September, 1943, pp. 31-32; November, 1943, pp. 33-34; December, 1943, 
pp. 41-42. 
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been to stimulate present saving for postwar expenditure.’ The longer 
the war lasts, the greater will be the amount of that expenditure reserve. 
When the war ends, production dislocations are likely to be increased. 
During the reconversion period, when unemployment is probable, past 
liquid savings and unemployment benefits from the Social Security 
program will probably be utilized to make up for income shrinkages 
before savings bonds are redeemed. With the loss of overtime pay, cuts 
in hours of work, and more drastic economic losses in prospect, workers 
may regard their War bonds—with the fixed redemption values—as 
an emergency reserve. The psychology of the reconversion period will 
also tend to retard redemptions. Industry will be getting ready for 
civilian production—customary goods later will be more plentiful; new 
products, heralded by good-will advertising, will be expected to appear 
when reconversion is completed. The present scarcity of consumers 
durable goods, in large part, explains the volume of present savings, the 
success of consumer credit controls, and much debt reduction. These 
forces may be expected to remain operative until consumers goods are 
again more generally available. Considerable unemployment immedi- 
ately after the war, continuing over months of industrial reconversion, 
might easily change such conditions. The government would then have 
to prepare itself to cash these bonds in larger amounts than ever before. 
Conditions will be aggravated if prices continue to rise. The higher 
they are the less the value of the postwar reserves in bonds. 

In such a period of falling incomes it is unlikely that taxes can or 
should be increased, or that tax collections, even if drastic cuts in 
expenditures would take place immediately following an armistice, 
would be adequate to provide a surplus of cash for bond redemptions. 
The more likely possibility would be the redemption of War bonds 
from the proceeds of bank borrowing. This might be somewhat infla- 
tionary but would cushion the effects of sudden and widespread unem- 
ployment. To a large extent the increased redemptions during the 
period of industrial reconversion would be hardship cases—distress re- 
demptions accompanying any decreases in employment or incomes. But 
new conditions would arise with the completion of the conversion 
process. 

Coincident with the decrease in employment during reconversion 
will come the increased demand for capital by industry to finance re- 


7“The more we save now, the more we'll have after the war—for emergencies, for 
education and travel, for a new automobile, refrigerator, or radio, for retirement, sudden 
illness or old age.” Official Circular U. S. Treasury 2nd War Loan. Issued by U. S. Treas- 
ury War Finance Committee, War Savings Staff, Victory Fund Committee, Washington, 
D.C. In a similar circular for the 3rd War Loan, subscribers were told: “For a quicker 
victory, safer peace (free from inflation) and to provide the postwar comforts and luxuries 
you can’t buy today, sign up for your limit now.” Issued by U. S. Treasury, War Finance 
Division, Washington, D. C 
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tooling, conversions, and inventories necessitated by the readjustment 
of production. Advance bank credits have been arranged by many large 
concerns to cover such contingencies. The negotiation of “VT” loans 
by others is fast being arranged. Where possible, reserves are being 
set up by some corporations; many industries have purchased U. S. 
short-term obligations for just such uses. Their investments in savings 
bonds are small in the aggregate due to the limits on annual purchases.* 
Consequently the need for funds to cover corporate or business redemp- 
tions of Savings bonds will be insignificant.® 
Will the War bonds be presented for redemption when industry is 
prepared to sell consumer goods not now available? The answer would 
seem to depend, first of all, upon the levels of employment and the 
flow of money incomes prevailing at that time.*® If purchases from 
current earnings, with or without the resumption of installment selling, 
are adequate to take the goods off the market, it is doubtful if a large 
volume of War bond redemptions will take place. Liquid as are War 
bonds, the more liquid savings are apt to be spent first. This may hold 
even for those who purchased War bonds for the express purpose of 
acquiring specific goods after the war. The present direction and volume 
of spending surely will change when automobiles, refrigerators, radios, 
and similar goods are again offered for sale. | 
If expenditures from current earnings are not sufficient to take off 
the market the goods which American industry with its expanded pro- 
ductive capacity may offer for sale when reconversion is completed, 
prices will tend to fall so that reduced expenditures can take up the 
. goods offered for sale. If a cost-price maladjustment exists, if wages 
fail to follow prices downward, falling prices will imply something less 
than what is regarded as “full employment.” In such a situation Savings 
bonds may be redeemed to secure goods. These redemptions will help 
maintain industrial production and tend to prevent a recession in 
business activity. As a result of the expenditure of funds secured 
from bond redemptions, current earnings and employment may increase 
“sufficiently to absorb the products of industry, thus stabilizing a busi- 
ness revival. On the other hand, when such redemptions (and pur- 
chases) have taken place, deflationary tendencies may reappear and 


8There is an annual limit of $5,000 maturity value for ownership of series E bonds. 
Owners are annually limited to $100,000 of series F and G bonds, or both combined. 
During the first three War Bond Drives out of $6,457,000,000 subscriptions to series E, 
F, and G bonds, $5,883,000,000 were issued to individuals, partnerships and personal trust 
accounts and only $539,000,000 to “other corporations” a designation excluding banks and 
insurance companies. See Bulletin of the Treasury Department, January, 1943, p. 2; May, 
1943, p. 3; October, 1943, p. 4. See also footnote 63, infra. 

®Sale of short-term issues in the reconversion period is discussed infra. 

1 Cf., “Most of the goods purchased by consumers after the war will be paid for by 
the income earned in their productions and not by drawing on past savings.” S. Morris 
Livingston, “War-Time Savings and Post-War Markets,” Survey of Current Business, 
September, 1943, p. 12. 
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continue unless offset by new investment. What happens with respect 
to demand, with its increased effectiveness due to bond redemptions, is 
only one half of the story; the repercussions of increased demand on - 
the supply side of the equation must also be considered. 

The redemption of bonds will depend also upon the levels of taxation 
and other costs to the individual prevailing after the war. More pre- 
cisely it will depend upon the surplus of spendable incomes, remaining 
after the payment of taxes, with which desired goods can be purchased. 
If available money-incomes are inadequate for personal expenditures,- 
the backlog of purchasing power lodged in War bonds will probably 
be utilized in increased degree. The effects produced by personal ex- 
penditures will depend upon the method followed by the Treasury 
in securing funds for redemptions, which may be expansionary or defla- 
tionary, depending on the circumstances. 

If its cash balance is drawn down rapidly by excessive redemptions, 
then the Treasury will be forced to borrow to make repayment. It is 
not the spread of redemption over time which creates serious manage- 
ment problems, but the volume at any one time which is difficult 
to handle. The problem is similar to that faced by the banks holding 
demand deposits. Such bank borrowing as would be necessary might 
have expansionary effects, enhanced even further if industry were 
also asking for additional bank credits. This would be true only if 
redemptions represented a net addition to purchasing power in a situa- 
tion where current incomes were being fully spent or invested. 

If the redemptions are small and spread over a number of years, it is 
possible that payment may be made from surplus revenues if a surplus 
exists. Redemptions, in that case, would be financed from tax payments. 
Certain issues might well be paid off in this manner even if the debt 
as a whole is not retired. Such a method would not be inflationary 
unless tax payments had been made primarily from bank loans and 
full employment had materialized. . 

It is, of course, possible that the Treasury could anticipate increases 
in redemptions and secure the necessary cash from loans by nonbank 
investors. During the reconversion period and immediately thereafter 
it is doubtful if the Treasury will find ready industrial buyers for its 
loans. It will have to depend primarily on loans from individuals. Its - 
ability to substitute individuals for other borrowers may depend, in 
large part, on the interest rate offered. Appeals to patriotism in the 
postwar period will probably have little effect, and the longer the war 
is past the more operative purely economic forces become. This argues 
for the continued maintenance of large working balances in the General 
Fund of the Treasury. The more adequate these balances to cover 
sudden demands for funds—such as might come from bond redemptions 
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—the less will the Treasury need to depend on immediate bank loans 
and the less likely are its borrowings to be expansionary. The Treasury, 
then, has time to try to borrow from savers and other nonbank invest- 
ors. In time of deflation the reverse argument holds. That part of the 
working balance derived from taxation should be small and reliance 
should be placed primarily on bank borrowing. 

The exchange of Savings bonds for other securities with longer 
maturities or higher interest rates, or the refunding of Savings bonds 
as they mature, may be considered as means of reducing redemptions. 
The series E bonds accumulate at 2.9 per cent if held to maturity. The 
rates of F and G bonds are 2.53 and 2% per cent respectively; no 
other bonds from standpoint of yield are equally attractive.* The 
244% ‘Treasury bonds were designed primarily for insurance com- 
panies;** the 2’s have been sold to any investors, including commercial 
banks. The effective rate of interest on the entire public debt has been 
falling steadily and on Septembr 30, 1943, was 1.956%.** It may be 
doubted if the Treasury Department would favor the exchange of E, 
F, and G bonds for other securities with higher rates of interest unless 
market conditions, or the interest rate, changed materially. In any case, 
it is doubtful if such exchanges would appeal to many bondholders 
or produce a sufficient volume of exchanges to become a real possibility. 

Redemption of Tax Notes. The redemption of tax notes can be 
more easily managed. The amount outstanding on December 31, 1943, 
was $8,599,000,000.** Sales through December, 1943, were $17,013,- 
000,000, of which $7,995,200,000, or 47 per cent, had been used in 
payment of federal taxes. Redemptions for cash since September, 1941, 
have been $349,600,000 (through December, 1943), or 2.05 per cent 
of sales. The details as to monthly redemptions are shown in Table IV. 

Tax notes are purchased to facilitate tax payments. In return for 
interest rates of 1.92, 1.07, and .48 per cent per annum, taxpayers 


“Tn the First War Loan Drive 244% Treasury bonds of 1963-68 were offered to 
investors other than commercial banks; 134% Treasury bonds due 1948 were offered to 
all investors, including commercial banks, 

In the Second War Loan Drive 244% Treasury bonds, dated April 15, 1943, due June 
15, 1969, were offered to investors, except commercial banks. U. S. 2% Treasury bonds, 
dated April 15, 1943, due September 15, 1952, were offered to all investors. 

In the Third War Loan Drive 214% Treasury bonds of 1964-69 were offered to in- 
vestors other than commercial banks; 2% Treasury bonds of 1951-53 were offered to all 
investors, 

2 The percentage of total subscriptions to 214% bonds by insurance companies was 
as follows: First Drive, December, 1942, 48.3%; Second Drive, April, 1943, 42.1%; Third 
Drive, September, 1943, 42.0%. Bulletin of the Treasury Depariment, January, 1943, 
p. 2; May, 1943, p. 3; October, 1943, p. 4. 

Rate on public debt and guaranteed obligations. Rate on guaranteed obligations 
slightly higher than on direct obligations. Combined rate, therefore, is most conservative 
comparison. Cf. Bulletin of the Treasury Department, October, 1943, p. 36. 

4 Bulletin of the Treasury Department, January, 1944, p. 40. 

* See Table IT, supra. 
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Grand Total] $8,413.3 | $7,995.5 | $349.6 | $238.3 | $4,815.2 | $3,359.7 


a Less than $50,000. 

b Represents ratio of total redemptions to total sales for period covered. 

1 Includes notes exchanged for new series (not shown in Annual Report for fiscal year end- 
ing June 30, 1942). 


2 Series A notes sold from August 1, 1941, through June 22, 1943. 


$2,425.5 


86.4 
78.8 
1,214.1 
176.6 
97.0 
1,119.8 
214.4 


Re- | 
deemed | Series 
for A? 

Cash 
$” G 
1 a 
1.0 a 
7.3 a 
$8.4 i 
1.0 3 
3 1.0 
9 10.8 
1.3 1.2 
1.8 3 
6.9 3.7 
1.2 5 
5.8 3 
4.1 5.0 
38.6 5 
4.9 4 
4.6 10.1 
$ 71.4 | $ 34.1 
1.8 1.0 
2.0 2.5 
11.8 49.9 
19.5 12.3 
4.8 a 
15.8 40.4 
17.1 15.5 
27.9 3.7: 
36.0 40.2 
22.6.4 7.2 
39.3 1.9 
Ti: 29.6 ` 


14.8 
178.0 


39.60%} 


19.45 
17.68 
274.38 
12.00 
21.11 
242.60 
55.92 
59.54 
-50,79 
44,32 
48,82 


72.50%} 
49.53% b 





3 Series B notes sold from August 1, 1941, through September 12, 1943. 
4 Series C—sales commenced September 14, 1943. 
§ See Table II for Total Sales. 
* Data taken from Annual Report of the Secretary of the Treasury on the State of the Finances 
Jor the Fiscal Year Ended June 30, 1942, pp. 572-573; Bulletins of the Treasury Department, 
August, 1943, pp. 40-41; October, 1943, pp. 48-49; November, 1943, pp. 39-40; December, 
1943, pp. 47-48; Daily Statement of the U.S. Treasury, December 31, 1943. a 
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have loaned the United States for various short terms," the sums they 
eventually intended to use in extinguishing tax liabilities." Irrespective 
of the intercst rate, the convenience of achieving monthly tax payments 
in this manner would have caused substantial sales to be made. The 
crediting of interest to tax payments may have increased net borrowing 
a negligible amount. The same is true of redemptions for cash, but 
the cash redemptions are not likely to increase materially in the near 
future, even if tax levels were to be drastically reduced. The tax notes 
will be used primarily to extinguish the liabilities which induced their 
initial purchase.** Such redemptions as must’ be financed will not be 
large-and can be handled along with the rest of the nonmarketable debt 
without adding materially to the problems of the Treasury. 


Il. Management of Short-Term Debt 


_ Prior to World War I, negotiable short-term debt obligations were 
issued on but six occasions: three were in time of war, three in time 
of monetary crises.’ Short-terms were widely used during the first 
World War and have been an outstanding feature of federal finance 
ever since.” They were conspicuous in financing the deficits of the 
thirties; they have become even more conspicuous for their part in 
covering the expenditures of World War II.” Certificates of indebted- 


18 Series A notes yielded approximately 1.92%; series E notes, 48%; series C, 1.07%. 
Cf. Bulletin of the Treasury Department, October, 1943, p. 49, footnotes 2, 3, and 4. 
The term for which money is loaned extends from date of purchase to date of surrender. Or- 
dinarily this is equal to prepayment of taxes. 

*7 Note the steady but increasing purchase of Tax notes as shown in Table II and their 
use in payment of taxes in months when quarterly income tax payments are due, as shown 
in Table IV. 

** Of the Tax notes redeemed in calendar 1942, 94.5% were surrendered in payment of 
taxes. In the first nine months of 1943 of Tax notes redeemed, 96.8% were used in pay- 
ment of taxes. 

They were during the War of 1812, the crisis of 1837, the Mexican War of 1846, the 
panic of 1857, the Civil War and the crisis of 1907. For a brief description of these issues 
see Jacob Hollander, War Borrowing (New York, 1919), pp. 1-21. The first four issues, 
Hollander says, “developed from inability to sell long-term bonds in sufficient amount to 
meet pressing requirements in periods of impending war or acute monetary disturbance 
unrelieved by adequate banking facilities. Whatever effectiveness such expedients possessed 
was largely a consequence of their use not as formal borrowing devices, but... as flat 
emissions for direct payment of public accounts.” Ibid., pp. 19-20. The issues during the 
Civil War he ascribes to Secretary Chase’s opposition to long-term bonds and his reluc- 
tance to raise interest rates on government bonds to the rate prevailing in the money 
market. Ibid., p. 20. The 1907 issues Hollander attributes to “a consequence less of de- 
pleted Treasury than of a rigid bond secured circulation, whereby an acutely strained 
credit market sought relief in otherwise unnecessary debt creation.” Ibid., p. 21. 

* Similarly in England short-term borrowing was “the most important feature of war 
borrowing” and “was wholly the creation of the war.” U. K. Hicks, The Finance of 
British Government: 1920-1936 (London, 1938), p, 321. - 

* Short-term debt has been variously defined to include or exclude issues up to five 
years maturity. Where securities with five-year maturities have been excluded they have 
usually been denominated as “intermediate securities.” The writer prefers to exclude them 
from the classification of short-term debts. The Treasury notes now outstanding mainly 
have five-year maturities. They are of three types: regular series, national defense (war) 
series, and tax series. Certificates of indebtedness by law must mature within one year. 
Treasury bills are usually issued to mature in 91 days or thereabouts, 
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ness ‘were the primary short-term security of the first World War;” 


Treasury notes predominated in the-short-term financing of the 1930 . 


depression years; Treasury bills and certificates of indebtedness are 
both conspicuous in financing the present war.” Their importance as 
a constituent element in the interest-bearing public debt is shown in 


Table V. pas gt 


Certificates of indebtedness were originally a wartime expedient 
designed both to tide the Treasury uver Lempurary cash sliutlages 
arising in the interims between war loans and tax-payment dates, and 


„to avoid undue strain on the money market.” They were offered quar- 


terly, a time factor which produced a widely fluctuating working-cash 
‘balance, as well as increased interest. In 1929, the Treasury bill was 


introduced allegedly to correct these conditions and to enable the.. 


Treasury by more frequent borrowings to take advantage of favorable 
conditions in the money market.” The events of the succeeding de- 


pression, characterized by recurring deficits, and the desire for liquidity - 
` seem to have made Treasury bills a permanent feature of federal 
financing.”* The volume of outstanding short-term obligations makes’ 


their management in the postwar years a major problem, crucial in its 
potential effects on the price level. 

Three Management Problems. Short-term issues give rise to three 
management problems: (1) keeping them afloat is the recurrent or 


almost constant task of renewal; (2) if not renewed, the obligations . 


must be funded or exchanged for a different type of security; (3) 


finally, of course, the possibility of repayment or. the reduction of the 


E3 


amount outstanding always remains. 
The customary prescription to cure the alleged evils of short-term 
borrowing is given as reduction and ultimate payment.” This is funda- 





For detailed description of public debt issues outstanding see Annual Report of the 


Secretary of the Treasury, 1942, pp. 486-506. i 
2 See Hollander, of. cit., chs. II-VI. ; 
2 The special issues, which are also shown on Table V, are comprised for the most part 


of notes and certificates. They constitute forms of interfund borrowing and the special- 


G 


problems they present will not be considered in this paper. 
“Cf. Hollander, op. cit., pp. 110-123; Edward R. Van Sant, The Floating Debt of the 


Federal Government,' 1919-1936 (Baltimore, 1937), p. 14. There was no expectation “at 
that time, that certificates would become a permanent instrument in Treasury financing,” — 


p. 31. 


*Van Sant, op. cit., pp. 43-46. For a critical analysis of the advantage of bills over .. 


certificates see pp. 48-49. 


2 So successful did bills prove that the issuance of certificates of indebtedness was dis- - 


continued between 1935 and 1941. See Table V, supra. 

“See, for example, Van Sant, op. cit., p. 10, and authorities cited. The Colwyn Com- 
mittee suggested “the desirability of a steady gradual reduction.” Report of the Committee 
on National Debt and Taxation, presented to Parliament by Command of His Majesty 


(London, 1927), p. 36. The Committee on Government Credit of the Twentieth Century . 


Fund, reporting in 1937, recommended “that the Treasury refunding program be con- 


tinued with the alternate aim of reestablishing approximately the relation between long- - 


term, medium-term and short-term securities which existed prior to the depression. . . . 
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TABLE V 
COMPOSITION OF INTEREST-BEARING PUBLIC DEBT, 1916-4 

E Amounts in Millions of Dollars! Percentage Composi 

isca 

Year ; 3 Special Total : 
Ending | ponds | Notes ete Treasury Issues to | Interest- Bonis | Notes Certific 
Jane 2d Indebtedness Bills aaah as tal Indebte: 
1916 |$ 967 i$ 4 |$ $ $ $ 972 99.5% 4% 

1917 2,412 27 273 2,713 9 1.0 10.: 
1918 9,911 369 1,706 11,986 82.7 3.1 14.: 
1919 17,188 4,422 3,624 25,234 68.1 17.5 14.¢ 
1920 16,218 5,074 2,769 24,061 67.4 311 I1: 
1921 16,119 4,919 2,699 23,737 67.9 20.7 11.: 
1922 15,965 4,917 1,829 22,711 10.3 21.6 8. 
1923 16,535 4,441 1,031 22,008 75.1 20.2 4,' 
1924 16,025 4,149 808 20,982 76.4 19.8 3.1 
1925 16,842 2,740 533 95 20,211 83.3 13.6 2i 
1926 16,928 1,799 453 294 19,384 87.3 9.3 2: 
1927 15,220 1,986 686 _359 18,251 83.4 10.9 33 
1928 13,021 2,582 1,252 452 17,318 75.2 14.9 Ta 
1929 12,125 2,267 1,640 607 16,639 72.9 13.6 9.! 
1930 12,111 1,626 1,264 156 764 15,922 76.1 10.2 7.! 
1931 13,531 452 1,802 445 291 16,520 81.9 2.7 10. 
1932 14,250 1,261 2,726 616 309 19,161 74.4 6.6 14. 
1933 14,223 4,548 2,108 954 323 22,158 64.2 20.5 9.. 
1934 16,510 6,653 1,517 1,404 396 26,480 62.4 25.1 5. 
1935 14,936 10,023 2,053 633 27,645 54.0 36.3 

1936 18,629 | 11,381 ES 2,354 626 32,989 56.4 34.5 

1937 21,322 10,617 aS 2,303 1,558 35,800 59.5 29.7 

1938 23,599 9,147 Fan 1,154 2,676 36,576 64.5 25.0 

1939 27,565 7,243 BO 1,308 3,770 39,886 69.1 18.2 

1940 29,917 6,383 i 1,302 4,775 42,376 70.6 15.1 

1941 34,966 5,698 1,603 6,120 48,387 72.2 11.8 

1942 48,177 9,704 3,096 2,508 7,885 71,968 67.8 13.5 4.. 

1943 | . 79,420 16,663 16,561 11,864 10,871 135,380 58.6 12.3 12.: 


1 Excludes fully guaranteed interest-bearing securities. 


* Data taken from Annual Report of the Secretary of the Treasury on the State of the Finances for the Fiscal Year Ended June 30 
Pp. 230; 1937, p. 200; 1929, p. 213. Figures will not necessarily add up to totals, due to rounding. 
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mentally a tax problem or the conversion of other assets to debt reduc- 
tion. Just as short-term borrowing has been called a “fair weather pro- 
gram,” so is reduction or repayment, as distinguished from funding or 
exchange,” a “fair weather program”—one for periods punctuated with 
recurrent budgetary surpluses. The three principal arguments for the 
reduction of short-term debt are the task of renewal, the uncertainty 
of renewal in time of crisis, and the danger of inflation. 


TABLE VI 


Hobpincs oF U. S. GOVERNMENT SECURITIES BY MEMBER BANKS OF THE 
FEDERAL RESERVE SysSTEM* 


(in millions of dollars) 


Types of Securities 
Year 


i Certifi- 
Ending Total Treasu 
ry cates of Guaranteed 
June 30" Bills Indebted- Notes Bonds | Obligations 
ness 

June 29, 1929 $4,155 $ 1072 $ 339 $ 704 $ 3,005 — 
June 30, 1930 4,061 42 254 463 3,340 ~ 
June 30, 1931 5,343 263 638 403 4,039 —_ 
June 30, 1932 5,628 187 775 503 4,163 — 
June 30, 1933 6,887 554 559 2,049 3,725 — 
June 30, 1934 9,137 791 637 2,871 4,838 _ 
June 29, 1935 11,430 1,099 — 4,314 4,458 1,558 
June 30, 1936 13,672 1,266 — 5,161 5,295 1,950 
June 30, 1937 12,689 821 — 4,361 5,689 1,819 
June 30, 1938 12,343 316 — 3,653 6,246 2,128 
June 29, 1939 13,777 44i -- 2,720 7,786 2,831 
June 29, 1940 14,722 797 — 2,543 8,261 3,121 
June 30, 1941 18,078 1,127 — 2,631 10,481 3,839 
June 30, 1942 24,098 1,509 1,872 3,546 14,485 2,685 

` June 30, 1943 46,980 6,278 9,418 5,251 23,545 2,487 


1 June 29, 1929, 1935, 1939, 1940. 

2 Described as “all other.” 

* Source: Board of Governors of the Federal Reserve System: Member Bank Call Reports. 
Amounts will not necessarily add to totals due to rounding. 


Weekly issues of bills since July, 1941,” six to eight issues of certifi- 
cates in each of the last two years, and ten issues of notes since the war 
began,*° make renewal a constant problem. As to this, the Treasury 


Increasing the proportion of long-term securities would enable the banks to dispose of 
some of their present heavy holdings of Government securities and would thus decrease 
the pressure for bank credit expansion. Refunding operations should be designed to shift 
a large portion of the outstanding debt into the hands of genuine investors, thus affording 
the Treasury more leeway in case it again becomes necessary to resort to large-scale bor- 
rowing through the sale of short-term obligations to banks.” The National Debt and 
Government Credit, Twentieth Century Fund, Inc. (New York, 1937), p. 156. 

Van Sant, of. cit, p. 42. 

2 For details of issues see Bulletins of Treasury Department, January, 1941, to date. 

“The offerings of marketable issues of certificates of indebtedness and Treasury notes 
from July 1, 1940, through December 1, 1943, have been as follows :* 
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cannot complain; it is the result of Treasury programs and policies. 
Renewal could have been avoided, or made more infrequent, by stiffer 
tax policies and different borrowing programs, for which failures the 
Treasury and Congress must accept primary responsibility. 

The real basis of objection to the frequency of renewing short-terms 
is the increased exposure to crises. It is hard to conceive of any crisis 
in the United States which might prevent the renewal of short-term 
debts. There is plenty of reserve taxing power; the banking system is 
highly developed; there seems to be little likelihood of a flight of 
capital from the country. Even a repetition of the banking holiday of 
1933, when short-term loans were hard to secure, while not impossible, 
does not appear to be likely. Any such disability in view of the credit 
standing of the federal government would be temporary. Such dis- 
turbances as the “alarmists’” have in mind would not be confined to 
short-terms—all credit, public and private, long and short, would be 
_ shattered. 

Large volumes of short-terms mean increased dependence upon banks 
for funds. The growth in bank holdings of government securities is 
shown in Tables VI and VIII. On June 30, 1943, the member banks 
held 53 per cent of the Treasury bills outstanding, 57 per cent of the 
certificates, and 57 per cent of the notes. The Treasury is at present 
dependent upon banks for the continuous renewal of those funds. 
Should the banks become reluctant to renew, the Treasury might be 
seriously inconvenienced; should a financial crisis occur during an 
. impending renewal, a high price might have to be paid for temporary 
funds.“ Some nations with exhausted taxing powers have gone through 





MARKETABLE ISSUES 


Certificates of Indebtedness Treasury Notes 
Date of Date of 
Issue Amounts in Millions Issue Amounts in Millions 
4/15/42 $1,507 12/19/40 $ 531 
6/25/42 1,588 1/31/41 635 
8/15/42 1,609 3/15/41 32 
9/21/42 1,506 3/15/41? 33 
11/2/42 2,035 3/15/41" ak 
12/1/42 3,800 11/1/41 503 
2/1/43 2,211 6/5/42 1,118 
4/15/43 5,251 9/25/42 1,606 
5/1/43 l 1,655 6/5/43* 2,142 
8/2/43 i 2,545 7/12/43 2,707 
90/15/43 4,122” 
10/15/43 3,516? 
12/1/43 3,540? 


^ Additional offerings at par of security already outstanding. 

P Preliminary. 

* Bulletin of the Treasury Department, November, 1943, p. 31; December, 1943, p. 38. 

3 Cf. Report of the Committee on National Debt and Taxation, Presented to Parlia- 
ment by Command of His Majesty, London, 1927 (Colwyn Committee Report), p. 35: 


+ 
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TABLE VII Eo 5o 4 


FEDERAL Reserve BANK Horpnes or U. S. GOVERNMENT SECURITIES, 
DIRECT AND FULLY GUARANTEED* ' i 


(in millions of dollars) i 


Type of Security 


daia oumas 





-_—— m e m my ame manganan saatinin 


Date Total Certificates f 


Treasury of Notes Bonds 
Bills Indebtedness 
June 30, 1916 $ 57 $ — $ — $ 4 $ 53 
June 30, 1917 66 — 6 24 36 
June 29, 1918 255 — 194 19 42 
June 27, 1919 į. 231 — 204 — 27 
June 2, 1920 336 — 309 — 27 
June 30, 1921 250 — 216 — 354 
June 28, 1922 557 — 332 — 2251 
July 3, 1923 95 — 5 — 90 ` 
July 2, 1924 436 . — 94, 321 21 
Tuly 1, 1925 354 zee 36 250 68 
j 
June 30, 1926 385 — 71 232 82 
June 30, 1927 376 — 126 84 166 
Tune 27, 1928 212 = 66 88 58 
July 3, 1929 141 = 12 86 43 
June 30, 1930 591 ae 298? 238 55 
June 30, 1931 668 _— 415? 61 192 
Tune 29, 1932 1,784 = 1,076? 270 438 
July 3, 1933 2,028 — 858? 728 441 
June 30, 1934 2,432 ies 7422 1,222 468 
July 1, 1935 2,430 620 —~ 1,494 316 
June 30, 1936 2,430 609 — 1,497 325 
Tune 30, 1937 2,526 623 Ss 1,171 733 
June 29, 1938 2,564 654 a 1,165 744 
- June 28, 1939 2,550 463 = 1,176 911 
July 3, 1940 2,450 — — 1,127 1,323 
July 2, 1941 2,184 — — 820 » 1,364 
July 1, 1942 2,724 319 73 714 1,618 
Tune 30, 1943 7,202 3,815. 1,092 797 1,498 
- Jan, 5, 1944 11,650 6,363 2,477 678 1,633 


' 1 Notes and bonds combined. 

2 Certificates and bills combined: 

* Data taken: Federal Reserve Bulletin; January 5, 1944, secured from Federal Reserve 
Bank of Chicago. Amounts will not necessarily add to totals due to rounding. 


| times when no funds whatever could be borrowed. At such times there 


is a potential danger that short-term obligations may be used as cur- 
rency,” or that paper money may be printed to meet the exigency.** 





“As Sir Otto Niemeyer pointed out, the state is in the hands of the holders of bills, who 
have a purely one-sided option to renew or not: if it is not convenient to those holders, . 


to renew, the Treasury has either to take a lower price, having reactions all around on > 


the rate of interest, or adopt the alternative of borrowing on Ways and Means.” 
sie pp. 34-35; Hollander, of. cit., p. 73. 
id. 


TABLE VIII 
OWNERSHIP OF UNITED STATES GOVERNMENT SECURITIES, DIRECT AND F 
(in millions of dollars) 








Held by Federal FE 

Fiscal Total Agencies and Held b ett 
Year Interest- Trust Funds Federa 

Ending Bearing —————----———} Reserve Member Other | 

June 30 Securities Special Public Banks Total Banks Commercial 

Issues Issues Banks 

1916 $ 972 $ $ 2 $ 57 $ 913 $ 703 $ 50 
1917 2,713 2 66 2,645 1,065 480 
1918 11,986 53 255 11,678 2/465 750 
1919 25,234 149 292 24,793 3,803 1,340 
1920 24,061 207 34i 23,513 2,811 940 
1921 23,737 349 259 23,129 2,561 830 
1922 22,711 422 555 21,734 3,205 780 
1923 22,8008 412 102 21,494 3,835 870 
1924 20 , 982 386 431 20, 165 3,57 860 
1925 20,211 95 421 353 19,342 3,780 850 
1926 19,384 204 422 385 18,373 3,745 810 
1927 18,251 359 369 370 17,153 3,796 800 
1928 17,318 462 359 235 16,262 4,23 940 
1929 16,639 607 277 216 15,539 4,155 790 
1930 15,922 764 208 591 14,359 4,061 920 
1931 16,520 291 144 668 15,417 5,343 670 
1932 19,161 399 261 1,784 16,807 5,62 590 
1933 22,158 323 366 1,998 19,471 6,887 590 
1934 27,161 396 1,055 2,432 23,278 9,433 890 
1935 31,768 633 1,365 2,433 21,337 11,409 1,290 
1936 37,707 626 1,703 2,430 32,948 13,671 1,600 
1937 40,465 1,558 2,036 2,526 34, 348 12,689 1,870 
1938 41,429 2,676 2,123 2,564 34,066 12,343 1,700 
1939 45,536 3,770 2,138 2,551 36,877 13,777 1,920 
1940 47,874 4,775 22,951 2,466 38,338 14,72 1,828 
1941 54,747 6,120 2,362 2,184 44,081 18,078 2,022 
1942 76,817 7,885 2,126 2,645 63,261 24,098 2,292 
1943 139,472 107871 3,440 7,202 117,959 46,980 5,480 





1 Figures for commercial banks and mutual savings banks have been rounded to nearest 10 million dollars and for insuran: 
2 Before 1932 insurance companies included in ‘“‘Other investors.” 
* Source: Federal Reserve Builetin, December, 1943, p. 1178; July, 1941, p. 664. 
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It seems farfetched to apply such conditions to the United States 
in the predictable future. The willingness of the banks to renew short- 
term paper is affected by all factors—domestic and foreign—influ- 
encing bank deposits and the alternative uses of funds.** Most of 
the short-term loans owned by banks were acquired by the extension 
of deposit credits. Hollander called attention to this fact and its infla- 
tionary consequences in connection with the certificates of indebtedness 
issued during 1917-18.°° Afler the war the payment of certificates 
by bank credits continued and prevails today for new issues. These 
credits represent net additions to purchasing power, but the same result 
would be produced in even greater degree by direct loans from the 
Federal Reserve banks to which the Treasury may be forced if member 
banks are reluctant to extend credit. Although the inflationary pro- 
pensities of short-term borrowing are usually considered their greatest 
economic shortcoming, during the recent depression, short-terms— 
especially bills—were employed by the Treasury chiefly because of 
their expansionary propensities. That this tendency is not more opera- 
tive now is due to controls established and the lack of certain goods, 
as well as to other factors. Whether this will continue to be true during 
the postwar years when consumers goods are more generally available 
and when the demand for private credit returns remains to be seen. 

In the reconversion period after the war the revival of the demand 
for industrial loans and the possibility of increased profits from these 
loans may increase the resistance of banks to the renewal of short- 
terms, unless they increase their borrowings from the central banks. 
Otherwise, their resources may not be sufficient to permit them to main- 
tain both their industrial loans and their investments in “governments.” 
This may become more of a necessity when customers desirous of 
making investments in plant and equipment sell their short-terms to 
the banks. Another possibility is the sale of bills, then certificates, on 
the open market. While banks and private holders may each be willing 
to hold short-terms at different times in the cycle, there would seem, on 
the whole, to be a general move out of short-term debt during prosperity 
and in again during depression,” making open-market activity on the 
part of the Reserve banks almost inevitable.” 


a Cf, “. . . the renewal of bills may be affected by any event, either in this country or 
abroad, which leads to the withdrawal of balances from London.” Colwyn Committee ° 
Report, op. cit., p. 35. 

© Hollander, op. cit., pp. 14, 65, 157 ff. 

3 Cf., “In the absence of information covering total holdings of the different forms of 
debt, it is not possible to say just what form the cyclical movement in and out of debt ' 
will take, more particularly as a slight change in conditions may cause a very considerable 
shift in demands. . . . Common-sense observation would suggest, however, that the se- 
quence is somewhat as follows: In the early stage of recovery, firms and dealers tend to 
substitute cash for their debt holdings in order to spend it on goods. At this point the 
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As has actually transpired, Federal Reserve bank holdings of short- 
term debt have grown throughout the war in order to provide member 
banks with sufficient reserves to purchase U. S. obligations.** This is 
shown in Table VII. Should private investment opportunities revive 
after this war, short-term debt, even more than at present, will tend 
to be turned over to the Federal Reserve banks to hold until maturity.*” 

In considering the sequence of liquidation of U. S. securities, certifi- 
cates of indebtedness, due to their higher yield, will be held longer than 
bills, but sooner or later more of them will be sold in the open market 
to enable financial institutions to take advantage of higher rates offered 
by other borrowers. If the volume of certificates sold becomes large 
enough, the volume of distress selling may necessitate either greatly 
enlarged open-market support or the purchase of certificates directly by 
the Reserve banks on a basis similar to that now prevailing for bills. 
If interest rates rise, renewals may be secured only by higher interest 
payments, or by shifts into maturities which indirectly may be regarded 
as the equivalent. This may even require funding of short-terms into 
notes or bonds, though it must be recognized that in view of aggregate 
interest costs the Treasury will endeavor to keep interest rates low as 
long as possible. From the point of view of interest, the Treasury will 
tend to renew its short-terms so long as the interest differential is in 
its favor. Sound policy, however, depends not only upon a calculation 
of costs at the time and probabilities for the future, but also upon the 
phase of the business cycle. Large quantities of money substitutes in 
a time of boom, while less expensive than long-term instruments, may 
in terms of economic effects prove more costly. Moreover, changes in 
the financial costs of short-term borrowing—that is, the possibility 





banks will probably be glad to increase their holdings, at least of bills, in anticipation of 
coming demands upon them. But during the whole upswing and boom, they must preserve 
sufficient liquidity to be in a position to lend freely. In the next stage, industry will be 
unable to finance further expansion without new funds—in the first place, no doubt, bank 
advances, followed perhaps by new issues. Later still they will begin to build up reserves 
again. Some of these will be in a liquid form suitable for repaying bank advances (par- 
ticularly as soon as market rates fall). The rest may be invested in longer term gilt-edged. 
Thus there is a certain tendency for demands of different lenders to cancel out. But 
as a whole this is overshadowed by the general move out of Government debt in boom, 
and again in depression.” U. K. Hicks, op. cit., p. 331. 

3 See also discussion under III, “Maintaining Bond Price,” infra. 

3 Cf, Federal Reserve Bulletin, November, 1943, pp. 1055-1056; Monthly Review of 
Credit and Business Conditions, Federal Reserve Bank of New York, Vol. 25, No. 11, 
p. 85 (November, 1943), l 

® Compare, for example, what has been taking place in connection with Treasury ‘bills. 
On December 29, 1943, $6,906,000,000 of Treasury bills were owned by the Federal Re- 
serve banks. However, $4,278,000,000 were held under repurchase options, some of which 
will be exercised. Data as to unexercised repurchase options maturing in possession of 
banks are not available. Data secured from Federal Reserve Bank of Chicago. 

£ At various places debt management is discussed under the assumption that interest 
rates in the future will increase. This is not intended as a prediction, nor advocated as 
a matter of policy. The issue is raised for purposes of discussion. 
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of increased short-term rates—as well as violent fluctuations in those 
rates cannot be ruled out of account. 

If, in the postwar period, the Federal Reserve System should attempt 
to control inflation by raising its loan and discount rates, it is doubtful 
whether the financial institutions would renew their subscriptions to 
the maturing bills and certificates while indebted to the Reserve banks. 
Under such an hypothesis, as applied to England, Pigou suggested that 
the Treasury “would have tu burrow un Ways and Means and flood 
' the banks with money got out of those Ways and Means so that the 
Bank of England would not be able to enforce its high rate in the 
market.’** It is hardly likely that the U. S. Treasury would be able 
to maintain a low rate of interest on its obligations by such methods 
as these if high rates were being utilized contemporaneously to reduce 
the danger of inflation. The Treasury would probably insist on other 
controls, such as heavier taxes and selective credit restrictions, before 
accepting increased interest rates as an anti-inflationary device. The 
higher rates might too easily affect the cost of carrying the outstanding 
debt. In any case, unless member banks were substantially indebted to 
the Reserve banks, a condition which is now exceptional,“ increases in 
loan and discount rates would have little effect as an anti-inflation 
measure. 

Inasmuch as short-term obligations are distributed among member 
banks, the Federal Reserve banks and many private holders, the ques- 
tion’ may be raised as to whether it is appropriate for the Treasury 
to pay off one set of holders before others, either by the application 
of revenue surpluses or by funding operations. Or, should the Treasury 
determine its policy simply with reference to bills and certificates, 
regardless of who holds them? Interest in economic effects would sug- 
gest that both be considered. For the sake of simplicity of discussion, 
let us assume that the Treasury has ample funds from taxes to carry 
out whatever operations are selected. 

It might be argued that the Treasury should first retire the holdings 
of individuals and private institutions before paying off the Reserve 
banks. The Treasury might look upon the Reserve bank holdings as 
an inter-fund obligation to be allowed to float at the convenience of 
the Treasury on the payment of the market rate, or whatever interest 
the Reserve System needed to cover its expenses and the accumulation 
of necessary reserves. The Treasury would not need to worry about 
the renewals or the state of the market; carrying costs could be met as 
expense money was needed. This is not very different from the situation 
under which the Treasury sells its issues first to private subscribers 


4 Minutes of Evidence, before Colwyn Committee, Vol. 1, p. 54, par. 729. 
1 See infra (footnote 66). 
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who, in turn, place them on the open market for purchase by the 
Federal Reserve banks. The clamor against direct loans in the first 
instance is none too logical. Apart from the interference with under- 
writers’ profits, brokers’ commissions, “free riding” and the payment 
_ of interest instead of costs, the main objections are directed at the 

possibility of “undue” credit expansion and the uncertainty of debt 
repayment once the counter pressures from banks and private lenders 
are removed. The greater liquidity which present practices assure to 
commercial banks seems to outweigh the convenience of alternative 
arrangements of the Treasury. Besides, other arrangements run counter 
to the mythology of banking practice as well as public finance. 

But what are the real consequences of first retiring the short-term 
obligations held outside of the Reserve System? What happens depends 
upon the amount of the retirements and the source of funds. It has 
been assumed that revenue surpluses will provide the funds for pay- 
ment. If the debt retired is held by nonbankers, there is no effect 
whatever on the banks. If the short-terms held by member banks are 
retired, member bank reserves, which had been reduced by the tax 
payments, would be restored to their original level, assuming that taxes 
and debt repayments are equal. Deposit liabilities reduced by tax pay- 
ments are not restored by debt repayment. Therefore, the excess reserve 
position of member banks is improved. 

If the Treasury paid off the Federal Reserve holdings of short-terms 
with the proceeds of taxation, there would be no restoration of member 
bank reserves which had been initially reduced by tax payments. What 
will happen is simply the reduction of the account of the Treasury by 
the amount of debt repayment. The excess reserves of member banks 
will not be reduced by an amount precisely corresponding to their loss 
of reserves since their deposit liabilities have likewise declined. 

The question as to whose holdings of short-terms should be retired 
first—those of the Federal Reserve banks or those of the member 
banks—must be answered so that the method selected is in harmony 
with the cyclical objectives of the tax policy pursued. If the tax struc- 
ture is designed to discourage expansion, then tax revenues should be 
employed to retire the holdings of the Reserve banks. If taxes are 
levied and collected so as to have a minimum effect on expansion, then 
the holdings of member banks should be retired. The unresponsiveness 
of the banking system to changes in its reserve position in the past 
suggests that the method of retirement of the debt may not rank with 
the source of funds as a cyclical measure. 

In the previous discussion, the source of funds has been assumed 
to be taxation. Under the assumption that the source is nonbank loans, 
effects on deposits and reserves are quite similar. Borrowing as a fiscal 
weapon, however, is less deflationary than taxation. 
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Short-terms now mature with such frequency that the Treasury can, 
if it desires, effect debt reduction at almost any time in whatever 
manner is preferable or most convenient. During the twenties, federal 
debt reduction was accomplished mainly by retiring short-term issues.** 
The maturities of the future offer even greater opportunity. Treasury 
surpluses will determine reductions; the interest rates will probably 
determine the funding, refunding, or exchange operations—even the 
choice of securitics. 

Without knowing actual conditions or assuming hypothetical cases, 
it cannot be said whether funding would substantially change the hold- 
ers of the debt or merely give the same group of owners securities with 
different rates and maturities. It is hard to imagine much change in 
total bank holdings, the national debt having attained its present 
magnitude, short of payment by taxation. Among the other financial 
institutions shifts may occur. The holdings of the Reserve banks may 
increase but probably more as the result of open-market purchase 
than of direct subscription on the occasion of funding or refunding. 

Finally, there is little reason to believe that sudden reduction in the 
amount of the short-term debt will be effected. It seems probable that 
in the attempt to keep interest costs low, the short-term holdings of 
the Reserve banks may be renewed repeatedly for some years, but the 
management of these instruments will be a continuing problem in the 
future. 

Ill. Maintaining Bond Prices 


The problem of maintaining the market raises the question as to 
whether the government should attempt to keep the price of its bonds 
in the open market from falling below par. And, if so, by what means 
shall this be done? Sometimes the “par” standard is not adopted but 
the government seeks to prevent precipitate decreases in the price of 
its bonds, or to minimize declines from the wholesale liquidation of 
securities.“* Ordinarily “maintaining the market” has not referred to 
reducing the price of securities when the market is above par. If that 
condition continues for a time the Treasury will doubtless attempt 
conversions at lower interest rates. Seldom has the government been 
interested in preventing a rise in the price of its debt obligations unless 
the increases are the result of speculation. With respect to price changes, 
the monetary authorities have what are perhaps broader interests. The 
Federal Reserve banks buy and sell government securities to affect 
excess reserves and the credit operations of member banks.**. The 


“Van Sant, op. cit., pp. 36-40. 

“Yn general, “maintaining the market” does not refer to renewal, refunding or pay- 
ment, although each of these may affect the price of outstanding bonds, but to the tech- 
niques of keeping the market price of securities from falling below par. 

*Cf. John H. Williams, “The Implication of Fiscal Policy for Monetary Policy and 
the Banking System,” American Economic Review, March Supplement, 1942, p. 246. 
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price of governments per se is of secondary concern in monetary policy. 
But neither the Treasury nor the Federal Reserve System is indifferent 
to the economic effects produced by changes in the price of government 
bonds. The Treasury is, perhaps, more interested in the effects upon 
future financing than in the revaluation of outstanding securities. The 
Reserve banks are chiefly concerned with the monetary effects of the 
price changes; the Treasury may be similarly concerned. But the larger 
the debt and the more it is financed through the banks the less effective 
are the customary monetary controls. Yet, as banks supply ever 
increasing sums to the government, the more the Treasury must con- 
cern itself with the effect of price changes in its securities held by the 
banks and other institutions. This concern seems to be essentially 
cyclical in character—a matter to worry about during credit stringencies 
or booms.* 

Those who may be affected by changes in the market prices of U. S. 
securities are the various classes of holders shown in Table VIII. The 
holdings of federal agencies and trust funds may be disregarded. These 
are in the nature of interfund loans; some of them, such as the retire- 
ment fund investments, are made for the sake of the yields under 
conditions where the market value of the investment at any one moment 
is unimportant. Price maintenance does not arise with respect -to the 
nonmarketable debt,*® and in the case of short-terms is generally 
disregarded. This will reduce considerably the potential effects of price 
changes upon various holders of public debt.*® Nevertheless, the bulk of 
intermediate and long-term marketable issues is held by financial insti- 
tutions with varying degrees of interest in the price of securities. It is 
from these holders that the demand for stabilizing bond prices ema- 
nates. In case of the marketable debt there has been a substantial in- 
crease in the number of holders whose psychological reactions may be 

“ Ibid., p. 240. 

“ Morton has said that “marketability” is a fair weather standard, to be abandoned 
in a crisis. Walter A. Morton, “Liquidity and Solvency,” American Economic Review, 
June, 1939, p. 278. 

* Especially U. S. War Savings bonds, series E. 

2 After deducting holdings of special issues by federal agencies and nonmarketable 


issues held by “other investors,’ the percentage distribution of ownership of interest- 
bearing public debt for 1943 was as follows: 





Federal agencies (public issues) 3.4% 
Federal Reserve banks 72 
Member banks 46.9 
Other commercial banks 5.5 
Mutual savings banks 53 
Insurance companies 12.8 
Other investors 18.9 
100.0% 





The relative importance of holdings of commercial banks is modified, of course, by their 
large holdings of short-terms. 
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adversely affected by falling prices of government bonds. Should scares 
among them develop, there are more sheep to follow the leader. This 
fact might introduce somewhat wider fluctuations in prices than if 
the debt were distributed among a smaller number of holders. More- 
over, the potential effects of selling by psychologically impressionable 
masses become greater as the debt and the number of holders increase. 
What would bring about the selling of bonds by individual holders 


TABLE IX 


RATIO OF Bonp EHfotprncs ro ToraL LOANS AND INVESTMENTS OF ALL MEMBER BANKS IN 
FEDERAL RESERVE SYSTEM 


June 30, 1928, to June 30, 1943* 
(amounts in millions of dollars) 





U.S. Government Total Loans 


Bonds Direct and Other Bonds Total Bonds and 
D Guaranteed Investments 
ate Pee ON ERR a Oe See eee 
Per Cen Per Cen Per Cent Per Cent 
Amount | of Tota] | Amount | of'Tota] | Amount | of rotal | Amount | of Total 
1928 $ 3,212 9.2%! $4,462 12.7%|$ 7,674 | 21.9%|$35,061 | 100.0% 
1929 3,00 8.4 861 13.6 7,866 | 22.0 35, 711.) 100.0 
1930 3,340 9.4 5,645 15.8 8,985 | 25.2 | 35, 656 100.0 
1931 4,038 | 11.9 6,011 17.7 | 10,049 | 29.6 | 33 923 100.0 
1932 4,163 | 14.9 5,138 18.3 9,301 | 33.2 28,001 100.0 
1933 3,725 | 15.0 4,490 18.1 8,215 | 33.1 | 24,786 | 100.0 
1934 5,114 | 18.8 4,689 17.3 9,803 | 36.1 | 27,175 100.0 
1935 6,016 | 20.9 4,897 17.0 | 10,913 | 37.9 | 28,785 100.0 
1936 7,245 | 22.5 5,499 17.0 | 12,744 | 39.5 | 32,259 100.0 
1937 7,508 | 22.9 5,231 16.0 | 12,739 | 38.9 | 32,739 | 100.0 
1938 8,374 | 27.3 4,903 15.9 | 13,277 | 43.2 | 30,721 100.0 
1939 10,617 | 32.5 5,236 16.1 | 15,853 | 48.6 į 32,603 | 100.0 
1940 11,380 | 33.0 5,332 15.5 | 16,712 | 48.5 | 34,451 100.0 
1941 14,319 | 35.2 5,443 13.4 | 19,762 |} 48.6 | 40,659; 100.0 
1942 17,170 | 36.7 5,390 11.5 | 22,560 | 48.2 | 46,800] 100.0 
1943 26,031 | 38.8 5,003 7.5 | 31,034 | 46.2 67,154 100.0 


* Compiled by Division of Research and Statistics, Federal Reserve Bank of Chicago. 


would be a rise in the rate of interest with impending capital losses. 


Many untutored citizens, of course, connect the fall in the price of 
governments with the security of the government itself.‘ Even this 
illusion may be worth preserving. It is difficult to argue that government 
bonds should not be as good as cash and, often, more convenient. 
Commercial banks as the principal holders of the public debt are 
vitally concerned with the stability of U. S. security prices. Their 
investments of government bonds have increased both relatively to 
© While there is no price maintenance problem with respect to the nonmarketable debt, 


the panic liquidation of marketable issues might stampede the redemption of the non- 
marketable debt. 
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' their other assets and absolutely over the years (since 1928), as shown 
in Table IX. The stake of banks in government bonds is over four 
times greater than in 1929, measured as a percentage of earning assets. 
On June 30, 1943, U. S. government bonds comprised 38.8 per cent 
of the total loans and investments of the member banks in the Federal 
Reserve System. A decline in the market price of bonds will be 
reflected in a change in the worth of these assets, depending upon 
how they happen to be carried on the books of the banks. 

The depreciation of bank assets due to the fall in bond prices may 
call for the sale of assets, write-offs to protect depositors from possible 
loss, curtailments in dividends, assessments against stockholders,” the 
calling of loans and other practices likely to produce credit restrictions, 
depending upon the severity of the break in the market and rules and 
regulations governing the valuation of securities. Prior to 1930, federal 
securities had to be valued at the market price.” During the crisis of 
1931, the Comptroller permitted government bonds to be carried at 
cost.” In 1936, that officer ruled that banks were prohibited by law 
from buying “predominately speculative” securities. In 1938, the 
present practice of carrying governments at cost—showing neither 
appreciation nor depreciation—was agreed upon by the Treasury, the 
Federal Reserve Board, the Federal Deposit Insurance Corporation, 
and the Comptroller.” Consequently the necessity for maintaining the 
price of U. S. bonds to assure the immediate solvency of banks no 
longer exists. This is a matter of rule as distinct from law, and con- 
forms to the easy-money policy employed in financing the war. A 
reversal of policy could easily change these accounting practices. 
Bankers like to carry assets at market and dislike to write them down. 
It is natural for them to exert pressure to have market prices main- 
tained at or above the issue price. Insurance companies react similarly 
even though they are under less pressure than banks to meet tests 
of solvency at any time and can hold obligations to maturity. Also 
current interest, premiums, and other income can be invested at going 
market rates. Competition in dressing up balance sheets, however, 
is likely to add its pressure to that of others for continuous maintenance 
of the bond market. 

Of course, it may be argued that these purchasers assumed the risks 
from price fluctuation prior to maturity, when they purchased the 
bonds, and that interest payments compensate them for such risks. 
They are not assuming risks of nonpayment, for the United States has 
both the ability and the intention of meeting its obligations at maturity. 

5 Not applicable to national banks, nor to other banks in some states. 

Morton, loc. cit., p. 276. 


3 Ibid., pp. 276-277. 
5 Ibid., pp. 279-281; Federal Reserve Bulletin, July, 1938, p. 566. 
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That is taken for granted by the holders of the debt and by all United 
States citizens. From the point of view of payment, U. S. securities 
are practically riskless investments. It may be argued in consequence, 
‘therefore, that the government has no interest in price fluctuations 
prior to maturity unless the economic effects of the changes run counter 
to monetary, fiscal, or other policies of the government. 

Under present circumstances it is doubtful if government bond 
prices need to be maintained at the issue price for the sake of bank 
solvency. Price declines are only significant for banks that are forced 
to sell bonds. If the bank does not have to sell, it can keep its govern- 
ment bonds without write-offs. If it elects to carry them at market 
because of its own notions of accountability, it can bear the costs 
of its own ideas. But if the prevalence of similar notions brings credit 
stringency when a different policy is socially desirable, the Treasury 
and monetary authorities should step in with correctives. 

Even if the bond market should decline precipitately, it is by no 
means certain that banks would sell bonds until forced to do so.” 
Before selling bonds the banks would first dispose of their short-terms 
—the bills and certificates now held in substantial amounts." They 
could also rediscount their government obligations at par with the 
Federal Reserve banks at low preferential rates.*’ Resort to these two 
courses makes the sale of government bonds by typical banks an un- 
likely event, so long as they are well circumstanced as at present. 

In order to maintain the value of its securities, the government may 
attempt to stabilize the interest rate over a long term of years at or 
near its present level.°* That will eliminate the depreciation of security 
values due to the capitalization of higher interest rates. It will minimize 
the carrying costs of a public debt now great enough to cause the 
Treasury to endeavor to keep them at a minimum. Nevertheless, the 
possibility that interest rates may become firmer in the postwar years 
must be recognized. It may be that commercial rates will rise somewhat, 


Cf Williams, loc. cit, pp. 244-245: “The banks have made progress (since 1937) in so 
arranging their portfolios as to be able to hold longer-term securities through periods of 


temporary market stress.” 

5s Cf. Table VI. 

5 Federal Reserve Bulletin, December, 1943, p. 1156. 

58 In an address before the National Association of Supervisors of State Banks in 
Cincinnati, Ohio, on September 17, 1943, Marriner 5, Eccles, Chairman of the Board 
of Governors of the Federal Reserve System, said: “You have only to look at the 
unprecedented and still growing volume of bank deposits created as a result of war financing 
to realize that relief cannot be expected to come through‘a rising interest rate structure 
after the war. The command over the interest rate structure which governments have 
exercised during the war will not, in my opinion, be relinquished afterward. In view 
of the high debt refunding operations that the Government will have to carry on and the 
disruptive effects of a falling bond market, or, otherwise stated, of a rising interest 
rate on these operations, it is hardly likely that the responsible authorities would fail 
to exercise their undoubted powers of control to prevent any such wide fluctuation 
in interest rates as would afford the banks a hope of rising returns from this source.” 
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increasing the differential between commercial rates and rates on 
government paper. In the past, the trends of these rates have been 
similar” and may continue. The government, on the other hand, may 
use the mechanisms at its command to keep the rates on its own 
securities approximately where they are; in addition, it may become 
interested in keeping all interest rates low, since the very policy. of 
permitting commercial rates to rise may make the maintenance of its 
own rates difficult, if not impossible. 

But suppose interest rates do rise? The Treasury can keep its 
outstanding bonds from falling in price only by taking them off the 
market. One method of accomplishing this is by offers to exchange 
outstanding bonds for new issues bearing a higher rate.“ The Treasury 
will hesitate to do this because of the great tax burdens added interest 
costs impose. Nevertheless, higher interest costs may be desirable 
if such payments keep down cash balances by inducing investors to 
maintain their holdings of governments instead of selling to the banks. 
Higher taxation appropriately fits into this by providing the added 
interest payments without, at the same time, permitting increased 
incomes. 

If the government does not refund, then the alternatives: are (1) 
to let the price of bonds fall to whatever level the capitalization of 
higher interest drags them, or (2) to maintain the market by a bond- 
purchase policy. If the first alternative is selected, no action is required. 
If, however, price maintenance through purchases is selected, the co- 
operation of the Federal Reserve System will be required. The larger 
the debt the greater is the size of the stabilization fund required; 
it is doubtful if the Treasury could manage the task alone. | 

Suppose, however, that rates of interest decline. This will cause 
bond prices to rise. If the fall in rates is not a temporary condition, 
the Treasury will attempt conversions at lower rates for all maturing 
issues. Successful conversion is one of the visible signs of good debt 
management. It will restore the price of converted issues to par. The 
longer the conversion is delayed the greater the likelihood that specu- 
lation in government bonds may commence, bringing about the sale 
of governments by the Reserve System when such speculation is 
symptomatic of widespread inflation. 

With respect to long-run changes in the rate of interest, wise 
Treasury management would refund, or exchange, at higher rates 
when interest rates are rising, and convert at lower rates when interest 

Seo Federal Reserve Charts on Bank Credit, Money Rates, and Business, March 2, 
1943, pp. 25-33. 

® The ability of the government to influence the commercial rate of interest by Treasury 


and Federal Reserve bank action is reserved for discussion on another occasion. 
“ Maturing issues may be refunded at higher rates. 
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rates a are declining. Fiscal and monetary: policies as oe to daflation: : 
deflation, and employment, often complicate this easy statement of 


policy. 


Eai 


What are the factors on the supply side of the market (for govern- ` 


ment securities) that are likely to influence the price of ponds; and 
thus the rate of interest, after the war? 
During the war, many federal securities were purchased on tiie 


basis of patriotic motives for temporary holding. After the war, these ` 


securities will tend to be held until other uses for the funds appear 
to be more important. Among the temporary investors are state and 
local governments with surplus revenues which, because of wartime 


controls, have not been spent on such things as highway construction. 


and building maintenance.” Corporations have invested surplus funds, 
depreciation allowances, and reconversion reserves in U. S. securities. 


Both long- and short-term’ securities have been purchased,® although . 


where the need for cash in the near future could be anticipated, it 
may be assumed that the purchase of short-terms predominated. Never- 


© Retirement funds have made similar investments. Sale of bonds by these funds may 


depend on the development of more attractive interest rates. 


“Some indication of the situation may be gleaned from the following tabulation of ` 
security sales during the first three War Loan Drives where both the types of owners and. 


the kinds of securities purchased are shown: 


SALES or U. S. GOVERNMENT Securities DURING First THREE WAR LOAN Drives* 
(amounts in millions of dollars) 





m ee = S Meee < Rs 
reasury | cates o reasury otes s 
Purchasers Bills! | Indebted-| Bonds Bonds A, B, Total 
ness g? C 
Commercial banks $1,707 s, 255 | $4,168 | $ $ $10, 130 
Savings banks 272 3,036 i a 3,312 ` 
Insurance companies ~ 332 6,368 4 1 6,705 - 
Other corporations? 5,452 3,456 539 4,929 | 14,371 
Individuals, partnerships . i 
and personal trusts 730 3,128 5,883 513 | 10,256 
Dealers and brokers 1,124 1,195 a a 2 319 
Eleemosynary institutions 53 117 "170 
U. S. Government agencies 
and trust funds 14 1,271 | 1,284 
State and local governments, l i 
agencies and funds 700 732 30 26 1,492 
All other . 232 154 386 
Total l $1,707 1$13,164 $23,625 | $6,457 | $5,469 [$50,425 
a Less than $50,000. 


' 1 Not included after First Drive. 
2 Includes salcs to cleemosynary institutions and U. S. agencics and on funde not 
handled through the Treasury Department during Third Drive. 
* Data taken from Bulletin of the Treasury Department, January, 1943, p. 2; May, 1943 
p. 3; October, 1943, p. 4. 
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theless from these various holders bond sales may be expected in 
the postwar years. 

In the reconversion period and months immediately following, when 
goods become more generally available for consumers, some pressure 
on the banks will develop from the withdrawal of funds temporarily 
carried as deposits by war workers and members of the armed forces. 
On the one hand, the withdrawals will affect banks in territories from 
which war workers and soldiers depart. New deposits may be expected 
as they relocate. The same is true with respect to the shifting of 
business deposits. Banks in some areas may be brought under great 
pressure to sell governments—first short-terms, then bonds—to protect 
deposits. Other banks gaining deposits will be in a position to buy 
It has been estimated, moreover, “that most banks hold sufficient 
short-term securities to cover a loss up to half of their deposits without 
in any way endangering their capital position.”** The territorial aspects 
of this problem will be greatly eased by gradual transfers from war 
to peace. On the other hand, withdrawals in the postwar period to 
purchase goods is not a territorial problem. As individuals withdraw, 
their withdrawals tend to reappear as credits to other depositors. Little 
or no pressure, therefore, on the banks as a whole, is to be expected. 

In the postwar years, with industry needing more capital for recon- 
version, working capital, etc., enhanced opportunities for bank profits 
may become a reality. Such loans will afford more attractive yields 
than government bonds. Rather than sell their governments, commercial 
banks may prefer to borrow from Federal Reserve banks. Such bor- 
rowing would tend to increase profits as banks could have “the cake” 
from government investments and enjoy the fruits from commercial 
loans at the same time.®® The difficulty is that, since the depression 
of the thirties, banker psychology has opposed borrowing from the 
“Fed” and such borrowing as there has been has, in the main, been 
due to one emergency or another.®* This psychology may, however, be 


“William W. Tongue, Department of Research and Statistics, Federal Reserve Bank 
of Chicago. Letter dated January 6, 1944. See particularly Miss Sylvia Zoller’s unpub- 
lished memorandum, “The Effect of Higher Interest Rates on Banks,” prepared in De- 
partment of Research and Statistics, Federal Reserve Bank of Chicago, where it is con- 
cluded: “Many banks will have heavy deposit withdrawals and may be forced to sell 
part of their longer-term holdings to meet these immediate cash requirements, Although 
banks so affected may be in a very small minority, this selling may be important enough 
to start a strong selling wave and cause large further sudden declines in bond prices.” 

“= Member banks can secure advances at par from the Federal Reserve banks, at pres- 
ent writing, secured by U. S. government bonds bearing 2% interest, or more, at a dis- 
count rate of 1%. Advances secured by U. S. securities maturing within one year can 
be discounted at rate of 144%. At this latter rate, it may be profitable for banks even to 
discount certificates of indebtedness now yielding 744%. See Federal Reserve Bulletin, De- 
cember, 1943, p. 1156. 

The bills discounted, for member and nonmember banks, by the Federal Reserve 
System at the end of each year have been as follows: 
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ing may well force the resumption of discounting operations with the 
Reserve banks. This change would appear to ease the pressure, for 
the sale of governments by banks after the war. 


Insurance companies may sell federal securities in large blocks if i 
more profitable investments are available. Their interest assumptions  - 


on outstanding contracts are typically more than the returns paid on 
current issues of U. S. securities” and some insurance officers have 


urged the Treasury to issue special obligations bearing interest rates. 
sufficient to cover those assumed for life insurance calculations. The: - 
Treasury has turned a deaf ear to such subsidies, but after the. war + 
insurance companies cannot be expected to hold on to more governments . 


than company earnings justify. They willbe sold as more profitable 


investments appear, just as during the late depression governments were 


turned to as profitable alternative investments disappeared. 


Similar motives from the income point of view, reinforced by the ~.. 


desire to avoid capital losses as interest rates tend to increase on. the 


market, will doubtless extend to other holders of- the public debt.. 
“More profitable opportunities” are also a temptation to commercial ` 
banks to sell government: bonds.® To whom will owners sell their ©} ` 


securities? What are the factors on the demand side of the market for 
government securities? 


At certain stages | in the postwar economic cycle, commercial bake ; 
could absorb the issues thrown on the market. On the other hand,'if _ . 


industry needs funds at rates above government offerings, bank re- 

sources, on the basis of profit opportunities, will tend to go. to industry 

until that demand is satisfied, or until the effective government rate 
f AAR 6 è 


BILLS DISCOUNTED BY FEDERAL RESERVE BANKS IN MILLIONS OF DOLLARS* 


1918 | $1,766 1926 |$ 637 1934. | $7 1942 i 
1919 2,215 1927 .| 582 1935 5 1943 | 101 (12/29) 
1920 2,687 1928 . | 1,056 | 1936 3 1944 | 31 (1/5) 
1921 1,144 1929 632 1937 10 ee 
1922 618 1930 251 1938 4- . 

1923 723 1931 638 1939 7 
1924 320 1932 235 1940 3 
1925 | 643 1933 98 1941 3 


* Data 1918-42 taken from Twenty-ninth Annual Report of the Board of Governors of the 


Federal Reserve System, covering operations for the year 1942, p. 79. Data for December 29, 1943, | 


and January 5, 1944, secured from Federal Reserve Bank of Chicago. 


* The typical interest assumptions on which life insurance has been written are 4, 


: 3%, and 3%, with a few companies now using 214%. 

8 Cf, Hicks, op. cit., p. 330 (made with reference to short-terms); Haley, “The Fed- 
eral Budget: Economic Consequences of Deficit Financing,” American Economic Review, 
February, 1941, p. 86. s 
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rises enough to overcome the expected economic preference. There 

seems to be some point, if the price falls low enough, at which banks 
will rush in to take the bargains off the market. However, in view of 
the relatively large holdings of governments by banks, they will prob- 
ably not be willing purchasers of additional governments save at attrac- 
tive yields, or as brokers for their customers. Moreover, the oppor- 
tunities for resale of bonds to customers doubtless will be limited 
during the reconversion period. What lies beyond is uncertain but 
whatever way the cycle moves, it is hard to see it as producing an 
increased market for government bonds,” or as providing a private 
mechanism for the stabilization of bond prices. 

The Federal Reserve System could purchase securities, but should 
do so only for reasons of monetary policy. Its purchase of governments 
would increase excess reserves and augment available bank credit. If 
this occurred after industrial reconversion, it would tend to swell 
the drift toward inflation which may be expected from other quarters. 
Instead of buying governments, the more appropriate policy would 
probably be to sell them. 

While the Federal Reserve System, under the present easy-money 
policies for financing the war, is obviously in no position to exert a 
counter-inflationary influence by selling securities on the open market, 
and is actually pursuing a vigorous buying policy, yet it should select 
its portfolios now so as to be in a position to exercise effective monetary 
control in the postwar years. Specifically, this indicates the desirability 
of increasing its ownership of long-term bonds.” This will, also, assist 
the Treasury in financing the war, by supporting the bond market and 
encouraging member banks to buy longer term bonds. 

If, for whatever reason, it should be decided to stabilize the price 


“Tt could be assumed, of course, that the demands for private capital and commercial 
loans might be provided by the government or its corporations, while the banks could 
be used to finance the government (purchase and hold its bonds). This may be appro- 
priate assistance by government during severe depressions, but is hardly the role in 
which banks and the government should be cast in prosperity periods. Likewise, it runs 
counter to notions of competitive capitalism toward which government is expected to trend 
in the postwar period. 

This does not overlook the possibxity that borrowing may be employed to finance a 
public works or other employment-stimulating program in the postwar period. Such 
policies do not increase the market for government bonds: they utilize whatever market 
exists. 

“The ownership of U. S. securities, direct and guaranteed, by the Federal Reserve 
System on December 29, 1943, was as follows: 





Bonds $ 1,624,664,000 14.0% 
Notes i 676,900,000 5.8 
Certificates 2,407 ,150,000 20.7 
Bills 6,906,175 ,000 59.5 
Total $11,614,889,000 100.0% 





Data secured from the Federal Reserve Bank of Chicago. 
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of government bonds, resources are available with which this can be 
accomplished. They include purchases by the Federal Reserve System, 
Treasury purchases (including the use of working balances in the 
General Fund, and in the Gold Stabilization Fund), the issuance of 
(areenbacks, and the suspension of reserve requirements by the Federal 
Reserve Board.” Further devices can be made available under special 
legislation.” 


“The writer is indebted to Mr. William W. Tongue, Financial Economist, in the Divi- 
sion of Research and Statistics of the Federal Reserve Bank of Chicago and to Mr. 
Jacob Cohen, Fellow in the University of Chicago, for the following information on which 
the potential power of the Reserve System to stabilize the bond market by means of open- 
market operations is based. 

The purchase of government securities on open-market account would expand the deposit 
and/or note liabilities of the System. In the following estimates it is assumed that the 
increase in liabilities will be divided equally between Federal Reserve notes in actual 
circulation and member bank reserve deposits; i.e the total increase in circulating 
media will be composed % of money in circulation and % in member bank deposits, 
assuming average member bank reserve requirements against deposits of 20%. The 
Federal Reserve System can expand its holdings of governments under four powers: 
(1) use of current excess reserves of Federal Reserve banks; (2) use of powers conferred 
by Thomas Amendment and Gold Reserve Act; (3) issuance of Federal Reserve bank 
notes; and (4) suspension of reserve requirements. 

1. As of October 20, 1943, the Reserve banks had excess reserves of $9,229,000,000, 
which a priori permit ' purchase of $24,611,000,000 of government bonds. This 
would bring corresponding expansion in Bank liabilities and reduce reserves to ap- 
proximate legal minimum. 

2. Under the Thomas Amendment (Sec. 43) of the Agricultural Adjustment Act of 
1933 (43 Stat. 33) as amended by the Gold Reserve Act of 1934 (43 Stat. 337), and 
as further amended and under other provisions of the latter act, the Treasury could 
acquire additional resources to purchase substantial amounts of government securi- 
ties through (a) issuance of U. S. notes, (b) monetization of silver bullion held by 
the Treasury, (c) devaluation of silver to 50% of present monetary value, (d) 
use of stabilization fund, (e) and use of remaining increment from devaluation of the 
dollar. In view, however, of the expiry of paragraph (b) (2) of sec. 43 of the 
Agricultural Adjustment Act on June 30, 1943, it is doubtful whether the powers 
provided under (h) and (c) are still in effect. 

3. If further reserves are needed for purchase of governments, they can be acquired 
almost without limit by use of Federal Reserve bank notes. These can be issued with 
any direct U. S. obligations as collateral, without any additional reserves being re- 
quired. Federal Reserve Act, Sec. 18, Par. 6. Further, these may be “retired” by 
depositing gold certificates with the Treasury. Actually the Federal Reserve banks 
would credit the account of the Treasury, entitling the Treasury to withdraw gold 
certificates from the Federal Reserve banks. But since gold certificates cannot be 
paid out to retire the Federal Reserve bank notes, the Treasury presumably would 
spend the deposits or leave them as balances with the Federal Reserve banks. The 
Federal Reserve bank notes outstanding would thus become outstanding obligations 
of the U. S. rather than of the Federal Reserve System. This assumes a legal con- 
struction that Federal Reserve bank notes are “lawful money” usable as reserves 
against deposits of the Federal Reserve System. 

4, Finally, the Board of Governors of the Federal Reserve System has power to suspend 
reserve requirements for limited periods. See Federal Reserve Act, Sec. 11(c), Par. 4. 
This power could be used in emergencies to permit additional purchases of U, S. 
obligations. 

* The possibilities for supporting the bond market under legislation yet to be conceived 
and enacted are legion. One proposal, for example, is to force banks to hold government 
issues to maturity. Similar coercion might be applied to other institutions. Or special 
funds may be set up to buy government securities whenever they fall below par as was 
done in 1918 when the Secretary of the Treasury was authorized to purchase 5% annually 
of the par amount of bonds issued. (See R; A. Love, Federal Financing, New York, 1931, 
pp. 196-197.) Other proposals have been made to permit payment of obligations to the 
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It would seem, however, that the best policy to follow with respect 
to the maintenance of bond prices in the postwar period is for the 
Treasury and monetary authorities to co-operate in keeping interest 
rates low. Should they rise, the Treasury should refund at higher 
rates, just as it has always converted callable or maturing issues when 
interest rates decline. Such price changes as are the result of the 
operations of the Federal Reserve System should be primarily for 
reasons of monetary policy rather than for the stabilization of bond 
prices per se. Thus, price maintenance becomes largely a cyclical 
problem in which the price of securities is of secondary concern. 

If it should be decided as a matter of policy continuously to main- 
tain the price of government bonds at par, and this policy were an- 
nounced, it would, in effect, make all government obligations practical 
substitutes for cash—perhaps superior in some cases. This would pre- 
suppose, of course, that once announced the government was in an 
unequivocal position to carry out the policy. This would mean that 
banks and all others could hold long-term bonds from a liquidity point 
of view as easily as short-terms. Moreover, if the government were in 
a position to make its maintenance policy completely effective, interest 
rate differentials among the various types of securities could be 
expected gradually to narrow. The differentials are ordinarily explained 
on the basis of time from issuance to maturity. Already, due to 
Federal Reserve purchase policies for bills and support of the market 
for certificates, the distinction between the rates on these short-terms 
is now practically meaningless.” If, therefore, the government assured 
a stable price on bonds or agreed to purchase them at par, present 
long-term interest rates, though already low, should tumble further. 
The government should certainly exact such a reduction as the price 
for continuous bond maintenance. Should it decide on such a main- 
tenance policy, it should be publicly announced with rate reductions 
driven to the competitive limit. Should it adopt the policy but refuse 
to announce it, only those who sold bonds would benefit. But whether 
government bonds should be converted into substitutes for cash by 
means of a price maintenance policy is highly questionable. Such a 
policy may be appropriate during a period of deflation but an increased 
quantity of money substitutes may invite inflation. 


United States by the surrender of debt at par or at guaranteed values. (For similar pro- 
pusals al Cle eud ul tue lust war and difficulties encountered see Love, op. cit., pp. 200-204; 
Van Sant, op. cit., p. 21.) 

“But note in Table XI exceptions to this general statement. 

™ The present apparently contradictory spread between bills and certificates may per- 
haps be explained as follows: (1) Federal Reserve policy as to the maintenance of the 
certificate market has been less clearly enunciated than its policy of support for the bill 
market; (2) conventional distinction between rates make for rigidities and persistence in 
the differential even when its economic justification has passed. Continuance of factors 
such as these may mean the modification of any predictions as to the future effects of a 
price maintenance policy. 
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: : e - IV. Meeting Maturity Schedules Eere 


The way debt maturities are handled will go far toward: maintaining 
the market on outstanding securities, as was- indicated in previous 
discussion. The maturing public debt issues will confront the Treasury 
. at intervals over the course of the next generation. The time the Treas- 
ury will have to face its debt maturities is determined when the obliga- 
tions are issued. What the precise problems will be will depend on. 
conditions in an unknown future. Whether the debt will come due | 
in the. midst of prosperity or depression, in peace or war, in time of - 
‘crisis, and financial stringency or during periods of full employment 
and rising incomes, will be known certainly only when the due dates. 


-arrive. The- closer the maturities are to the time of issue, the less~ 


uncertain is the future; as maturity dates draw nigh the Treasury 
-will learn what to expect and will. attempt to devise policies appropriate 


‘to the occasion; ‘but the more distant the maturities the less the present 


concern over the problems then likely to arise. Questions raised by dis- ` 
tant maturities may have to be solved by other administrators, borne by 
other taxpayers and, perhaps, determined by different ideas or principles 
from those now in vogue. But the state today must run on borrowed, 
money, its settlement dates must be spread over future calendars, SO 
_ as to maximize present operations. Lenders, too, do not want all of ‘the 
> loans coming due at the same time. 

. In time of war, debt issuance is almost a continuous process; for 
éduitnistrative convenience, weekly, monthly or other datings are 
placed upon securities as they are emitted. The meeting of maturities, 


therefore, is never a static problem. It is a task that moves along’ ~~ 


` aş debt cumulates and as the Treasury staff, with a table of present 
maturities before it, selects the due dates or call dates of new issues, 
attention, being given in the process to the wishes of lenders. The 
maturities are thus constantly changing. Some may be pushed forward 
beyond others, intervening dates may be filled in, additional maturities >, 
maybe fixed for times already partially filled: but, whatever the ° 
date selected, the Treasury as a going concern is minda that some 
day in the future it will have to face the debt maturity problems of 
its own creation. Consequently, it is careful to avoid the concentration 
. of maturity dates. By spreading its maturities, it hedges against future 
uncertainties which large volumes of debt maturing at a given time. 
might magnify; refunding, conversion or payment are facilitated, strain - 
on the banking system is lessened, and better terms for renewals, or. 
new money, may even be secured. The spreading of maturities has, - 
indeed, become a maxim of debt administration. a 
The schedule of maturities as they existed on October. 31, 1943,. 
. the latest date for which information was available, is shown in Table . 
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X. The schedule covers a period from 1943 to 1972, beyond which 
no maturities yet extend, and indicates that the Treasury has wisely 
_ allowed itself some discretion in meeting its maturity problems. Issues 

have been floated, giving the Treasury the option of calling them 
several years before the final maturity date. For example, the 27% 
per cent bonds issued on March 15, 1935, in the amount of $2,611,- 
000,000, are subject to call for redemption or payment on March 15, 
1955, but are finally due on March 15, 1960. On Table X, 
$2,611,000,000 appears for the year 1955 in column 5, headed “Fixed 
Maturities and First Calls,” and again in column 6, headed “Fixed and 
Final Maturities,” but this time under the year 1960. Seven other 
instances appear on the face of Table X, columns 3 and 4. The table 
shows the fixed maturities by years (column 2) and the final maturities 
of the callable issues (column 4). The two combined (column 5) 
indicate the amount of maturing debt on which the government must 
act during any one year.” The total of fixed maturities, first calls, and 
final maturities (column 10) shows the maximum amount of maturities 
the government can elect to pay or refinance during any one year. 
On October 31, 1943, the amount of these liabilities aggregated 
$1385,327,000,000, of which 23.46 per cent came due in 1943 and 
1944. Before 1948, 34.20 per cent of the maximum possible liabilities 
have to be met in some fashion; and before 1954, 70.57 per cent of 
the total will confront the Treasury. The next decade will see debt 
management as one of the major concerns of the United States fiscal 
policy. The maturing debt may place its shadow over other operations 
and policies of the government. 

The immediacy of these management problems is due to the increased 
use of short-term obligations. As the market for short-terms becomes 
sated, as it bids fair to do unless bank reserve requirements are changed 
or member banks start borrowing from the Federal Reserve System or 
both, the use of Treasury Notes will increase the five-year maturities. 
Their issuance will be reflected on subsequent maturity tables. Banks 
will doubtless be called upon in the forthcoming drives to increase 
their subscriptions to Treasury bonds. This will add to the ten-year 
maturities. The twenty-year bonds have been issued primarily to 
attract life-insurance-company subscriptions and new issues for them 
will affect the twenty-year interval on the maturity table. As the war 
borrowing continues, it would seem that there will be a tendency for 
the intermediate and longer-term debt to increase, as the market for 
short-terms exhausts excess reserves and as the maturities in bank 

Cf. Annual Report of the Secretary of the Treasury, 1942, p. 488. 

"Tables in the Bulletins of the Treasury Department show data for particular months 


and days. See also descriptions of outstanding issues in Annual Reports of the Secretary of 
the Treasury. 
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; : TABLE X 
ù MATURITY ScuEDULES OF ĪNTEREST-BEARING PUBLIC MARKETABLE SECURITIES ISSUED OR FULLY GUARANTEED i 
= a ' BY THE UNITED STATES, AS OF OCTOBER 31, 1943* 
i : (amounts in millions of dollars)’ a 





re 








Detailed Annual Maturities Total Annual Maturities |“ . Type of Securities Maturing Percentage ' a 
CaHable Issues Dist: zibution Cumulative 
; Fixed Y, f Fixed Fixed m: Bills and _| Total Fixed, | pj el, Percentages ee 
Year ix by Year o M “re d PA Certif First Call izej, First Fóti Year 
Maturity je ce Wa a Bonds Notes ie cates, a alls | Calisend Final Column 11) 
Issues First Final and First ee es of Indebted-| and Final Marurities 
Call Maturity ` Calls Maturities z , ness Maturities by Years 
(1) (2) (3) (4) 6). | ©) (7) (8) (9) (10)" it) (12) (13) 
1943 $13,361, |.. ; $13,361 $13,361 ~ $ 421 $12,940" | $13,361 7.21% 7.21% 1943 
1944 "25,858 | $ 4,264 30, 122 25,853 $, 4,265 2,534 23.323 30,122 $6.25 23.46 1944 . 
, 1945 4147 1,969 6,117 4,147 2,510 3,607 6,117 3.30 26.76 |. 1045 
1946 3,780 2,344 $1,519 |. 6.124 5,293 f.. 3,879 3,764 7,643 4.12 30.88 1946. 
1947 3,421 759 1,969 4, 180 . 5,391 3,442 2,707 6,149 |° 3.32 34.20 1947, 
1948 3,513 2,910 ' 1,036 6,423 4,549 | 7,459 l 7,459 4.03 38.23 1948 
1949 6,682 1,654 6,682 1,654 8,336 8,336 4.50 42.73 1949 
1950 8,088 1,687 . 8,088 1,687 9,775 9,775 5.27 48.00 1950 
1951 11,971 5,628 , 11,971 5:623 17,599 17,599 3,50 57:50 1954 
1952 ; 2,524 10,117 2,524 10,117 12,641 ` 42,641 $.82 64.32 ` "1952 
1953 725 10,864 725 10,864 ” 11,589 11,589 $.25 70.57 1953 
1954 681 3,687 681 , 3,687 4,368 4,368 2.36 72.93 1954 
1955 2,611 3,491 2,611 3,491 6, 102 6,102 3,29 76.22 1955 
1956 2,431 1,170 2,431 1,170 3,601 3,601 1.94 78.16 1956 
1957 j “es + - -4957 
1958 919 1,449 919 1,449 2,368 a a 2,368 1.28 79,44 1958 
1959 982 983 962 toro theo 982 53 79,97 1959 
1960 1,485 2,611 1,485 2,61! 4,096 Bo eS 4,096 2.21 82.18 1960 
1961 50 50 50 art =e 50 03 82.21 1961 
1962 2,118 2,118 2,118 ae am 2,118 OL 83.35 1962 
a oh zE” 5 ta 
1963 2,831 919 2,831 919 3,750 08 O28 3,750 2.02 "85.37 1963 
1964 7,570 95 7,570 95 7,665 gS $8 7,665 4.14 | 89.51 1964 
1265 ` 1,485 1,485 1,485 JO . PO 1,485 80 90.31 or 
196 4 
1967 2,716 2,118 |. 2,716 2,118 4,834 2 2 4,834 2.61 92,92 1967 
1968 2,831 2 83> 2,831 2,831 ‘4,53 94.45 1968 
1969 7,570 7,570 7,570 7,570 4.08 98.53 1969 
ot ; fort 
19 ` ETAN ' < 
1972 2,716 2,716 2,716 2,716 | LA 100.00% | 1972 
Totals - | $54,130 $65,598 $65,598 $119,729 $119,729 | $136,034 $13,033 $36, 263 ` Ses, 327 |- 103.00% | 
* Source: Bulletin of the Treasury Deparfment, November, 1943, pp. 28-30. = « i a ar 
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portfolios tend to lengthen. It may also be expected—with the passage 
of time and the continuance of issues for customary terms, such as 
ten and twenty years—that years now showing small amounts of 
maturing debt will gradually be increased. Soon the three years showing 
no maturities whatever will probably be filled in unless the end of the 
war also ushers in a period of successive budgetary surpluses. In that 
case, not only will the forward movement of debt maturities be ended, 
but the maturing issues in such years may be met in whole or in part 
by payment. But it cannot be said that payment is invariably the best 
policy. There are times in the economic cycle when the imposition 
of taxes for debt repayment are more deflationary than is good for 
the economy; at other times in the cycle it may be the most appropriate 
of policies. 
_ If debt is not to be repaid when due, the Treasury must arrange 
in advance for an extension of its credit or else its failure degenerates 
into a “technical,” or later into a real, default. The task of the debt 
administrator is to avoid these lapses if possible. The refunding or 
exchange of old debt obligations for new ones with later maturities, 
or even more liberal terms, is the usual mode of avoidance of payment. 
But whatever is done is determined by the exigencies of the time 
and the convenience of the Treasury acting in the national interest. 
Inasmuch as government exists for other purposes than the payment 
of past debts, its policies must be based upon some calculations of the 
alternative uses for its resources, the conditions being produced by 
the relevant stage of the economic cycle being considered. These con- 
ditions change with the forward movement of time and the economy 
of the nation. Meeting maturities is a dynamic problem; the con- 
venience of different policies for the Treasury will vary. Again, if the 
problems are dealt with hypothetically, the desired answers can be 
assumed when the supposed conditions are laid down. 

Two considerations of broad public policy are suggested. First and 
foremost, Treasury policies for meeting debt maturities should be 
cyclically determined. This will consist in managing the composition 
of the debt both as to type of securities and ownership so as to achieve 
the economic effects most appropriate to the cycle. It is often impossi- 
ble to separate these two aspects of the composition of the debt since 
shifts in one almost inevitably involve the other. Second, consideration 
should be given to the financial costs—that is, borrowing on the most 
favorable terms—to be weighed in debt management policy determina- 
tion in the light of their economic effects. 

Cyclical fiscal policies for meeting debt maturities will involve shifts 
in maturities as well as changes in the form and type of obligations. 
Shifts from long- to short-terms and vice versa are closely related to 
the money market. Short-terms perform functions more closely related 
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to money. rany maturity policies should be designed tò increase 
the quantity of money substitutes in times of depression and avoid . 
them at other times. One type of security may tend to keep funds 
invested in governments for a longer period than another. By shifts 
in securities offered, the Treasury should see that. holders have in 
their possession obligations appropriate to the time. However, many 
of the differences of economic significance between various types of 
securities are destroyed, as was pointed out in the..preceding-section, 
if the government adopts a policy of continuously, maintaining the 


market price of its outstanding issues. This it may do either To P 


exchanges when interest rates change, or by open-market purchases. ` 
The policy of maintenance is the controlling factor, not the method, 
by which it is made effective. 


Historically, the composition of the debt has been changing. -Indi- 
viduals once were the principal owners of public debts; now it is the . 
banks and other financial institutions.”* In the short-run—between | 
issuance and maturity—the ownership of types of debt may change. . : 
Some classes of holders, due to preference of their own, may, at various - 


times, prefer cash to continued investments in governments, or may 
prefer one type of security, or maturity, to another. During periods of 
prosperity when surpluses are accumulating, private industry may seek 
an.outlet for its funds by investing in long-term government securities. 
During depressions, such investors prefer the liquidity afforded by 
short-terms. Mrs. Hicks has suggested that these shifts may be regular 


phenomena of the cycle.” Many of these changes have been fortuitous: - 


and they may so continue. It is.the task of Treasury debt management, 
however, to try to control the composition of the debt on the’ basis of © 
relevant economic effects. 

One of the major considerations is with respect to the quantity. ‘of 
money. In order to increase the quantity of money in the early stages 
of recovery from depression, increased borrowing from the banks is. 


appropriate. 2 As the economy moves from recovery to prosperity, bor- ` 
rowing- from the current income stream is less expansionary.” These - 


tendencies in the past seem to have been without design. Debt maturity 


‘management should make the worth-while fortuitous policies deliberate. 


- Another relevant economic consideration is the need for private ven- 
ture capital in the reconversion and post-transition period. From this 
standpoint the upper-income classes should invest in industry rather 


than in government securities. This will be implemented by the gradual 


G See Table VIII; also “Treasury Survey of Ownership of Securities,” Bulletin of the i l 


Treasury Department, November, 1943, p. 47. (or any month), 
® See supra, footnote 36. 
Ai a Hansen, Fiscal Policy and Business Cycles LASE York, 1941), pp. 43 1-432. 
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extinction of tax exemption privileges as outstanding issues are either 
paid off or refunded. The application of progressive tax rates to taxable 
issues will have a similar result. Positive encouragement to venture capi- 
tal may be extended by favorable differential taxation. On the other 
hand, lower and middle-income classes, and their institutions, should be 
encouraged to invest in governments and the relatively riskless securi- 
ties. Typically, the long-term issues are best suited to their needs. The 
increased investments of insurance companies, savings banks and fidu- 
claries and the sale of savings bonds through pay-roll deductions are 
wartime steps in this direction. 

The financial policies followed relative to maturities should be de- 
signed to secure for the government the renewal of credit on the best 
possible terms. To do this, the Treasury must know the terms on which 
holders at maturity are willing to renew their loans, as well as the terms 
on which new creditors are willing to pay off old ones. It involves judg- 
ment as to the proper timing for refunding operations or conversions. 
The answers to the questions involved are not always the same. Vague 
as are the “conditions of the market” and “the convenience of the 
Treasury,” they are the stuff of which maturity policies are made. 
Where the financial objectives conflict with cyclical objectives the latter 
should be controlling. Often both objectives may be achieved at one 
and the same time. 

Both the financial and cyclical objectives of debt management can 
better be satisfied by the issuance of securities without maturity dates, 
but subject to call for redemption at the pleasure of the Treasury. It 
is not even important that the securities be free from call for any term 
of months or years. The Treasury can pay for the privileges it secures 
from its creditors. A study of the terms of issuance of federal securities 
will indicate too much adherence to rigid forms, with too little flexi- 
bility for exercise of wise management policies. The call provisions are 
put years ahead and the period between the first call date and final 
maturity has not recently exceeded five years. In Table XI are shown 
the provisions in U. S. bonds marketed since July 1, 1940, governing 
the years and months between the issuance of bonds and the first call 
date. The shortest period the Treasury has allowed itself before calling 
bonds is seven years. Six times it picked this period. On two issues it 
postponed the call date for over twenty-five years and there are eight 
issues which cannot be called until twenty or more years have elapsed. 
The right to call bonds at the convenience of the Treasury has certainly 
been contracted away. It is doubtful if the Treasury received much 
for the postponement except the thanks of holders who want call dates 
postponed as long as possible. They frequently tell the Treasury, on 
the basis of their own desires, that call loans cannot be readily mar- 
keted. This can be disproved by the doing. 
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The maturities on securities issued since July 1, 1940, as shown in ` 
Table XI, range from nine months to nearly thirty-one years in the 
case of a single issue. Only one issue was for a fixed term and not sub- 
ject to prior call. That was the issue of December 1, 1942, bearing 134 
per cent interest and maturing in five years, six and,a half months. 


. TABLE XI 
Time FROM DATE OF ISSUE TO CALL AND MATURITY IN U. S. BONDS MARKETED 
Jory 1, 1940, ro DECEMBER 31, 1943* 


Term Term - Years | Amount 
Rate to to Between of 

Date of Issue of Call Maturity Calland | Issue 

Interest |r- m] Maturity in o’ 

Years | Months | Years | Months | Dates | Millions 

July 22, 1940 24 13 103 15 102 2 $ 681 
October 7, 1940 2 12 . 84 14 84 2 725 
March 15, 1941 2 ri — 9 — 2 1,116 
March 31, 1941 23 10 113 12 113 ? 1,024 
June 2, 1941 2% 14 94 16 93 Ji 1,449 
October 20, 1941 23 25 103 30 102 5 1,596 
December 15, 1941 2 10 — 14 — 4. 533 
December 15, 1941! 23 25 103 30 104 5 1,120 
January 15, 1942 2 T 5 9 5 2 1,014 
February 25, 1942 2+ 10 3% 13 23 ' 3 1,511 
May 5, 1942 24 20 14 25 14 5 882 
May 15, 1942 2 7 4 9 4 2 1,292 
July 15, 1942 2 1 5 9 5 2 2,098 
August 3, 19422 2% 20 1} 25 1} 5 1,236 
October 19, 1942 2 7 5 9 5 2 1,963 
December 1, 1942 23 21 $ 26 $ 5 2:831 
December 1, 1942 12 — — 5 64 — 3,062 
April 15, 1943 2 7 5 9 5 5 4,939 
April 15, 1943 24 21 2 26 2 5 3,762 
September 15, 1943 23 21 3 26 3 5 3,779 
September 15, 1943 2 8 — t0 — 2 5,257 

October 15, 19433 24 21 3 26 3 5 59 p 

October 15, 1943? 2 8 — 10 =- 2 2,729 p 


p = Preliminary 

1 Issue of additional amount dated October 20, 1941. 

2 Issue of additional amount dated May 5, 1942. 

3 Issue of additional amount dated September 15, 1943. 

* Compiled from Bulletin of the Treasury Department, November, 1943, p. 31; ibid., Jan- 
uary, 1944, p. 31. 
When call options are free, or even liberal, maturity dates have little 
real significance. When call provisions are lacking, as they never should 
be, the Treasury has no opportunity to do anything except pay or re- - 
fund at maturity.® Indeed, it may be argued that refunding destroys 
most of the meaning of maturity dates except for the tasks imposed on 


the debt administrators. 


* Or, if the interest rate has fallen, it may convert. 
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The Treasury has also given itself all too little room to adjust its 

_ policies to its own convenience or to general economic conditions in the 
brief period between the call and maturity dates. (See also Table XI.) 

In eleven issues, since July 1, 1940, the Treasury has allowed itself only 
two years between call and maturity to arrange its financial policies. 

In one case the period given was three years; in another it was four; on 

nine issues the leeway was five years—a decidedly more liberal period 
from the standpoint of providing flexibility of debt management. Under 
the pressure of the war, with the patriotic zeal so evident in bond sales, 

the Treasury might well have set for itself a more liberal pattern for 

the future. 

A far better policy would be for the Treasury in its long-terms either 
to abandon all fixed maturities and swing over completely to the issu- 
ance of call bonds or, as a step in that direction, to add them to the 
securities now available. Issues similiar to the old British consols, or 
perpetuities terminable on call, could run (apart from changes in the 
market rate of interest requiring decisions as to refunding or conver- 
sion) until the Treasury called them for payment. They could be al- 
lowed to rise above or fall below the issue price as the Treasury de- 
cided, announcement being made at the time of issue. These securities 
would carry a fixed rate of return. Their value would fluctuate accord- 
ing to the capitalizations of the market rate of interest, accentuated or 
retarded by the activity of speculators. It would be possible for the 
Treasury to stabilize the market value of its perpetuities, but this would 
raise the same problems as term issues. The administrative conven- 
lence of consols makes them not only an easy answer to many of the 
problems faced in dealing with debt maturities, but a step forward in 
Treasury debt policy. The issuance of consols would also facilitate price 
maintenance. Tradition and unfamiliarity are against their use, as well 
as doubt as to whether, once issued, the Treasury could avoid being 
forced, by pressure or unwise legislation, to maintain their price. Never- 
theless consols have so much in their favor that the Treasury should 
begin their issuance at an early date. As a matter of fact, with interest 
rates at their present low point, the government should now issue con- 
` sols in lieu of long-term bonds in whatever amounts could be sold or 
were needed to meet its financial requirements. As the borrowing pro- 
ceeded, it might be that the interest rate offered would have to be in- 
creased, in which case the Treasury should do it as it would under any 
type of bond. Under present circumstances, however, there seems to 
be little reason to talk of higher rates for long-term money. Consols 
would be as attractive to many investors as fixed-term securities; many 
will prefer them. Certainly they provide the utmost flexibility in manag- 
ing the public debt, a desideratum fully justifying their trial. 
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Debt management, often regarded as a financial or technical matter, | 


has been related to the problems and policies of the economic cycle. 


- Refunding, conversion, maintenance of the market, meeting maturities, * 


shifts from short- into long-term obligations and vice versa—all_ pro- 
vide an opportunity for debt management to implement a cyclical fiscal 
policy. In debt management, Treasury operations. and those’ of ‘the 


monétary authorities—the Federal Reserve System—merge in their | 
effects upon the economy. It is important that the policies of each be - 


harmonious and that they be conceived consciously in the light of prob- 


able economic effects. The wisdom of debt management is to be judged | 


by these results. 


In the postwar years, debt management will have to meet the prob- 
lems raised by the redemption or refunding of nonmarketable securi- . 


ties; it will have to keep afloat or fund the short-term debt; it will 


have to maintain the market for outstanding issues or allow them to` 


drift as market forces determine; it will have to meet maturity sched- 
ules or, by appropriate policies, postpone the time of payment. Many 
of these management problems may be solved by debt repayment but 


that course is not always open and on occasion may not be the appro- 
priate policy, the effects of the requisite taxation being considered. 
Keeping the debt afloat will therefore involve refunding, conversion, . 


and the exchange of issues, the operations being selected be ‘respect 
to their bearing upon monetary and fiscal policy. 
More specifically, it is suggested that substantial proportions of the 
nonmarketable debt will probably be carried to maturity by present 
holders, provided that the drop in incomes during the reconversion 


period is not too severe and the subsequent rivival of productive ac- , 


tivity maintains a high level of national income. Where debt manage- 


ment operations involve the substitution of one class of creditors for | 


another, greater reliance on nonbank loans is suggested. In the case 
of short-term obligations their renewal over a.period of years is en- 
visaged. They now operate as an indirect method of borrowing from 


the Federal Reserve System. The issues mature with such frequency | 


that they can be retired whenever convenient. If the tax structure is 
- designed to discourage expansion, tax revenues may well be used to re- 


tire short-terms held by the Reserve banks; if revenues are so collected ' 


_as to have little effect on expansion, member bank. holdings of short- 
terms should be first retired. To meet changes in the price of securities 
due to changes in interest rates, it is suggested that the exchange of 


outstanding public issues with appropriate adjustments in the rate of 


interest, should replace purchase and sale by the Treasury and Reserve 
System as a price maintenance technique. Finally, as a flexible in- 
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strument adapted to wise darraa policies, including ease . 
in maintaining the market, the facilitation of refunding or conversion, 
-as well as reaping the advantages of propitious market conditions, the 
use of consols, or perpetuities subject to unlimited call at the conven- 
‘ience of the Treasury, i is recommended. 

These suggestions all make possible the greater implementation of 
economic, fiscal, and monetary policy with respect to the cycle through 
the tools of debt management. To taxes, expenditures, and borrowing 
as. instruments of policy may be added those employed in the manage- 
ment of outstanding debts. 


DISCUSSION 


Dan Troop SmitH: Professor Leland’s paper does not state specifically 
what should be done or when action should be taken. The discussion is admir- 
able for the very fact that it stresses the many factors to be considered in any 
decisions on debt management and the many ramifications of such decisions 
as are made. It is clear that the handling of the debt in the future must take a 
higher place than heretofore among the arts of finance, and will be a large 
element in what must become a co-ordinated fiscal policy. 

This approach is one with which I am in such complete agreement that I 
venture only to draw a few rather obvious generalizations from Professor 
Leland’s specific listing of individual points. The first proposition for empha- 
sis is that the mere size of the debt is not crucial in determining its effects on 
our economy. Changes in its composition and in the holders of it may be of 
greater importance than changes in the quantity of debt outstanding. The 
possible shifts of securities between individuals, insurance companies, banks, 
and the Reserve System are perhaps of more significance as well as of greater 
magnitude than any likely short-term changes in the size of the postwar debt. 
This is true both in the influence of the debt on the absorption and creation of 
funds, and in its effects through inducing or discouraging the spending of 
existing balances and incomes. 

There has, perhaps, not yet been enough attention given to this second type 
of influence; that is, the effects of debt management on the flow of spending. 
The familiar pattern of thought in this area is on the effects of debt on the 
quantity of available funds—either funds in the hands of the public or bank 
reserves. Rates of spending by the general public have traditionally been ex- 
pected to be influenced by debt developments only as inflation prospects induce 
a flight from currency. We may, however, in the future anticipate changes in 
spending arising from changes in the composition of the debt. As securities are 
issued and retired, they will absorb and release funds subject to different rates 
of use. With the debt equal to two or three times the probable postwar national 
income, relatively slight changes in it can be of overwhelming importance to 
income streams. ` 

As a second point, it is important to note that there can no longer be a 
passive debt policy in which inaction may be presumed to yield neutral effects. 
Nor can decisions be made only as required by maturities. The very decisions 
not to initiate conversions or not to induce shifts in the type of debt holders 
are themselves forms of action. With the debt a large factor in a dynamic 
economy, it cannot at any time be ignored. 

It also follows that we must have a new set of criteria for debt policy. Mini- 
mum interest cost, as Professor Leland has pointed out, as well as an ideal 
distribution of maturities, may often have to be subordinated to achieve more 
important objectives. To get away from the fetish of minimum interest, we 
shall not only need administrative officials fully aware of the implications of 
their actions, but a public which is not too ready to see in increased interest 
rates a subsidy to or even a conspiracy with the so-called “financial interests.” 
The new criteria are the same ones involved in any other aspect of fiscal policy. 
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Whether the immediate subject of consideration is the form of the debt, the 
maturity schedule, or the interest rate, fundamentally the most important 
issues in any analysis of the influence of debt are the sources of funds actually 
tapped and the uses to which they are put. The analogy with taxation is close, 
in that money is taken out of income streams at certain points and put. back in 
at others. In matters of the debt the problem is more complex because, to a 
greater extent than in taxation, not only income streams but pools of capital 
funds and potential credit are also involved. The debt then truly becomes an 
integral and in many respects a dominant part of our financial structure. Past 
suggestions for closer co-ordination between Treasury and Federal Reserve 
policy through some joint agency will become more forceful in the future. 

In a footnote Professor Leland notes certain ways in which changes in legis- 
lation may open up entirely new areas for debt management. Even though one 
may temperamentally prefer not to break with tradition, rather fundamental 
changes seem not unlikely. Various devices to freeze securities into the posses- 
sion of existing holders have been proposed, as, for instance, requirements 
that banks and other financial institutions invest a certain proportion of their 
resources in government securities, or attempts to convert individual holdings 
into some sort of government life insurance. Any such freezing would, of 
course, presumably be associated with a policy of spreading the differential in 
yield between government and other securities by an artificial market for, or 
an arbitrarily reduced supply of, the governments. Even gradual monetization 
of some parts of the debt may be reasonably proposed if we have a sufficiently 
rapid expansion in our economy. 

The key to the consideration of postwar debt problems is revealed in the use 
of the word management in the title of this symposium. The choice of the word 
is a particularly happy one. Management implies judgment and the appraisal 
of ever changing situations. It precludes a doctrinaire approach or any com- 
plete sets of advance blueprints. Present discussion secms most effective by 
marshaling, as Professor Leland has done, the many factors which must be 
recognized by those who have the formidable task of exercising judgment and 
making decisions to keep the debt no more dangerous or disturbing than is 
inevitable. 


LAWRENCE H., SELTZER: Professor Leland is chiefly concerned with three 
problems: (1) how to relieve banks and other institutions of the risks of 
declines in the market prices of government securities; (2) how to relieve the 
Treasury of the risks and labor of meeting frequent and early maturities; and 
(3) how to use debt management to moderate cyclical fluctuations in business. 

To meet the first problem, he proposes that whenever the prices of its out- 
standing securities fall appreciably below par, the Treasury should offer to 
refund them with new securities bearing a sufficiently higher interest rate to 
make the latter sell at par. To meet the second problem, he would substitute 
perpetuities, or bonds without maturity date, but callable at any time by the 
Treasury, for most or all of the outstanding long-term debt. And to meet the 
third problem, he would have the Treasury try to sell short-term securities, 
and to banks as much as possible, during bad times and in the early stages of 
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- recovery, in order to increase the ‘supply of money and of money substitutes, 
while reversing this process at other times. 

Professor Leland is willing to go to very great lengths to achieve price 
stability (but not interest rate stability) for government obligations. To 
satisfy this first objective, he is apparently willing to sacrifice his second ob- 
jective entirely, and possibly his third as well; and he is little concerned with 
the practical difficulties and complications that would be involved. With the 
usual distribution of maturities over a lung period of years, the Treasury must 
now refinance or pay off in any one year only a small fraction of the total 
debt—the maturities of that year. And, if conditions are temporarily unfavor- 
able for long-term refunding, it may refinance a maturing long-term issue 
with short-term debt for the time being. It is free not to anticipate future ma- 
turities, and it will do so only when conditions are favorable. 

The effect of Professor Leland’s proposal, in contrast, would be much like , 
that of making the whole debt mature every time the market prices of govern- 
ment securities dropped a few points below par. It.is true that the holders of 
the depreciated securities could not demand cash payment from the Treasury, 
as could the holders of matured obligations; but this is only a formal distinc- 
tion because the refunding securities would be designed to bear high enough 
rates of interest to enable those. who wished to cash them to get par or better 
in the market. Every.market upset, therefore, would contain the threat of a. 
major interest-rate crisis for the Treasury. And what might start out as a 
temporary rise in market rates of interest such as we experienced in the first 
four months of 1937 when the yields on long-term government bonds rose from 
approximately 2%4 to 234 per cent, would soon be officially confirmed as a 
presumably: lasting one by a wholesale refunding at higher rales of the entire 
public debt. l 

The market prices and yields on the depreciated Treasury issues, moreover, 
could not be confidently used as guides to the rates that would be needed on 
the new securities to maintain them at or above par. In the degree that the’ 
market was convinced that the Treasury would shortly refund the existing 
obligations with new ones bearing higher coupon rates, the prices of the old 
obligations would resist downward pressure. They would not reflect the “natu- 
ral” level of interest rates unless the market lost all confidence in the intention. 
of the Treasury to offer the exchange. And the prices (and yields) of the out- 
standing obligations would also reflect. the market’s estimate of the level of 
interest rates the Treasury would offer on the refunding securities. 

A bond that carried the right or promise to be replaced by a higher-yielding 
one if interest rates should rise would obviously be more valuable than one 
that lacked this feature; and to obtain a guid pro quo for the Treasury, Pro- 
fessor Leland would make public announcement of the new policy in connec- 

‘tion with each bond issue to which it applied. Obviously, however, a mere an- 
nouncement of policy by a pro tem Secretary of the Treasury might not be 
binding upon his successors., To obtain full value for the new feature, the 
Treasury would have to make it part of the contract, and this would involve 
a highly specific commitment as to how much under par the bond could go 
before it would be entitled to a refunding at a higher rate, and as to how long 
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the Treasury could wait after the bond had reached or passed such a point. 
In the degree that these stipulations allowed only a narrow range of risk for 
the investor, the Treasury’s potential refunding problems would be magnified, 
the distinctions between obligations of different maturities would tend to dis- 
appear, and all government obligations would become more nearly perfect. 
substitutes for money. 

It is conceivable that broad considerations of economic policy might be ad- 
vanced to outweigh these practical difficulties, but Professor Leland appears 
to have in view only the narrow objective of providing price stability to finan- 
cial institutions and other holders of government securities. It would seem that 
the needs of the banks, to whom price stability in government securities is of 
far greater significance than to any other class of investors, could be satisfied 
by less heroic measures. Ample protection would be afforded them by con- 
fining their holdings to short-term securities, by making Federal Reserve bank 
credit readily available to them on loans secured by such short-term obliga- 
tions, and/or by requiring that banks convert a large part of their present 
holdings of governments into a special instantly redeemable Treasury ob- 
ligation which would constitute an additional part of their required reserves, 
as I proposed a few years ago. For other investors, stability in market prices 
is of less consequence, and the needed degree of protection against prolonged 
and major price depreciation can usually be approximated by concentrating 
holdings in medium-term and nearer maturities. It may be noted that in this 
case, also, the government rather than the investor assumes some of the risk 
of rising interest rates, but in a manner that avoids the difficulties and com- 
plications of Professor Leland’s scheme. 

Professor Leland leaves open the question whether his first proposal should 
be combined with his second—with the substitution of bonds without maturity 
date but callable at any time at the pleasure of the Treasury, for most or all 
of Lhe Treasury’s long-term bonds. If the two are to be combined, it is difficult 
to see what real advantage the Treasury would obtain from the absence of a 
maturity date on the bonds, since the latter would have to be refunded any- 
how whenever their prices went below par. 

If, on the other hand, the perpetual bonds or perpetuities are not to be re- 
funded at higher interest rates when they decline below par, they will be sub- 
ject to far wider fluctuations in price, with equal changes in interest rates, than 
securities of medium-term and shorter maturity, for their prices would alto- 
gether lack the stabilizing influence upon the price of a definite and only mod- 
erately deferred redemption date. If, in addition to the absence of price pro- 
tection, the bonds are to be callable by the Treasury at any time, they will 
lack a feature that many investors prize highly—an assured term of years free 
from redemption. Professor Leland dismisses this matter lightly by saying that 
the Treasury can afford to pay for the privileges it gets. But this begs the 
question whether the privilege is worth the price that may have to be paid for ` 
it. The combination of unrestricted callability by the Treasury and complete 
absence of a maturity date, unless offset by a price guarantee, seems expressly 


* Lawrence H. Seltzer, “The Problem of Our Excessive Banking Reserves,” Journal of the 
American Statistical Association, March, 1940, pp. 24-36. 
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designed to create the utmost in unattractiveness in a United States govern- 
ment security, and the market could be expected to price it accordingly.” 

The- fact is, however, that the government needs neither unrestricted 
callability nor complete freedom from a mandatory maturity date. A call 
period beginning five to fifteen years from the date of issue and extending for 
the remainder of the ten to thirty-year terms of the various medium and 
longer-term issues, combined with a substantial volume of short-term debt, 
would provide ample flexibility for the ‘Treasury and would provide attractive 
types.of securities for investors. Moderate amounts of perpetuities, callable 
after a substantial redemption-free term at the Treasury’s pleasure, might also 
_ have a useful place in a comprehensive debt program, but only if they satisfied 
a real demand and involved: no. great additional interest cost. A’ perpetuity 
would differ from a thirty-year bond mainly in requiring the investor to bear 
the whole risk of a rise in interest rates instead of sharing this risk, with the 
Treasury. Conversely, the essential gain to the Treasury would be the freedom 
to avoid an upward adjustment in its interest costs at the end of thirty years 
even if the market rates of interest have risen. This is no such transcendental 
advantage as would warrant forcing perpetuities upon a reluctant market and 
at high cost. Nor is it by any means clear that this advantage to the Treasury 
would constitute a net advantage to the economy as a whole, for a sharing of 
the risks of long-run changes in interest rates between the Treasury and in- 
vestors greatly limits the degree and duration of possible price depreciation of 
government obligations, and so limits the evil consequences thereof. 

The acute concern sometimes expressed about the Treasury’s early and fre- 
quent maturities is mainly based upon the well-founded observation that a 
large floating debt is hazardous for any ordinary borrower. But the federal 
government is not an ordinary borrower, and a large volume of short-term | 
federal securities is needed under our present monetary arrangements to serve 
as a source of bank deposits and currency and as secondary reserves for the 
banks. So long as we depend for most of our money supply upon the deposits 
created by commercial banks when they acquire assets, a large floating debt 
on the part of somebody—business or government—is needed to provide the 
banks with appropriate assets. Long-term government obligations would be 
much less satisfactory for this purpose than short-term because of their greater 
price vulnerability and, at present, because of their greater interest cost. 
Short-term Treasury securities also supply a technical need that is particularly ` 
important in our system of numerous independent banks, a need that was 
formerly but inadequately met by call loans and open-market commercial 
paper: they provide nationally known, instantly marketable short-term paper 
that banks may use to make the adjustments in their reserve positions occa- 
sioned by local and regional alterations in balances of payments. For the most 
part, this debt is regularly refunded at each maturity date and is largely re- 
tained by the same holders. But the shortness of term provides the holders 


*Unless the callability is made nominal and ineffective by a coupon-rate well below 
the actual or probable market rate, as would be the case if, for example, the coupon rate 
were fixed at 1% and the bonds were marketed at whatever price such a rate would 
bring. The British have used this device. l 
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with a highly-prized price stability and with a convenient means of quickly 
altering their individual positions. A market upset or a prolonged rise in inter- 
est rates will be more quickly reflected in the Treasury’s interest costs to the 
extent that its debt is short-term, but there is little danger under modern 
conditions that the government would be unable to meet its maturities by new 
borrowing. The central banking mechanism of the Federal Reserve System 
could assure this in an emergency. 

Professor Leland’s third suggestion—that the Treasury seek to arrange its 
maturities to appeal to banks during depressions and early in recoveries, in 
order to increase the money supply—requires little comment because this 
tends to be the practice in any event. The reverse of this process—how its 
securities might be transferred from the banks to other investors in good times 
without violence to the economy—raises a more timely question, and one of 
great significance for the near-term future of monetary and fiscal policy, but 
one which Professor Leland, unfortunately, does not discuss. 
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' `. EDMUND JANES JAMES 
Twelfth President of the American „Economic Association, 1910 


Edmund Janes James was born in Jacksonville, [linois, May 21, 1855. 
After graduating from the high school of-Illinois State Normal University 
(1873), Edmund James spent a scant year at Northwestern University and 
another at Harvard. He then went abroad and entered the University 
of Halle, where he studied economics with Conrad, and from which in- 
stitution he received the degrees M.A. and Ph.D. in 1877. His dissertation 
was on the American tariff. 

Returning to Illinois, he first taught in the Evanston High School and 
later became principal of his old school at Normal (1879-82). His contri- 
butions to J. J. Lalox’s Cyclopaedia of Political Science (1881-83) brought 
him recognition as a promising young economist, aud in 1883 he became 
professor of public finance and administration in the new Wharton School 
of Finance and Commerce at the University of Pennsylvania. 

In 1896 James went to the University of Chicago as professor of public 
administration and director of university extension. He had been presi- 
dent of the American Association for the Extension of University Teach- 
ing. After a brief career at Chicago (1896-1901) he served as president of 
Northwestern University and then became president of the University 
of Illinois, where he spent fifteen years in active service, (1904-19). He 
was emeritus president until his death June 17, 1925. 

From the beginning the career of Edmund James was marked by his 
activity in organization and administration. He was one of the founders 
of the American Economic Association and one of its first two vice- 
presidents. He was the first president of the Municipal League of Phila- 
delphia (1891), was instrumental in founding the American Academy of 
Political and Social Science, and served as its first president (1890-1901) 
and the first editor of its Annals (1890-96). In 1910 he became the twelfth 
president of the A.E.A. The title of his presidential address at the twenty- 
third annual meeting, held at St. Louis, was, “The Economic Significance 
of a Comprehensive System of National Education.” 

Dr. James’s service on administrative commissions and other public and 
private organizations undoubtedly curbed his writings. His chief publi- 
cations in the field of economics antedate the more active administrative 
phase of his career; e.g., Relation of the Modern Municipality to the Gas 
Supply (1886), Legal Tender Decisions (1887), The Canal and the Rail- 
way (1890), Growth of Great Cities (1900). 

Honorary LL.D. degrees were awarded him by Cornell College (1902), 
Wesleyan (1903), Queens College (1903), Harvard (1909), Northwestern 
(1914), and Michigan (1914). : 


Number 12 (number 11, of Davis Rich Dewey, will be found between pages vi and 
vii in the February, 1941, Proceedings of the American Economic Association) of a 
series of photographs of past presidents of the Association. 
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THE DISPOSITION OF SURPLUS WAR PROPERTY* 
By Joun D. SUMNERF 


The focus of this paper is public policy with respect to the dispo- 
sition of surplus war inventories held by the government. Some refer- 
ence will be made to special issues relating to the disposition of war 
plants and to the question of national stockpiles of critical raw ma- 
terials. 

Before turning to a discussion of policy issues, with which my dis- 
cussion will be largely concerned, I should like to touch briefly on the 
quantitative magnitude of surplus inventories and to outline present 
organizational arrangements governing disposal. 


Quantitative Introduction 


Available information with respect to the quantitative phases of the 
problem is not sufficiently accurate or detailed to be of more than illus- 
trative interest. This will doubtless remain true for months to come. 
Indeed, it may well be that the government will never know with 
accuracy the actual amount of surplus goods it has for sale until the 
disposal program is largely consummated. 

The quantity of property that will be “surplus” at the close of the 
war has been estimated at from 50 to 70 billion dollars, exclusive of 
approximately 1514 billion dollars invested in war plants.* In addition, 
it is estimated that war contractors at the end of 1943 had on hand 
finished goods valued at approximately 2 billion dollars and raw ma- 

* A paper given before the Conference on Price Research, New York City, May 5, 
1944, 


+ The author, on leave from the University of Buffalo, is Economic Advisor to the 
Deputy Administrator for Price in the Office of Price Administration. Statements in this 
paper are an expression of personal opinion and do not represent the position of the Office 
of Price Administration. 


1 Factual statements in this section are based on estimates by Mr. A. D. H. Kaplan, 
in his book on The Liquidation of War Production (New York, 1944). His estimates are 
generally consistent with others that have come to the writer’s attention. 
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terials and goods in process valued at some 8 billion dollars. Private 
investment in productive capacity, including public utilities, during the 
war has been estimated at approximately 6 billion dollars. 

The estimated inventory valuation of 50 to 70 billion dollars will 
consist primarily of aircraft, shipping and ordnance material which 
will be retained by the government, or scrapped or disposed of outside 
ordinary commercial channels. An estimated one-fourth of the total, 
valued at some 15 billion dollars, will consist of non-ordnance items 
of which perhaps half may be located within the United States, the 
rest abroad. This inventory will include substantial amounts of cloth- 
ing and equipment, motor vehicles and parts, food, and other com- 
modities such as engineering equipment and tools, medical supplies, 
chemicals, railroad equipment, portable communications apparatus, and 
the like. 

Of raw and semi-processed materials and finished goods in the hands 
of war contractors perhaps 75 to 80 per cent may be too specialized 
to find a civilian market other than as scrap. Consequently, Mr. Kaplan 
estimates that 2 to 2% billion dollars of contractors’ inventories may 
be suitable for the civilian market. 

The estimate of 1534 billion dollars of government-owned plant and 
equipment is exclusive of military installations. Considerably more than 

,. half of the total has been expended for equipment as contrasted with 

\ Snuildings and structures. Just what proportion may be salable for 
t, `“ purposes is questionable; the salable portion probably should 
nos. . mated at more than one-half of the total. 

Tò, uamarize the above, the close of the war may find the govern- 
ment in possession in this country of approximately 6 to 7 billion 
dollars of surplus goods inventories, exclusive of ordnance, aircraft and 
shipping items, and private contractors possessed of 2 to 3 billion 
dollars of salable commodities. While the government will own more 
than 15 billion dollars’ worth of plant and equipment, no more than half 
can be expected to be of value commercially. 

No one who has given the matter attention would regard the above 
estimates as useful except as a rough index of the magnitude of the 
surplus problem. The difficulties of statistical collation are obvious: 
accurate inventories of stocks on hand are not a matter of public 
information. Nor, unfortunately, is accurate knowledge generally in 
the possession of government agencies. The quantity of goods overseas 
at the termination of hostilities clearly depends on the duration and the 
character of the fighting in all theaters of war as well as on the extent 
to which government procurement has been accurately related to pro- 
spective need. Further, it is not possible accurately to determine the 
extent to which so-called ordnance material may prove to be susceptible 
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of private use. Finally, the future attitude of the government toward 
the permanent retention of inventories and plants cannot be predicted 
with assurance. 

Nevertheless, it is clear that the magnitudes involved are far in 
excess of those resulting from World War I. Ten weeks of war produc- 
tion at rates prevailing at the close of 1943 equalled the entire output of 
World War I, valued at approximately 17 billion dollars. 

Some are inclined to the view that the economy may absorb the sur- 
plus inventory without great difficulty. Mr. Kaplan,’ for example, points 
out that his estimates of surplus goods available for sale through com- 
mercial channels amount to no more than two months of present retail 
sales volume, from which one might infer that the absorption of the 
stocks involved should not be too great a problem. Perhaps this will be 
the case. But perhaps not. As Kaplan recognizes, the significance of 
the surplus will vary enormously between particular commodity cate- 
gories. Thus, while the 15 billion dollars represents but two months’ 
retail sales, the estimated surplus of clothing and equipage is valued at 
4 billion dollars, or roughly 14 times monthly retail sales of apparel. 
Even without wide variations in the quantitative magnitude of surpluses 
relative to the private peacetime consumption of given commodities, the 
probable demand elasticity for various types of commodities differs 


widely. In some areas two to three months’ inventory represents a prob- .. 


lem of little significance; in other areas the prompt absorption of th?’ 
amount of supply in an ordinary peacetime period may well be impos- 
sible without severe effects on private production. Difficulties may well 
be most acute with respect to certain industrial materials such as 
aluminum and magnesium, or even copper or steel, where war produc- 
tion is far above that of peacetime, and the potential supply from scrap 
is enormous. 

The impact of surpluses on the domestic economy will of course be 
much less if the military phase of the war declines gradually over a 
period of several years. If, on the other hand, hostilities cease through- 
out the world at approximately the same time, and inventories have 
not yet gone overseas to the full extent that would otherwise be true, 
the impact of surplus goods on certain of our markets is potentially 
very great indeed. 


Present Organizational Arrangements 


Briefly stated, the present situation is as follows: The President, on 
February 19, issued Executive Order No. 9425 establishing the Surplus 
War Property Administration, and making that office subordinate to 


*In his book cited above. 


~~ 


460 “THE AMERICAN ECONOMIC REVIEW [SEPTEMBER 


the office under Mr. Justice Byrnes. This Executive Order was issued 
shortly after the issuance of the Baruch-Hancock report and in general 
follows lines therein recommended. _ 

The Surplus War Property Administration is established as an 
agency responsible for policy and planning, with the advice of a board 
consisting of representatives of the following agencies: WPB, War, 
Navy, Maritime Commission, State, Treasury, Justice, FEA, WFA, 
RFC, Smaller War Plants, Bureau of the Budget, Federal Works 
and Civil Aeronautics. The Surplus War Property Administration will 
not act as a disposal agency. Subject to SWPA’s determiination of policy 
and general administrative arrangements, the responsibility for actual 
disposal has been assigned to the Maritime Commission (surplus ship- 
ping), WFA (foods), RFC (war plants, land, industrial equipment) 
and Treasury Procurement (consumer goods). The War and Navy 
Departments act as disposal agencies only in limited respects.’ ) 

On the legislative front a number of committees of both houses of 
Congress have been laying plans for legislation governing this and 
related phases of post-war problems. Presumably, such legislation will 
be enacted during the present session of Congress,* although the situa- 
tion is confused by the unfortunate hiatus now existing between the 
executive and the legislative branches of the government. 


Policy Issues 


A discussion of the issues involved in surplus property disposal may 
be related to certain general goals of public policy which, I believe, 
will be agreed to be of outstanding importance. I list the following such 
policy goals: | 

1. The control of price inflation for so long as a serious inflationary 
problem exists after the war. 

2. The protection of the competitive character of the American 
economy. 

3.” The protection of production opportunities in order that there may 
be a minimum of unemployment after the termination of hostilities. 

4. The provision of critical or strategic materials, for reasons of 
future national security. 

5. The recovery, to the maximum degree compatible with other ob- 
jectives, of public investment in surplus goods and plants. 

These headings are chosen for discussion in preference to a popular 
approach which emphasizes the consumer interest, the producer interest, 

In general, of termination inventory prior to its declaration as surplus to the regular 
disposal agencies, of scrap materials, and of very small quantities of commodities. 


‘Legislation with respect to contract terminations and their settlement was enacted 
July 1, 1944, the Contract Settlement act of 1944, Public Law 395, 78th Cong. 
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the worker interest, and the fiscal and military interests of the govern- 
ment. The group interest approach is suggestive and helpful. However, 
for reasons which I hope will become clear, I do not believe it is too 
illuminating. We might as well recognize one fact of life, which is that, 
while interest groups are powerful factors at work in shaping public 
policy, their aims are not wholly compatible one with another. The 
result tends to become solution by compromise, which is not necessarily 
the “best” solution from the standpoint of that goal of which some 
of us still like to think, ż.e., the general public interest. The Attorney 
General, quite properly I believe, recently opposed a suggestion to ap- 
point “representatives” of labor, business and agriculture to the policy 
board of a surplus war property agency." 

1. The control of price inflation. The disposal of war properties 
can be of great importance in preventing or minimizing further price 
inflation. Alternatively, disposal may be administered in such manner 
as positively to contribute to inflation.® Crucial considerations here are 
the tzming of sales and the terms of sales. 

With respect to the terms of sale used in disposing of some billions 
of dollars worth of civilian merchandise, it is obviously not thinkable 
to follow a policy of charging what the traffic for such goods would 
bear. Selling to the highest bidder in a tight market, while price control 
continues to apply to private transactions, would place the government 
in a fantastic position, and few seriously recommend such a policy. 

The real issue with respect to the terms of sale is the development of 
and observance by government agencies of price policies that will keep 
sales within such price limits to different classes of buyers as to permit 
an adequate margin between different levels of distribution and produc- 
tion. In many commodity areas, the demand for materials or for finished 
goods may remain tight for a substantial period of time. The ability to 
pay a high price varies widely between firms. Faced with the com- 
petitive disadvantage of being unable to supply their customers, many 
companies would pay an excessive price rather than go without. 

The result, an undue contraction of margins, would endanger price 
control in two respects: (1) the ability of OPA to hold prices stable 
during the transition period would be weakened by higher cost levels; 
and (2) more importantly, perhaps, the psychological basis for com- 
pliance with price ceilings would be seriously impaired. The human 

ë Statement of Attorney General Biddle before the War Contracts Subcommittee of the 
Senate Military Affairs Committee, April 18, 1944. 


*This is not to be construed as a prediction. The Surplus War Property Administrator, 
Mr. W. L. Clayton, early stated that OPA price controls were to be observed in the sale 
of surplus goods. To make previously existing controls more effective, OPA issued in 
January, 1944, a Supplementary Order (No. 81) governing sales of surplus food, and of 
“other” commodities (5.0. No. 94) in July, 1944. 
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reaction of business is that fairness requires that control of selling prices 
be paralleled by a corresponding control of buying prices. Further, 
violations of ceilings in the case of certain transactions and companies 
tend to spread to other transactions and other sellers. 

Effective price control requires, therefore, not only that ceilings be 
observed in the case of surplus goods, but also that purchasers, whether 
they be retailers, wholesalers, or producers, be able to buy government 
goods at prices not higher than those applicable to purchases from their 
usual sources of supply. In other words, retailers should be permitted 
to pay no more than a regular wholesale price; wholesalers or jobbers, 
no more than the ceiling price appropriate to purchasers from manu- 
facturers or processors. Manufacturers or processors, in turn, should 
be permitted to pay no more than their usual buying price from other 
manufacturers, or from wholesalers, as the case may be.’ 

Many sales, of course, are apt to be made at prices considerably below 
the ceiling. Well-intentioned public opinion may insist that low prices 
paid by wholesalers, for example, should be carried forward to the 
benefit of ultimate consumers. This is attractive social doctrine and 
_ failure to observe it will lead to charges that the government permits 

profiteering. The matter is not so simple. Purchases of surplus govern- 
ment stocks may well involve unusual risk. Marketability, particularly 
in the volumes that may be involved in some instances, may be un- 
certain. Regulatory agencies, moreover, are not experienced in deter- 
mining accurately the resale margins really necessary for such trans- 
actions. A well-meaning effort to prevent profiteering based on low 
government sale prices may operate, more often than not, merely to 
depress still further the price obtainable by government agencies. 

The timing of sales is a second and highly important factor from the 
standpoint of inflation. If it is possible to place any substantial volume 
of government merchandise on the market during the time when demand 
at ceiling prices exceeds supply, the disposal of surplus stocks may 
be of great benefit in taking some pressure off OPA ceilings. After all, 
the ideal way to prevent price inflation is to prevent or minimize 
situations in which money demand at the going price materially exceeds 
the quantity of goods available. Government sales in an inflationary 
period are an ideal solution, not only by casing the supply situation in 
the particular market, but by draining off and cancelling out excessive 
money purchasing power. Sales of merchandise by the government are 
directly comparable in this respect to an increase in taxes: money is 


"The above is an oversimplification. Not only do firms often belong in more than one 
trade category, but some retailers (and manufacturers) buy direct and in large quantities 
at the lowest price. Other retailers, or the same retailers in the case of other commodi- 
ties, typically purchase from wholesalers or jobbers (or from other retailers performing 
a wholesale function). 
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withdrawn from the general economy while the level of government 
expenditure tends in the short run to be independently determined. 

Within the limitation regarding ceiling prices mentioned above, the 
fiscal interest of the government, #.e., its desire to realize the highest 
possible amount from public properties, is wholly consistent with the . 
the parallel goal of controlling inflation. 

2. The competitive character of the economy. I assume it to be 
one of the main goals of public policy to maintain the pre-war degree 
of competition and, if possible, to increase the competitiveness of the 
economy. So far as the disposition of war plants is concerned, the 
main issue is whether the government should offer equal terms to all 
comers (subject to the limited option ordinarily possessed by companies 
operating such plants) or should definitely favor new producers or 
small or “independent” producers as purchasers. 

While such a policy would be accused of being unfairly discrimina- 
tory, that charge seems not too serious. Certainly, if one assumes that 
a competitive economy is a highly important goal of public policy, 
there can be no valid ethical objection to public properties being sold on 
a basis that will further that goal. Moreover, during the course of the 
war certain advantages have accrued to larger as contrasted with 
smaller firms in the allocation of government contracts and otherwise, 
and there is something to be said for placing some advantages on the 
other side. 

It will be said, of course, that a policy of selling government plants 
to independent producers on unduly favorable terms will be destructive 
of business confidence and, hence, by discouraging investment, consti- 
tute unwise policy. This view would have substantial basis if the gov- 
ernment were to follow a continuing policy of building plants and 
subsidizing nonmonopolistic business through unusually favorable terms 
of sale. In the present situation, however, the plants have already been 
built. They are public property. To sell these particular properties in 
such manner as to increase the competitive character of the economy 
does not confront business with the risks and uncertainties inherent in 
a longer-run policy. 

The crucial question, I believe, is the extent to which competition 
could really be fostered by a policy of favoritism. It is common knowl- 
edge that most of the 15 billion dollars of government plants are in 
units so large as to make it impracticable for most companies efficiently 
to operate them. In a recent statement Mr. Justice Byrnes said that 
at least 70 per cent by value of government plants are in units costing 
more than 10 million dollars each. Moreover, many plants are so 
specialized in war equipment or so situated with respect to markets or 


£ Quoted by Attorney General Biddle in his testimony cited above. 
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sources of material as to be comparatively inefficient from the stand- 
point of peacetime production. There is serious question whether com- 
petition that is momentarily subsidized can be expected to be effective 
competition in the long run. Furthermore, what assurance can the gov- 
ernment really receive that, after being purchased on favorable terms by 

“independent” enterprises, the really desirable plants will not in turn 
become controlled by monopolistic undertakings? While limitations 
could doubtless be placed in sales clauses designed to inhibit this result, 
the methods of monopoly are sufficiently complex that one is entitled 
to doubt the efficacy of such limitations. 

It is desirable to take special pains to ensure that independent firms 
have an opportunity to purchase such plants. For example, it may be 
appropriate, in view of the size of the units involved, to arrange credit 
terms or term leases with an option to purchase. I doubt the wisdom of 
going further than this. 

Some will favor using this opportunity to embark on a policy of public 
competition through government operation of plants turning out prod- 
ucts now largely monopolized. In other words, a series of semi-TVA 
projects is conceivable and will be urged in certain quarters. Attorney 
General Biddle, for example, has urged that legislation provide for 
“operation” of government-owned plants pending their ultimate dis- 
posal, although he does not specifically advocate publi¢ competition. 
This raises a series of issues beyond the scope of the present discussion. 
However, it is difficult to resist an offhand comment to the effect that 
public competition, to be effective, should be worked out with the end 
of effective competition initially in view, and not represent a makeshift 
effort to take over certain plants located and constructed solely from the 
point of view of wartime production. 

I suspect that a more important issue from the standpoint of monop- 
oly influences is the terms on which plant equipment and raw and semi- 
finished goods are sold by the government. The government should 
generally adopt a policy of offering such commodities on equal terms to 
_ any purchaser in the same line of business. While a policy of ne- 
gotiated sale may be inherently attractive to disposal agencies, it would 
seem to work to the advantage of those large organizations which can 
afford to maintain Washington representatives and otherwise keep 
track of all possibilities for lucrative purchase. Disposal agencies should 
consider seriously the adoption of a policy of selling on the basis of 
competitive bids or quoted prices accompanied by a policy of fullest 
possible publicity, This should be subject to the single limitation that 
maximum price control be in force at different levels of sale. If demand 
is great, sales should be pro-rated among buyers. Moreover, rather 
than providing, as do several proposed statutes, that goods be disposed 


~ 


1944] SUMNER: DISPOSITION OF SURPLUS WAR PROPERTY 465 


of through “established trade channels,” good policy dictates protection ' 
only against speculative inventory accumulation. 

The ability to get scarce materials, equipment or semi-finished goods 
promptly will be of decided importance to the competitive position of 
different firms. Thus, full publicity, sale on the basis of quoted prices 
or competitive bidding, and pro-rating of stocks are especially im- 
portant in a tight market. But the existence of a bargain basement 
should be made known to the small as well as to the large buyer. 

The same problem arises in the case of disposal of articles ready for 
personal consumption. Large retail outlets can be benefited to the harm 
of small retailers. The degree of competition in most distributive trades, 
however, is sufficiently great so that the public importance of the prob- 
lem is somewhat less significant, in my judgment, than in the field 
of manufacturing and processing. 

3. “Full” employment. Certainly, a primary goal of public policy 
after the war will be that of so-called “full”? employment. Aside from 
questions of the basic character of our political economy, this objective 
is the most important single policy goal of the post-war period. 

A serious issue will arise if the nation finds itself in a period of 
depression or semi-depression. Human needs will dictate, if there are 
surplus commodities, that those commodities be made available for 
human consumption. Unfortunately, however, government-owned stocks 
have already been bought and paid for. Their subsequent sale will 
take dollars from the stream of. purchasing power without using those 
dollars to finance further production. Government sales of civilian 
commodities are generally deflationary in character. Significant quanti- 
ties of sale of particular commodities may depress employment oppor- 
tunities in the markets affected without creating opportunities else- 
where in anything like a compensating degree. 

Ilere one may face a choice between instincts of Scotch thrift, if 
one has any, and uncongenial agreement with vested private interests 
which ask the withholding of government stocks. 

The case may well vary between commodity categories. In a period 
of depression or semi-depression government sales of consumer goods 
will be extremely difficult to justify. In the case of productive equip- 
ment or raw materials, however, there will be instances in which gov- 
ernment sales at a low price may, on balance, be productive of employ- 
ment rather than the reverse. Certainly, there will be situations in 
which particular production costs will constitute a bottleneck, where 
the demand will be quite elastic even in a period of depression, or where 
the manpower displaced in the competing supply industry will be 


? See Section 205 of the Patman bill, H.R. 4420 (78th Cong., 2nd sess.). 
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much less than the added employment in consuming industries. It is 
questionable, however, whether the disposal agencies will be able to 
calculate the net economic effects of such sales with sufficient accuracy. 
Even more questionable is their ability to resist the strong political 
pressures that will inevitably arise. 

This would suggest a presumption that commodities, particularly 
consumer goods, should be sold only in a period of boom or inflation 
and be held from the market whenever there are serious signs of 
depression within the particular industry, or generally in the economy. 

Does this mean that surplus goods would have simply to be de- 
stroyed? I think not. There are several possibilities. First, the obligation 
of foreign relief and rehabilitation, dictated alike by selfish and humane 
considerations, can well absorb substantial parts of our wartime sur- 
pluses. Second, it may be possible to use some commodities for relief 
purposes in this country after depression becomes severe. Stocks of . 
food and clothing, for example, might well be placed at the disposal of 
state and municipal relief authorities.*° A third possibility, limited to . 
certain types of commodities, relates to the possible stockpiling of 
scarce and critical war materials, referred to subsequently. 

A major factor determining the economic consequences of the dis- 
posal of surplus commodities, particularly in their impact on the levels 
of employment and production, is uncertainty with respect to the 
character of future government policies. The significance for the level 
of business activity of the rôle of entrepreneural expectations has re- 
ceived much attention in recent economic literature. Problems sur- 
rounding the disposal of government properties clearly illustrate the 
significance of this factor as it may influence business planning. Con- 
sider the situation in copper, aluminum, iron and steel products, air- 
craft, and numerous other raw materials or finished products now held 
by the government in tremendous volume. When once the government 
withdraws as a buyer and stands as a potential seller of many months’ 
_ output of a commodity, it is no more than common sense to assume 
that present or prospective producers in such areas cannot well make 
investment commitments, or, for that matter, produce other than on 
a hand-to-mouth basis to meet firm orders. 

It is essential to take every reasonable step to reduce 20h un- 
certainties. In part the responsibility lies with the national legislature; 
in part, with whatever executive agency administers the program. 
Without entering into an extended discussion of the matter, legislation 
would seem essential even if not necessary legally. It scarcely can be 
doubted that an administrative agency created by the Congress will 


* Assuming that they are distributed in such manner as not to withdraw purchasing 
power directly, or indirectly through an offsetting reduction in relief expenditures. 
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be viewed as having greater permanence, and its statements of policy 
accepted with more assurance, than if the agency is created merely by 
executive order under one or the other of the war powers acts. Current 
events suggest that Congress will, in fact, discharge its repsonsibility 
to pass such legislation. 

How far should the Congress go in writing a bill of particulars with 
respect to policy matters? I suspect that it cannot and should not go 
very far in this direction. Various phases of the problem are too un- 
predictable and experience too limited to permit the writing of a fully 
adequate statute. Certain things, however, the Congress can and should 
do. A statute should take a clear position on such issues as the follow- 
ing: (1) whether government plants may be operated by the govern- 
ment itself over a long period of time; (2) whether in disposing of 
surplus properties the administrative agency shall be subject to price 
ceilings so long as there are such things; (3) whether in selling surplus 
goods the disposal agency should favor, to the extent of subsidy, small 
or independent business enterprises; (4) whether the agency may with- 
hold commodities from the market in a period either of general de- 
pression or semi-depression, or of depression in the particular industry; 
(5) if a statute, in referring to disposal of war plants or commodities, 
enjoins the agency against disposal in such manner as to foster “mo- 
nopoly,” whether determinations should be made directly, or only with 
the advice of the Department of Justice; (6) whether the Administrator 
should be authorized to scrap or destroy part or all of a stock of com- 
modities in order to avoid the possible disturbing effect on production 
of permitting such a stock indefinitely to overhang the market. 

In the particular case of critical and strategic raw materials of war, 
legislation must, of course, be clear. Otherwise, producers have no 
assurance as to whether an executive agency will or will not follow a 
policy of strategic stockpiling and, if so, how long such a policy will 
endure. 

Several of the bills now before the Congress stipulate that the Surplus 
War Property Administrator shall avoid sales which tend to “disrupt 
the market.” Attorney General Biddle has justifiably protested against 
the looseness of this language as not giving adequate safeguard against 
monopolistic pricing. The Attorney General’s constructive suggestion, 
however, that the Administrator be directed to determine what is a 
“fair return” to the government after taking account of the original 
costs of the commodity, its present condition and the present state of 
the market’! seems anything but clear. Perhaps it would be better 
to direct simply that the Administrator should give due regard to the 
adverse consequences of government sales upon employment, produc- 


1 Testimony before the Senate Military Affairs Committee, April 18, 1944, 
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tion, and competition, both in the industry affected and in the economy 
generally. These, after all, are legitimate goals of public policy.” 

The rôle of the administrative agency in minimizing the element of 
uncertainty with its adverse consequences on business expectations is 
likewise of great import. Such an agency, for example, may state its 
price policies. It may state the circumstances and methods under which 
it proposes to sell. It may state the extent to which it will consult with 
industry, agriculture, or labor groups before selling. It naturally cannot, 
however, guarantee the permanency of policies so stated. To do so 
_would be folly, since in a field so: untried and complex, experience 

should prove to be a valuable teacher. At the same time, to the extent 
that policy statements are well considered and obviously reflect thought- | 
ful and wise consideration of the relevant factors, agency pronounce- 
ments carry assurance that changes therein may be similarly well con- 
sidered and thought out. 

Legislation, or statements of policy cannot well be sufficiently spe- 
cific to banish all uncertainty. All that can be hoped for is some reduc- 
tion in the range of uncertainty. Again we find an illustration of the 
need for closer working relationships between the executive and legis- 
lative branches of the government. 

4. National security. The United States is again fighting a war with 
the advantage of having maintained substantial control of the seas. 
Our difficulties in the area of synthetic rubber, however, merely illus- 
trate the severe handicap under which we would otherwise have labored. 
Vested interests are now demanding that stocks of certain critical ma- 
terials, including copper, lead, zinc and other metals and minerals," 
be stockpiled subject to release only in the event of a future national 
emergency. Similar suggestions are being made with respect to certain 
types of government plants, such as those equipped for aluminum pro- 
duction, to the extent that they represent capacity in excess of peace- 
time requirements. 


* The present Colmer bill, H.R. 5125 (78th Cong., 2nd sess.), is comparatively skillful 
` in stating objectives and policies which are both meaningful and sufficiently broad in terms 
to permit intelligent administration. Thus, in a statement of policies governing disposition 
of surpluses, it provides, in section 12, that the Administrator shall, inter alia, (1) 
“afford smalier business concerns .. . an opportunity to acquire surplus property on equal 
terms with larger competitors; to . . . issue directives necessary to provide . . . for uni- 
form and wide public notice . . .;? (2) “to utilize commercial channels of distribution 
to the extent consistent with efficient and economic distribution ... ;” (3) “To encourage 
mutually beneficial trade relations . . . and to develop foreign markets;” (4) “To dis- 
pose of surplus property as promptly as feasible without fostering monopoly or restraint 
of trade, or unduly disturbing the economy ...;” (5) “To realize the highest obtainable 
return for the Government .. ., consistent with the policies and objectives set forth 
in this Act.” (Italics supplied.) 


“See, for example, the Scrugham bill, S. 1582 (78th Cong., 2nd sess.). 
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The mere fact that this attitude is an expression of self-interest on 
the part of industries concerned should not blind us to its real merits. 
In the case of such materials as the critical metals and minerals, the 
legitimate claim for permanent stockpiling rests on several factors: 
First, the United States is not self-sufficient in the production of many 
raw materials necessary to war, and the depletion of national reserves 
during the present conflict in certain instances has materially increased 
our dependence on foreign sources.** Second, even where national re- 
serves are sufficient, their exploitation is a slow process, whereas war 
requires a rapid increase in consumption. Third, dependence on foreign 
sources is not only premised on command of the seas, but on shipping 
space, and on the friendly attitude of countries controlling the sources 
of supply. Finally, such commodities are generally storable for in- 
definitely long periods, or can be put in such form as to withstand sig- 
nificant deterioration. 

To the above, industry would add as a further consideration the 
contention that a “healthy” domestic industry must be maintained for 
military reasons, and that its maintenance requires that stocks be im- 
pounded to prevent market demoralization, and, in the case of mining, 
to encourage continued exploration and development. This contention 
has substance so long as it is not coupled with proposals to build stock- 
piles from further domestic purchases. To hold surplus stocks, or to 
add to them from foreign sources, is desirable. To add to them by 
further depletion of our better underground reserves, in the guise of 
preserving a domestic source of supply, would seem the height of folly. 

Not only is it generally fallacious to preserve domestic reserves by 
depleting them, but continued domestic sources of supply need be main- 
tained by “uneconomic” means only in so far as, through stockpiling, 
or the development of substitutes, the nation is unable to free itself 
from undue dependence on either foreign or declining domestic reserves. 

The considerations relating to the maintenance of stand-by plants 
are somewhat similar. Here, also, it is true that the development of 
productive capacity requires time, and the demands of war are not 
postponable. More important, perhaps, is that technological “know 
how” cannot be created overnight. Witness the delay in the synthetic 
rubber program, or in the production of airplane motors, due to delays 
based on technological factors. Consequently, a strong case can be 
made for the fostering of domestic output in those lines, ordinarily close 
to the final military product, where technical obsolescence is a major 
threat to military security, and continuing experience in production is 
the only adequate safeguard. 


“Zinc is an outstanding example of material depletion. 
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5. The recovery of public investment in surplus goods and plants. 
Early in this paper reference was made to the very large sums, repre- 
sented by probable inventories of goods and by plants, that have been 
-Invested in property that will remain as usable surplus after the war. 
Certainly, it is in the public interest to employ these assets to reduce 
the national debt. The real issue, however, is the relation of this de- 
sirable objective to other legitimate objectives of public policy. The 
wording of the Colmer bill" is interesting: It states, as a basic objective 
of the disposal of surplus property, the realization of “the highest 
obtainable return for the Government consistent with the maintenance 
and encouragement of a healthy competitive economy,’*® and as a 
policy to be followed by the Administrator, the realization of the highest 
return obtainable . . . “consistent with the policies and objectives set forth 
in this Act.” 

This implied subordination of immediate fiscal considerations. to 
-other policy objectives seems altogether proper. Viewed broadly, such 
subordination should prove to be the best fiscal policy, for the financial 
position of the government over the years will be more influenced by 
the condition of the economy than by the realization of somewhat more, 
or less, from these assets. 

As a practical matter, a narrow view of the disposal problem may 
well handicap the maximum realization compatible with other policy 
objectives. The sale of public assets, at what must often be a “low” 
price relative to their cost, will bring charges of collusion, negligence 
and undue influence. It goes without saying that good administration 
will avoid being guilty of such acts. But the charges will be made if 
sales are made. Unfortunately, it remains a more popular pastime in 
this country to ferret out scandal than it is to expose policies that are 
merely unwise. 

Summary 


The thesis above outlined may be summarized somewhat as follows: 
(1) Sell commodities promptly and rapidly, and at not more than 
ceiling prices, so long as conditions are generally inflationary in the 
markets involved. (2) With an eye to the competitive consequences of 
sales policies, give wide publicity to sales of public property, employing 
every practicable measure to make such sales available to small or 
independent firms. Follow pricing policies that give smaller or weaker 
purchasers at least an equal break with larger or stronger buyers, 
particularly in a tight market. (3) Canvass the competitive conse- 


**See footnote 12. 
Section 1. 
* Section 12. 
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quences of preferential sales of war plants to independent purchasers, 
but do not be too optimistic about what can be accomplished in this 
direction. (4) Do not sell in a depressed market or at a time when 
national conditions are generally deflationary. This is subject only to 
the qualification that the sale of certain government stocks made at low 
prices may be stimulating in their consequences. (5) As an alternative 
to distressed sales, canvass fully the possibilities of legitimate use of 
stockpiling and of relief distribution both in this country and abroad. 
(6) By legislation and through policy statements of the administrative 
agency, remove, so far as is practicable, business uncertainties as to 
policies that will be followed in the disposal of surpluses. (7) Endeavor 
to realize the maximum from the sale of public property, but subordi- 
nate this consideration to other objectives of policy. 

I previously stated that the problem of surplus materials can best be 
approached from the standpoint of certain accepted goals of public 
policy, ż.e., the control of inflation, the fostering of a competitive econ- 
omy, the maintenance of employment, the safeguarding of national 
security, the recovery of public investment—rather than by analyzing. 
the position taken by separate interest groups, for example, labor, pro- 
ducers, consumers or the fiscal interest of the government. 

I hope the reasons for this statement are now clear. The consumer 
interest as such tends toward an endorsement of sale of surplus com- 
modities regardless of the depressing effects that may follow from such 
a policy. Producer interests tend generally in the direction of holding 
off the market any finished civilian goods and perhaps many categories 
of industrial equipment and materials. The fiscal interests of the gov- 
ernment dictate getting the most for what we have, regardless. The 
interests of labor will sometimes lie with the so-called consumer interest, 
but perhaps most often with the so-called producer interest. 

Doubtless, as usual, we shall follow a policy of compromising the 
solution. But that approach is intrinsically inferior. 


THE NATIONAL OUTPUT AT FULL EMPLOYMENT IN 1950? 


: By Everett E. HAGEN AND Nora Boppy KIRKPATRICK* 


Popular opinion concerning the maximum possible level of produc- 
tion and income in the United States after the war ranges from the 
judgment that our productive capacity will be so large that we will be 
unable to find a market for our output and must therefore suffer 
serious unemployment, to the feeling that after the strain of the war 
it will be a decade before we can hope to produce the post-war level 
of living. Technical judgment, while not sharing the fallacy involved 
in the latter opinion, is little less divergent. This article presents an 
‘estimate of our post-war productive potential, and attempts as well to 
break, down the problem of forecasting that potential into its elements, 
so that disagreement can be narrowed to specific areas and so that the 
quantitative effect of each difference in judgment upon the estimate of 
the productive potential can be analyzed. 

The importance of estimating the post-war output and income asso- 
„ciated with full employment is great. Estimates or assumptions con- 
cerning the level of the post-war demand for goods, the demand for 
various labor skills, the number of service men and war workers who 
can be reémployed in almost any community or industry are affecting 
the current policies of business men and government officials alike. 
Such estimates depend largely upon estimated post-war income; and 
any estimate of what the national income will be is influenced by- 
judgment concerning what its maximum value can be. 

Finally, and perhaps most important, planning for public action to 
maintain full employment (and even judgment whether such action 


* Mr. Hagen is an economist in the Division of Research and Statistics, Board of 
Governors, Federal Reserve System, Mrs. Kirkpatrick is an economic analyst in the Office 
of Strategic Services. The opinions expressed are, of course, purely personal. ` 

1 The authors gratefully acknowledge assistance, contributions, and criticism from mem- 
bers of the Full Employment Stabilization Unit, National Resources Planning Board, in 
which the studies were begún under the general direction of Spurgeon Bell, and of Paul A. 
Samuelson, who acted as consultant. Hurry Siller directed the statistical computations on 
population. William C. Cleveland read an earlier draft and made many helpful sugges- 
tions. Abram Bergson contributed materially in the formulation of the project. The, 
generous assistance of officials of Bureau of the Census and of the National Income Unit 
of the Department of Commerce is evidenced by the many references to their data. 

The paper has undergone a number of changes in recent months. The authors alone are 
responsible for the present manuscript and its conclusions, 
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will be required) depends on a reasonable estimate of the size of the 
national real income at full employment. 

Before the war the increase in our productive potential caused by 
increase in the labor force and its productivity was probably generally 
underestimated. The tremendous volume of war goods which we are 
producing without drastic sacrifice of civilian comforts has compelled 
us to reéstimate our post-war potential. 

To base an estimate of post-war output primarily upon wartime 
production, however, may be seriously misleading. Wartime output is 
high because a large proportion of the labor force is engaged in indus- 
tries which use large amounts of capital per worker and which have 
high output per man hour. Peacetime demand will in larger proportions 
be for the products of industries in which output per man hour is less; 
and the shift in the nature of the output will cause a reduction in average 
output per labor input, in the system as a whole. The peacetime level 
of productivity can, therefore, best be estimated by analysis of peace- 
time trends in the industrial distribution of the labor force. 

Because the population continues to increase and because industrial 
processes continue to improve, it is necessary to assume a date for any 
such estimate. The year 1950 is close enough in time to be associated 
with recent trends in the size, productivity, and distribution of the 
labor force, and far enough beyond the date assumed for the war’s 
end to be beyond the immediate transitional period. The full employ- 
ment level of national output is therefore estimated for that year. 

The validity of the estimate depends not only upon the accuracy of | 
the data upon which the calculations are based, but also upon the cor- 
rectness of certain basic assumptions concerning the nature of the 
post-war socio-economic structure and of the course of events during 
the years between the end of the war and 1950. 

The general premises concerning the economic and political structure 
in the post-war world are (1) military victory by the United Nations, 
(2) the continuance of private enterprise, and (3) continued freedom 
of individual choice. The estimate assumes that, except for child labor 
laws and except perhaps for a compulsory term of military service for 
young men, individuals will be under no compulsions except economic 
and social ones in choosing whether to work or to refrain from work- 
ing. Assumptions concerning the number of youths, women, and aged 
people who will be at work affect significantly the estimated size of the 
1950 labor force. 

The estimate for 1950 assumes that the war will be approaching a 
successful conclusion by the end of 1945. The underlying supposition is 
that Hitler’s forces will be crushed by the end of 1944 and that the 
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defeat of Japan will be completed during the following year, or perhaps 
slightly later. Other suppositions would require changes in the estimate 
- of national output at the end of the decade. 

If, for example, the defeat of Hitler requires two years more, some 
of the magnitudes involved in estimating the national output in 1950 
will be significantly changed. The number of casualties: will have 
mounted. The number of women drawn into the labor force who will 
remain in the labor force after the war may be larger. The dislocation 
involved in industrial demobilization will occur at a period much 
nearer to the assumed year, 1950. Because wartime re-direction of 
human energies affects the rate and nature of technical progress, the 
level of productivity in 1950 might be considerably altered. The esti- 
mated national output in 1950 might, therefore, differ significantly 
from that estimated on the assumptions of the present study. 

It is assumed also that the war will not be followed by a prolonged 
, depression, although there will doubtless be difficulties in industrial 
demobilization. Such a depression, if it brought a large-scale flight 
from cities back to farms, would reduce the nonagricultural labor force 
without appreciably increasing agricultural production. The revival of 
prosperity would not at once draw all of these workers from the farms, 


and for a time we would have apparent full employment- with a total . 


output considerably below what the same total labor force would have 
produced in the absence of the maldistribution caused by the inter- 
vening depression. Prolonged absence of brisk demand for their services 
might also cause a considerable number of women to withdraw perma- 
nently from the labor force who, if the difficulties of industrial de- 
mobilization are less prolonged, would continue gainful employment. 
On the basis of these premises—dominance of private enterprise 
in the post-war period, freedom of individual choice, a United Nations 
victory by the end of 1945 or shortly thereafter, full employment in 
1950, and substantially full employment during the several preceding 
years—we have estimated the size of the 1950 labor force and the 
quantity of goods and services which it will be able to produce. 


Trends in Labor Productivity: Global Analysis versus Analysis 
by Segments 


National output at full employment depends upon the size of the 
labor force and the output per worker. The estimate of the size of the 
labor force in 1950 is based upon a fairly simple extrapolation of 
trends in population and in the relationship of size of the labor force 
to population. Allowances for effects of the war were superimposed 
upon this extrapolation. This estimate is presented in a later section. 


æ 
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The determination of the secular trend in.output per worker or per 
manhour is a less straightforward task. 

The value of total civilian output for each year of the period 1923- 
1941 is given by the figures for gross civilian product in current dollars 
presented in Table I, column 1. “Gross civilian product” means simply 
gross national product minus income payments to the armed forces. 
The data for gross civilian product in 1939 dollars (column 2) indi- 
cate changes in total physical output. Table I also indicates the number 
of employed civilian workers, and the output per worker (in 1939 
dollars), for each year from 1923 
to 1941. The latter series, which pmm mae ae 
is plotted in Figure 1, does not 
suggest any sure way of estimat- — .». 
ing the probable output per worker 
in 1950. It moves so erratically „we 
that it is difficult to decide what 
the end in output per worker is. s 
Projections of the 1923-1929 
trend, of a logarithmic (or linear) ino 
curve passing through the values | 
of output per worker in 1929 and Fic. 1—Gross Civilian Product per 
1941,? and of a least squares trend Employed Civilian Worker, 1923- 
line derived from these data (in- 1941. 
cluding or excluding the depres- 
sion years) will yield widely varying estimates of output per worker 
at any given future date. Trend lines based upon longer series are 
available, but both the reliability of the data and the appropriateness 
of projecting trends based upon them grow more doubtful as one 
moves back in time. Hence, estimating future output per worker from 
global data 'is hazardous. - 

Extrapolation of any trend line derived from global data is also 
subject to the objection that average output per worker (or per man- 
hour) in the system as a whole changes both because of increases in 
productivity in each industry and because of changes in the distribu- 
tion of employment between industries. Projection of any trend line for 
output per worker based upon global data therefore has implicit in it 
the assumption of continued change in the distribution of employment 
between industries, but the nature of the future change assumed can- 
not be determined from the global data. 
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*Extrapolation of a logarithmic curve passing through these points is the method used 
by S. M. Livingston, “Postwar Manpower and Its Capacity to Produce,” Survey of Cur- 
rent Business, Apr., 1943. 
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An alternative procedure is to analyze the trend in productivity in 
each of a number of components of the economic system, and to esti- 


~ s 


mate the probable employment in each component. This procedure ` 


TABLE I.—-Gross CIVILIAN Propuct Per EMPLOYED CIVILIAN WORKER IN THE 
UNITED Srates, 1923-1941 


(in 1939 dollars) 


(1) (2) A (4) 
Gross Civilian Average Numb Gross Civilian 
Product: Billions verage umber! Product per 
Year of Employed Emploved 
Persons cert ie 
Current 1939 Milli Civilian 
Dollars Dollars (Millions) (1939 Dollars) ` 

1923 79.6 63.7 42.0 1520 
1924 80.1 65.7 41.8 1570 
1925 84.7 68.7 42.6 1610 
1926 91.3 73.3 44.1 1660 
1927 90.0 73.8 44.2 1670 
1928 92.9 76.2 44.5 1710 
1929 98.7 81.6 46.2 1770 
1930 87.7 14.8 43.7 1710 
1931 71.6 67.8 40.4 1680 
1932 55.1 58.1 36.9 1570 
1933 54.4 59.6 37.1 1610 
1934- 63.4 65.3 39.4 1660 
1935 70.3 . 71.0 40.9 1740 
1936 81.2 ' 81.8 43.3 1890 
1937 87.2 83.9 45.4 . 1850 
1938 80.1 79.1 42.8 1850 
1939 88.2 88.2 44.3. 1990 
1940 96.5 95.4 46.8 2040 
1941 118.0 110.8 52.0 2130 


Sources: Col. 1—Gross national product, minus income payments to armed forces, the 

latter estimated by U. S. Department of Commerce. Gross national product 
estimates, 1923-1928, by Mary Painter; 1929-1938, Table VI; 1939-1941, 
Survey of Current Business, April 1944, p. 6. 

Col. 2—Deflation, 1923-1938, by present writers; 1939-1941, Survey, April, 
1944, p. 6, minus deflated value of income payments to armed forces. 

Col. 3~-U. S. Department of Commerce, unpublished. Excludes armed forces. 

Col. 4——-Col, 2+Col. 3, rounded to nearest ten dollars. 


will give a far clearer picture of the forces affecting the trend in output: 


per worker than will global analysis, and it may provide a more ac- 


curate forecast. For these reasons, the analysis below treats separately 


of five components of the economic system: the armed forces, civilian 


- 
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government employment, agriculture, and two other groups.° 

The forces determining the size of the armed forces and those 
determining the number of civilian government employees in 1950 are 
different in nature from the forces determining the distribution of 
employment elsewhere in the economic system. Similarly, “produc- 
tivity” in government service is not subject to measurement in the 
same way as productivity in most private production. For these rea- 
sons, military and civilian public employment are treated as two 
separate components. 

Agriculture, too, must be taken as a special case. Future output per 
worker in agriculture cannot well be estimated from past trends. In 
certain sectors of American agriculture, manpower is typically under- 
employed. The labor supply may and does change sharply without 
change in output. During depression, farms are a haven for unem- 
ployed workers from nonagricultural areas. During prosperity periods, 
there is a steady drain of labor from farm to nonfarm areas. Series for 
agricultural output per farm worker thus reflect influences quite dis- 
tinct from technological changes. Farm output, therefore, cannot be 
estimated as a function of farm employment and productivity of the 
farm labor force; some other way must be found. 

In considering the number of components into which to break down 
nonagricultural private employment, one encounters a serious dilemma. 
Within limits, the smaller the individual component, the more homo- 
geneous it will be and the more accurately productivity trends may be 
analyzed; but the greater is apt to be the percentage error in estimating 
the future employment in that field. As a compromise, the industries 
for which reasonably accurate direct measures of physical output— 
related to actual counts of units produced—are available were taken 
as one group; other_nonagricultural civilian industries, for which the 
concept of units of output is less clear or for which physical output 
data are not available, as another. 

The first group consists of mining, manufacturing, railway transpor- 
tation, electric power and gas utilities, and construction. It might per- 
haps be referred to as the basic, or mechanical, or industrial group, but 
because none of those terms seems quite appropriate, it will be re- 

The term “productivity” as used here means merely total output per unit of labor. 
The term, strictly speaking, should be applied only to per worker or per manhour output 
of a homogeneous commodity or service, or of a group or goods of unchanging composi- 
tion, since the concept of productivity is a purely physical one. Each of the five com- 
ponents is in effect treated as though its product were homogeneous, and the term “pro- - 
ductivity” will therefore be applied to each. Sometimes by a loose but common usage, it 


will be used with reference to changes in value of output per worker in the system as a 
whole, when the price level remains constant. 
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ferred to hereafter simply as “Industry Group A.” The second group, 
“Industry Group B,” consists of all other nonagricultural private 
industries, namely, wholesale and retail trade, communication, finance, 
personal and professional services, and miscellaneous. For Group A, 
data concerning manhours are also available and the estimate was based 
on the trend in output per manhour; while for Group B the analysis 
was in terms of output per worker. 

The distribution of employment among these five components of 
the economic system influences the level of output and of income, 
since output per worker varies greatly among the five groups. The 
problem of estimating the level of national output at full employment 
in 1950 is complicated not only by this fact, but further by the fact 
that the level of income in turn influences the distribution of employ- 
ment among the five groups. The type of goods and services that con- 
sumers and business enterprises buy depends upon the level of income, 
and this “bill of goods” in turn affects the distribution of employment. 

The analysis is simplified somewhat by the fact that, so long as 
“prosperity” exists and the variation in income is within a moderate 
range, any pronounced effect of the level of income upon the distri- 
bution of employment is limited to the nonagricultural private sector 
of the economy. While prosperity exists, civilian and military public 
employment and “output” at a given date can be estimated without 
reference to the precise level of income. So also can agricultural em- 
ployment. It is then possible, having made a first approximation judg- 
ment of the level of national output and income, (1) to estimate 
roughly the “bill of goods” which individuals. and business enterprises. 
will purchase at that level of income, (2) to translate this into a crude 
estimate of the demand for the products of agriculture and for the 
services of Industry Groups A and B, and (3) to estimate employment 
and output in each group. The output estimates may then be aggre- 
gated into a total gross national product estimate, this total checked 
against the first approximation total with which the procedure began, 
and so by a series of approximations a distribution of employment 
and output and a level of income arrived at which are consistent with 
each other. 

Such a procedure is implicit in the analysis which follows. It should 
be noted, however, that our knowledge both of the “bill of goods” 
which would be demanded at any high level of income, and of the 
distribution among industries of employment and output .which the 
production of any given collection of final products would involve, 
are both so imperfect that the checking of the consistency with each 
other of a given level of income, a given “bill of goods,” and a given 
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distribution of employment and output among industries is a very 
rude and unprecise procedure, Several government departments and 
several private research organizations, prominent among them the 
National Planning Association, are now attempting to improve our 
knowledge of the relationships involved.* The present study must be 
regarded as only a rough first approximation—though the writers be- 
lieve it to be a considerable advance over global or over-all analyses. 

In the sections which follow, the size of the labor force in 1950 is 
first estimated. Labor productivity in each nonagricultural component 
is next calculated. Output in each component is then estimated, and 
the results summated to yield an estimate of total gross national 
product. 

The 1950 Nonagricultural Labor Force 


Estimating the 1950 nonagricultural labor force required a calcu- 
lation of the 1950 population from which the labor force will be drawn, 
and of its age and sex composition. 

The basis of the population forecast was the population data and sur- 
vival tables of the United States published by the Bureau of the Census. 
The population data give the age, sex, and white-nonwhite distribu- 
tion of the 1940 population for urban areas over 100,000 population, 
urban areas of 100,000 population or less, rural nonfarm areas, and 
rural farm areas. The survival tables, based upon 1939 mortality 
statistics, extend to the age group 60-64 and apply to the same break- 
downs as the population data, except that rural areas are treated as 
one rather than as two groups. By applying the appropriate survival 
rates to the four population groups, a first approximation to the 1950 
population from 15 to 74 years of age was obtained. The data were 
appropriately combined to show farm and nonfarm population, by 
age and sex, and estimates for the nonfarm groups aged’ 14 and over 
74 were added. 

These farm and nonfarm population estimates were then adjusted 
for the effect of farm-nonfarm migration. It was estimated that during 
the ten years 1940-1949, six million persons will have migrated from 
farm to nonfarm areas.’ When the survival tables had been applied 
to the assumed age-sex-rate distribution of this migration, the appro- 
priate adjustments were made in the estimated 1950 farm and non- 

*The Leontief “input-output” chart is a contribution toward improving our knowledge 
of these relationships. 


5 Not including migrants born during the decade. This is a net migration from farm 
to nonfarm areas slightly smaller in proportion to the 1940 farm population than migra- 
tion during 1915-24 was to the 1915 farm population. For detailed explanation of this 
estimate, see the unpublished mimeographed Appendix available from either of the 
authors. 
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farm population.’ The final estimate of the 1950 farm and nonfarm 
population, by age and sex, is shown in Appendix Table IX. 
Estimating the labor-force fraction of the 1950 nonfarm population 
involves first a judgment as to secular trends and, second, modification 
of the estimate derived from secular trends to allow for the effects of 
the war and of prosperity. 
_ Four major trends affect the percentage of the nonfarm population 
in the nonagricultural labor force. The percentage of nonfarm men 
aged 25-64 who are in the nonagricultural labor force has remained 
fairly constant, but the percentages of youths and of the aged have 
. been declining and that of women rising. Past percentages and estimated 
percentages in 1950, by age-sex groups, are presented in Appendix 
Table X. The estimate of the nonagricultural labor force derived by 
applying these percentages to the appropriate age-sex groups of the 
nonfarm population is 15,307,000 females and 35,202,000 males, or a 
total of approximately 50,500,000 persons. It must be noted, however, 
that since the population and labor force data used in deriving this 
estimate are from the decennial Census of Population and refer uni- 
formly to the last week in March, the figure of 50,500,000 is an esti- 
mate, not of the average size of the nonagricultural labor force during 
the entire year, but of its size during that week. Because of a secular 
rise in the size of the nonagricultural labor force during the year, and 
a seasonal upswing during the summer months, the average size for a 
typical year is appreciably above that for the last week in March. 
Only a rough estimate of the difference is possible. The authors esti- 
mate that it is 500,000 or more. The estimate of the average non- 
agricultural labor force during the year 1950 is therefore 51,000,000. 
A companion estimate of the agricultural labor force in 1950, but 
without adjustment for the difference between the March and annual 
average levels, is 8.5 million.’ These estimates then had to be adjusted- 
to allow for cyclical effects and for the effect of the war. War-caused 
deaths plus permanent disabilities were assumed to be .5 million, of 
which .4 million would fall upon the nonfarm labor force. 


It was assumed that nonwhite migration will total 750,000, and that migrants will be 
distributed by age and sex, relative to the age-sex composition of the 1940 farm popula- 
tion, as 1920-29 migrants were distributed relative to the age-sex composition of the 1920 
farm population. For further details of this rather elaborate computation, see the un- 
published Appendix referred to in the preceding note. 


"Since the size of the agricultural labor force in 1950 is not critical to our estimates, it 
was calculated simply by assuming the same ratio of the agricultural labor force of each 
sex to the farm population of that sex as in 1940. The ratios were derived from Census 
data, and the estimate presented is comparable with Census rather than Bureau of Agri- 
cultural Economics estimates of the agricultural labor force. It should be noted that 
because the agricultural figure has not been adjusted to the annual average basis, the 
agricultural and nonagricultural figures are not comparable. 
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The post-war labor force will be augmented by the presence in it of. 
some persons drawn into the labor force by the war who would not - 
normally have become members. Between April, 1940, and April, 
1944, the number of women in the labor force increased by more. than 
4 million.* The “normal” increase during the period would have been 
only a third as great.? Not all of the supernormal 2.8 million women 
entrants into the labor force will remain in the labor force after the 
war, or will be drawn in by a peacetime labor shortage. Many of them 
have: been influenced to work at gainful employment in wartime by . 
two motives which will not operate to that end in peacetime—patrio- 
tism, and the mobilization of the male breadwinner. To the extent of 
deaths and permanent disabilities in the armed forces, male breadwin- 
ners will of course be absent after the war. Again, a circumstance 
which now inhibits many women from joining the labor force will not 
operate in peacetime: rationing and the scarcity of some types of- 
consumers’ goods both reduce the utility of added money income at 
present and increase the utility of time in which to shop. With this 
circumstance nonexistent, a number of women may respond to peace- 
time opportunities for gainful employment who have not responded 
in wartime. Wartime employment experience will make it easier for 
women who are attracted by peacetime employment opportunities to 
secure employment. l 
© Peacetime prosperity will also bring many “retired” older men 
.back into the labor force. In the older age groups there is a marked 
tendency for men to “retire” who would actually remain at gainful 
employment if there were a demand for their services. Retirement is 
often really disguised unemployment. Between early 1942 and early 
1943 the number of men above 55 years of age in the labor force 
increased by 700,000.*° Between April, 1941, and the same month of . 
1943, the increase in this age group was probably at least one million. 
Not all of these workers would be acceptable to employers except dur- 
ing periods of hyperprosperity, but many of them would be employed, 
plus many youths and women who at other times are not in the labor 
force. 

One million seems a conservatively low estimate of the number of 
persons, not indicated by the extrapolation of secular trends in the © 
labor force, who will be found in the nonagricultural labor force in 

8 The Bureau of the Census Monthly Report on the Labor Force for June 13, 1944, 
shows an increase during this period in the numbers of women in the civilian labor force 
of 4,090,000. . 


* Bureau of the Census release Series P-44, No. 12, estimates the Moria increase from 
March, 1940, to March, 1944, at 1,348,000. 


Bureau of the Census, The Labor Force Bulletin, June 17, 1943. 


è * 
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1950 if prosperity cxists. The resulting estimate of the 1950 non- 
agricultural labor force presented here is therefore 51 million as 
extrapolated from the trends, minus .4 million for war casualties, plus 
1.0 million for additions due to the tendency for some wartime entrants 
to remain in the labor force, and to prosperity; or a net total of 51.6 
million. 

Not all of these 51.6 million workers will be employed at any given 
time. It has commonly been estimated that in the past an irreducible 
minimum of one million workers has been unemployed at any given 
time because of unemployment while changing jobs, voluntary idleness, 
strikes, and the like. In April, 1944, unemployment fell below .8 mil- 


TABLE IJ.——Estimmatep LABOR Force AND Its Urirrzation, 1950 
(in millions) 


Components of Labor Force : Agricultural Nonagricultural 

“Normal” labor force 8.5 51.0 
War casualties and permanent disabilities — 1 — 4 
Drawn into labor force by war and by prosperity — _+1.0 
Labor force 8.4 51.6 
Unemployment 2 1.8 
Armed forces 4 1.6 
Civilian employment. 7.8 48.2 

Public _— 4.6 

Private 7.8 42.6 


lion. Under peacetime conditions such a low figure cannot be ex- 
pected, although wartime training may have reduced the future num- 
ber of chronic unemployed. It is estimated here that unemployment will 
remain at 2.0 million even during “full employment” in 1950.” Of 
these, 0.2 million will be in agriculture. The number of nonagricultural 
employed will then be 49.8 million. 

It is estimated that the size of the armed forces in 1950 will be 2.0 
million, and that civilian public employment, which in 1941 reached 
an all-time peacetime peak of 4.3 million, will in 1950 be 4.6 million. 
Table II presents these estimates. 


Productivity of the Nonagricultural Labor Force in 1950 


For each component other than agriculture, productivity of labor 
was estimated for 1950. That of Industry Group A was treated in 


= Bureau of the Census, Monthly Report of the Labor Force, June 13, 1944. 


“This sort of figure has often been called “frictional unemployment,” but it almost 
certainly includes many others in addition to the frictionally unemployed. 
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terms of output per manhour; of other components, in output per 
worker, 

Output per worker in public service, both civilian and military, can- 
not be measured except conventionally. For the base year, 1939, it 
may reasonably be taken as equal to its cost—.e., to the average 
salary-wage. 

The average pay, subsistence, and allowance per man in the armed 
forces in 1939 was $1,224. The skeleton army in 1939 was dispro- 
portionately staffed with commissioned officers. This may be some- 
what less true in 1950. Because the army will be more mechanized in 
1950 than in 1939 the proportion of specialists, who receive extra pay, 
will be higher. Weighing these counteracting effects, at 1939 rates of 
pay the average pay in 1950 will probably be approximately that of 
1939. Presumably productivity per person in 1950 will be greater 
than in 1939 because the armed forces will work with greatly improved 
equipment. Current rates of pay will also be much higher than in 
1939. It is reasonable to argue that income produced by the armed 
forces in 1950, measured in 1939 dollars, ought to be computed at a 
significantly higher value per man than that for 1939. However, in 
view of the lack of any yardstick by which to judge the appropriate 
increase, and in view of the conventionality of this measurement, it 
was decided to assume that productivity per person in the armed 
forces will be the same in 1950 as in 1939.” 

For civilian public service, arguments exist for assuming an increase 
in productivity which are somewhat similar to those which apply to 
the armed forces. For example, output of office workers rises steadily 
simply because of the continuous improvement of tabulating, com- 
puting, and recording machines. Educational requirements for teachers, 
policemen, and certain other public employees rise steadily; presum- 
ably the productivity of these workers is increasing also." Here too, 
however, no yardstick exists by which to measure the increase. Output 
per civilian public worker in 1950 is therefore treated as identical 
with that of 1939, namely, $1,435 per worker.” 


€ In 1939, the U. S. Department of Commerce measured output per man in the armed 
forces as equal to the pay, allowances, and subsistence per man. Since that time, the 
illogical but less confusing procedure has been adopted of excluding subsistence from the 
calculation. If the figure for 1939 and that for 1950 were adjusted accordingly, each 
would be appreciably reduced. 

“ Much of the increase in the productivity of civilian public employees (as is also the 
case with the armed forces) results in an improvement in quality, rather than in an 
increase in quantity of output. Improvements in quality are of course not recorded in 
measures of productivity in private production. 

* This figure is derived from unpublished U. S. Department of Commerce data. 
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TABLE ITT.—Innex or OUTPUT PER M ANHOUR, INDUSTRY Group A, UNTIED STATES, 
1923-1940 (1923-1925 = 100) 











(3) 
a) (2) 

ane Output Manhours eo 
1923 100 106 i 94 
1924 95 96 99 
1925 105 99 106 
1926 112 103 109 
1927 113 100 113 
1928 117 99 118 
1929 127 104 122 
1930 109 88 124 
1931 91 14 123 
1932 68 . 55 124 
1933 75 56 134: 
1934 83 59 141 
1935 95 66 144 
1936 114 76 150 
1937 121 79 153 
1938 104 . 65 160 
1939 117 13 160 
1940 135 81 167 


Source: Col. 1—Indexes for separate industries from Appendix Table LX, converted to a 
1939 base, combined with gross output in 1939 (from Appendix Table X) as 
weights, and reconverted to a 1923-1925 base. 

Col, 2——Index derived from man-hours data from Table XIL (unpublished) Ap- 
pendix, 
Col, 3—Col, 1+Col. 2, X100. 


As a first step in estimating output per manhour in Group A in 
1950, an index of physical output, 1923-40, was prepared for each of 
the five industries in the group.** These indexes were combined into an 
index for the group by weighting each, converted to a 1939 base, by 
the “gross value added” of the industry in 1939. “Gross value added” 
as used here is so defined that the total gross value added for all in- 
dustries equals gross national product.*’ This index of output was then 

1 These indexes, together with one for the agriculture, are presented, and their deriva- 
tion explained, in Appendix Table IX. The indexes are for gross physical output, rather 
than for the physical equivalent of value added. Nothing better is available, For a dis- 
_cussion of the use of such indexes to measure the trend in the physical equivalent of 
value added, see S. Fabricant, Output of Manufacturing Industries, 1899-1937, chap. 2. 
Downward bias due to integration of industry is believed to be slight, because most inte- 


gration within Industry Group A has been of separate processes already within the 
group and, except for weighting error, does not affect the index for the group as a whole. 


* For explanation of the derivation of “gross value added” for each industry, see Ap- 
pendix Table X. 
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divided by an index of manhours of employment during the period 
1923-40 in Industry Group A. The resulting series express output 
per manhour. This and the two indexes from which it is derived are 
presented in Table II, and the index of productivity in Figure 2. 

_ An exponential line was then fitted to this series for output per 
manhour. Because the data for 1931 and 1932 strongly suggest the 
presence of transitory recession influences in those years, they were 
omitted in calculating the regression line. Linear and exponential trend 
lines gave about equally good fits, 

but it seems more logical to asso- “mis means cea 
ciate the increase in productivity 

_ during any given year with the ʻe 
state of technical progress at the 
beginning of the year, or during 
the preceding year, rather than 
with the state of technical progress 

at some fixed point in the past. '» 
Continuing expansion of research 





in modern enterprise will tend to e i ii om 
cause the absolute increase in pro- Fig. 2—Output per Manhour, Indus- 
ductivity to rise year by year. For try Group A, 1923-1940. 


both of these reasons an exponen- 

tial curve seems a more logical description of the increase of produc- 
tivity over time than a straight-line trend, which assumes that the 
annual increase is absolutely equal rather than relatively equal. The 
indicated annual rate of increase of output per manhour is 3.25 per 
cent.” Projecting the trend to 1950 indicates an increase between 1939 
-and 1950 of 45.6 per cent. 

The change in output per worker in Industry Group B over the 
period 1929-41 was then calculated as indicated in Table IV. Gross 
national product minus income originating in government, for the -pe- 
riod 1923-1941 was deflated to 1939 dollars. An index of output in 
Industry Group A plus agriculture during the same period was then 
converted to 1939 dollars and subtracted from the series for total 
private gross product. The residual series is one for physical output in 
the remainder of the civilian economy, namely, Industry Group B. 
This residual series was divided by one for employment in Industry 
Group B, the division yielding a series for output per worker in that 
group in 1939 dollars. 

‘That series is presented in Figure 3. Output per worker in Group B, 
as indicated by it, follows an erratic course. The indicated reduction 


** The regression equation is: log Y = 1.978 + .01388t, where to = 1922. 


~ r 


p 
5 —_ 
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` TABLE IV.—OUTPUT PER Worker, Inpustry Group B, Unrrep Srares, 1923-1941 








: (in 1939 dollars) 
(Cols. 1, 2, and 3 in Billions of 1939 Dollars) 
SVS E A ; (5) 
(1) (2) (4) Output per 
i Gross National Employment Worker 
Year | Product minus AE 3) Group B Group B 
Group A Output, ppan . 
Income (in Millions) (in 1939 
Originating i plus Group B Dollars) 
nginating | Agriculture i 
Government 
1923 59.6 33.2 26.4 15.4 1714 
1924 61.7 32.1 29.6 15.9 1862 
1925 64.8 34.9 29.9 16.5 1812 
1926 69.1. 37.3 31.8 17.3 1838 
1927 69.3 37.3 32.0 17.9 1788 
1928 71.5: 38.6 32.9 18.2 1808 
1929 76.8 41.2 35.6 19.1 1864 
1930 69.7 36.4 33.3 18.4 1810 
1931 62.1 31.7 30.4 17.2 1767 -> 
1932 ` 51.7 25.1 26.6 15.8 1684 
1933 52.8 26.8 26.0 15.6 1667 
1934 57.8 28.0 29.8 16.5 1806 
1935 63.4 32.0 31.4 16.8 1869 
1936 712.9 37.2 35.7 17.9 1994 
1937 75.6 39.9 35.7 18.9 1889 
1938 69.9 35.3 34.6 18.4 1880 
1939 78.6 39.1 39.5 19.0 2079 
1940 85.8 44.1 41.7 19.8 2106 
1941 101.6 - 55.4 46.2 20.7 2232 


Sources: Col. 1—1923-1928, unpublished Appendix; 1929-1938, Table VI; 1939-1941, 
gross national product, Survey of Current Business, April, 1944, p. 6, minus 
deflated value of income originating in government. 

Col. 2—Indexes of Table IX, times gross product in each industry in 1939, from 
Table X. Results summated, 

Col. 3-—-Col. 1 minus Col. 2. 

Col. 4—U. S. Department of Commerce. Reproduced in unpublished Appendix. 

Col. 5—Col. 3+Col. 4. 


in output per worker during 1930-33, and the smallness of the increase 
over 1929 in 1935-38 (except for 1936) probably correctly reflect the 
tendency for workers to be ineffectively employed in a variety of occu- 
pations in Industry Group B during depressed periods. During the de- 
pression there sprang up a number of small inefficient retail and service 
shops of many kinds, which represented an attempt by the unemployed 
- to secūre some income, even if a very low one. Existing small enter- 
prises handled a reduced volume of business. The large number of 


r 
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self-employed persons in small communities who live by odd jobs, lived 
even less well than before on fewer odd jobs. These cases of what was 
really disguised partial unemployment appear in the statistics as a 
decrease in productivity. Furthermore, since income from odd jobs 
largely eludes the gross national product estimator, available data 
somewhat understate depression levels of income relative to those of 
prosperous years. The depression data may, therefore, be disregarded 
in forecasting output per worker . 

in Group B during a period of 
full employment. 

The erratic behavior of the se- 
ries during 1923-1929 is more puz- 
zling. It may be due to errors in 
the data used, which are less re- 
liable for years before 1929 than 
for later years, and errors in which 
might well be magnified by the 
procedure which had to be used 
in deriving the series. For this F16. 3—Output per Worker, Indus- 
reason, a large subjective element try Group B, 1923-1941. 
is present in interpreting the se- 
ries. Extrapolation of a linear trend line drawn by inspection,’ de- 
pending primarily on the 1925-1929 and 1939-1941 values, indicates 
an output per worker of $2,400 in 1950.” This value of $2,400 is used 
in the calculations which follow. i 





Among the objections which may be raised to the use of the data 
for 1923-41 as a basis for productivity estimates, three may be con- 
sidered in concluding this section. 

If it is argued that a longer period should be used as a basis for 
forecast the answer is a dual one: that for earlier periods even less 
reliable data are available, and that it is by no means certain that 
earlier trends, if they could be ascertained, are applicable. 

It may be argued that data for the 1923-41 levels of output are not 
representative of what will be true at the much higher level of output 
which will obtain if we have full employment in 1950. However, there 
is no reason to assume that “production functions” at the 1950 level 
of output will be unlike those suggested by the 1923-41 trend. Wartime 
construction and the rate of investment which must obtain after the 

In view of the unsatisfactory nature of the data, fitting a logarithmic trend line is an 
unjustified refinement. : 


2 Extrapolation of a straight line drawn through the 1923 and 1941 values yields a 
value of $2,428 for 1950. 
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war if we are to reach and maintain full employment together insure 
that there need be no shortages of capital equipment in 1950. By 
1950, on our assumptions, full employment will have existed for a 
long enough period to permit adjustment of production methods to an 
efficient pattern. Further, though the facts cannot be argued here, 
there seems no reason to fear any limiting scarcity of raw materials in 
1950, whatever may be feared for some later date. Thus there is no 
basis for assuming any sharp change of quantitative relationships be- 
tween the factors of production which would invalidate the extrapola- 
tion of past trends for these few years into the future. Similarly, there 
is no reason to assume any sharp change in the past trend in average 
plant size. On the whole, the extension of labor output data for 1923-41 
to full employment in 1950 seems to the writers to involve no serious 
error on account of considerations of factor proportions or of scale. 

More important are the objections that the war is (1) so accelerating 
or (2) so retarding the rate of technical progress that estimates of 
advance in output per unit of labor based upon pre-war trends will 
not be applicable to the post-war world. The former conviction is pre- 
sumably based upon two types of evidence: (1) the frequent mention 
in current news and advertisements of great advances in techniques 
and in productivity in the production of war goods; and (2) the very 
impressive increase in the gross national product since 1941. Reasons 
for somewhat discounting the latter as evidence of post-war output 
have been presented in the introduction to this paper. 

Current publicity concerning technical advance may over-impress us. . 
Some of the great recent advances have served merely to bring levels 
of performance in new types of production up to established standards 
in peacetime manufacturing. Others have been really new develop- 
ments. Productivity in manufacturing and related fields was increasing 
rapidly before the war, as data presented in this study indicate; and 
rates of advance that are highlighted now may be no greater. 

The war is no doubt affecting long-run productivity trends by moti- 
vating the search for new methods and by jarring producers out of old 
ruts. On the other hand, research in some fields is at a standstill, be- 
cause of concentration upon the range of problems which are related 
to war products and war problems. On balance, it is felt that extra- 
polation of pre-war trends in output per worker or per manhour is the 
best single choice. 


Gross National Product at Full Employment in 1950 


With estimates arrived at for the total labor force and for produc- 
tivity in 1950 in each of the four nonagricultural sectors, the final step 
of estimating total output in each sector remained. The size of the 
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armed forces has been estimated at 2.0 million, and output per mem- 
ber in 1939 prices at $1,224. Total output of this group will be 2.4 
billion dollars. Civilian employment in government has been estimated 
at 4.6 million, and output per worker at $1,435 in 1939 prices. Total 
output of civilian public employees will then be 6.6 billion dollars. In 
addition to these values produced by public employees, it is customary 
in American usage to treat all interest on public debt as part of the 
gross national product.” Federal interest liability in 1950 may be 
estimated at 5.5 billion dollars, and that of state and local units of 
government at .6 billion. The total value of public output will then 
be 14.1 billion dollars. 

Estimating agricultural output in 1950 from past trends in agri- 
cultural production is dangerous, since the pre-war downward trend 
in agricultural exports is in part a cyclical rather than secular develop- 
ment and since measures restricting production under the Agricultural 
Adjustment program introduce a downward slope to the trend line 
which should not be projected. 

Demand for farm products seems a better starting point for esti- 
mating future agricultural output. In using past data it is, however, 
difficult to segregate with any degree of precision the effects upon 
demand of change in disposable income and of a secular change in food 
consumption habits. Budget studies indicate that consumption of farm 
products is significantly higher at higher incomes. There seems little 
doubt that the per-capita consumption of agricultural products, at the 
levels of income which full employment in 1950 would bring, would be 
well above that of 1939, since the rise in income would be great enough 
to cause significantly increased purchases of food and clothing, even 
though the prices of farm products are much higher relative to other 
prices than they were in 1939. Even with farm prices up, civilian per- 
capita consumption of these products in physical terms was some 10 
per cent higher in 1941 and 1942 than it was in 1939.” It was therefore 
simply assumed as a rough approximation that per-capita consumption 
of agricultural products at full employment in 1950 will be 10 per cent 
higher than in 1939, and that agricultural production will be cor- 
respondingly increased.” While this is a rough-and-ready method of 

71 While it seems more appropriate to treat federal interest payments as transfer pay- 
ments, customary usage is followed here so that the estimates presented will be com- 
parable with current gross national product data. 

2 This was true even though consumption of some farm products was restricted during 
part of 1942. On the other hand, some wartime civilian jobs involve more vigorous 
physical activity than is involved in peacetime occupations, so that per capita food con- 
sumption may have been unusually high in 1942 for this reason. 

2 This estimate involves the implicit assumption that exports of agricultural commodi- 
ties in 1950 will bear the same relationship to exports in 1939, as that between domestic 
consumption during the two years—an increase of 20 per cent. 
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estimate, it is felt that it gives a result which is probably correct within, 
say, 10 per cent. 

The gross value of farm output in 1939 was 7.0 billion dollars, It is 
estimated by the present writers that the population will increase from 
the 1939 figure of 130.9 million to 143.5 million in 1950.% If agri- 
cultural production increases so as to furnish 10 per cent more products 
per capita, the gross value of 1950 farm output, in 1939 prices, will be 
8.4 billion dollars. The employment in agriculture in 1950, which is 
7.8 million, is sufficiently large so that it is believed entirely consistent 
with this estimated level of output. 

It should be noted that this is an estimate, not of the current value 
of 1950 farm output, but merely of the physical volume of 1950 output 
relative to that of 1939. The current value of this output may be far 
above 8.4 billion dollars, both because the price level will probably be 
above that of 1939 and because demand of the level indicated may raise 
farm prices relative to other prices. The same cautions apply to the 
estimates presented below for other sectors of the economy. The rela- 
tionships here set forth between the output estimates for the five 
sectors of the economic system are not forecasts of the relative value in 
1950. of their productive efforts. The terms of trade between the sec- 
tors may differ considerably from those which existed in 1939. It 
seems probable to the writers that they will have altered in favor of 
agriculture and in favor of S Group B as compared to Industry 
Group A. 

Having estimated the output of Jana and of agriculture, it 
remained to calculate the output in nonagricultural civilian production. 
The prospective increase in productivity for Industry Group B was in 
terms of output per worker. The problem of reduction in hours of work 
was thus passed over, largely because adequate data concerning the 
trend of hours of work in Group B are not available. It was implicitly 
assumed that hours of work, which certainly declined from 1923 to 
1941, will continue to decline between 1941 and 1950. 

In Industry Group A, on the other hand, the estimate is in terms of 
output per manhour. An explicit estimate of hours of work per year 
in 1950 is therefore necessary to an estimate of output per worker. 
The American industrial work-week, for industries in which data are 
available, has steadily shortened. It may be assumed that this secular 
trend will continue. The sharp shortening of hours during the depres- 
sion, however, should not be taken as indicating a secular trend. It 
was to a great extent a “share-the-work” device. It is assumed here 
that the standard work-week at full E in 1950 will be 40 


^“ Allowing for war deaths. 
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hours. This, however, is the standard, not the actual, work-week. Ill- 
ness, accidents, and other influences cause considerable loss of time, 
estimated in a number of studies at 2 per cent to 5 per cent, which at 
full employment will be offset in part by overtime work. It is estimated 
here that on balance the actual work-week will be 3 per cent below 
the standard one. Further deduction must be made for holidays, which 
in a typical year have caused a loss of 21⁄4 per cent in working time.” 
The actual average number of hours per year worked in Group A in 
1950 is therefore estimated at 52 X 40 X .97 X .975, or 1,967. In 
1939 the value of gross output per manhour in Group A was $1.27. 
The estimated increase to 1950 in gross output per manhour is 46 per 


TABLE V.—Ervrectr or DISTRIBUTION or 1950 NoNAGRICULTURAL EMPLOYMENT 
UPON Gross NATIONAL PRODUCT 


Percent Gross Product in Billions of 1939 Dollars 
in 

Group A Group A Agriculture | Government Total 
40 63.4 f 8.4 $5.1 149.7 
45 71.4 i 8.4 15.1 > 152.5 


50 19.3 i 8.4 15.1 155.1 





cent. Gross output per manhour in 1950 will therefore have a value at 
1939 prices of $1.85. In a year of 1,967 working hours, gross output 
per man will be valued in 1939 prices at $3,639. That in Group B has 
been estimated above at $2,400. 

The number of persons at work at nonagricultural private employ- 
ment will be 43.6 million. The volume of their output will depend upon 
their distribution between Industry Groups A and B. The tabulation 
below indicates how 1950 output in the two groups and therefore total 
gross national product will vary with variation in the distribution of 
employment between these groups. 

Past data offer no conclusive indication of what the distribution of 
employment and output at full employment in 1950 may be expected 
to be. Figure 4 shows the movement, with respect to income per capita, 
of the distribution of employment between Groups A and B during 
the years 1923-1941.” During 1923 to 1928, with rising per capita 


* This figure assumes 8 holidays, of which one falls on Sunday and one on Saturday. 

*¢ This figure includes time spent on vacation with pay, as does the corresponding figure 
for 1939, 

7 Census data might be expected to furnish evidence over a much longer period, but 
problems of preserving a parallel classification from census to census make it extremely 
difficult to secure a classification corresponding to Groups A and B for successive census 
enumerations. The percentage in Group A plus certain additional minor sub-groups, to 


> 
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income, the percentage of nonagricultural private employed workers 
in Group A fell from 50.1 to 45.0, with a curious upturn in 1929 to 
45.3. Depression brought a swing to Group B, and recovery a swing 
back to Group A. It seems appropriate, in estimating the distribution 
of employment at full employment in 1950, to ignore the depression 
data, and to interpret the evidence of 1941 with caution. The down- 
swing of the percentage of employment in Group A during the 1930’s 
was probably due mainly to depression influences discussed earlier in 
this paper; and the sharp upswing in 1941 to the fact that war orders 
caused employment to increase rapidly in the heavy goods industries, 
while insufficient time had elapsed for respending of the income created 
in those industries to exert its full 
ween Soeur menuan effect in creating employment else- 
where. : 
Conflicting influences probably 
affect the secular trend of the dis-, 
tribution of nonagricultural pri- 
vate employment during prosper- 
ous years. As per capita income 
has risen over time, an increasing 
proportion of consumer expendi- 
00 sara tower orn cunt’ ene aor #0 tures has gone for the services 


Fic. 4—Relationship between Gross furnished by Group B—for more 

National Product per Capita and Dis- luxurious retail services, more 

tribution of Nonagricultural Private amusement, more personal and 

Employment, 1923-1941. professional services, etc. At the 

j same time productivity in Group 

A is increasing faster than that in Group B, so that a decreasing per- 

centage of workers in Group A is needed to produce a given fraction 

of total output in the two groups. For both reasons, Group B’s share 
of nonagricultural private employment increases. 

But as total income rises, savings also increase, and at a faster rate 
than income. Offsets to savings in sufficient volume to form a larger 
proportion of increased total national income must appear, or the. 
higher income will not materialize. Except for the emergency activity 
of government in depression, offsets to savings are primarily investment 
activity which creates employment in Group A. Here then is a strong 
influence tending to increase Group A’s share of nonagricultural private 
employment as income rises. At low levels of national income, the 











total nonagricultural employment (including government) declined from 51.4 in 1910 to 
44.9 in 1920, to 42.5 in 1940. (Parallel classification for 1920 has not been found pos- ` 
sible.) 
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tendency of consumer expenditure to swing toward the services of 
Group B dominates as income rises. But as income increases, the rôle 
of savings and of investment becomes continually more important, and 
employment in Group A is more and more strongly supported. 

On the assumption that if full employment exists in 1950, it will be 
high-investment employment—whether by public or private investment 
—or will be associated with large expenditures for consumers’ durable 
goods, it is estimated that employment in Group A will be 45 per cent 
of total nonagricultural private employment. On that assumption, the 
gross national product, expressed in 1939 prices, is estimated at 
between 150 and 155 billion dollars.” 

If 1944 prices of goods produced for civilian use are on the average 
30 per cent higher than those of 1939,” and if 1950 prices are at the 
same level as those of 1944, this will be a gross national product valued 
in 1950 prices at over 195 billion dollars—greater than gross national 
product in 1943, and roughly the same as the level of gross national 
product, seasonally adjusted, in the first quarter of 1944." 


Conclusion: The Significance of the Findings 


It should be noted clearly that this analysis does not furnish evi- 
dence that the United States will in fact experience full employment in 
1950. It merely indicates what level of output will be associated with 
full employment if by reason of forces not analyzed here that level of 
employment is experienced. It should be noted too that full employ- 
ment is defined here in a minimum sense. It is assumed here that at 
“full employment” two million persons will be unemployed. At full 
employment more strictly defined, unemployment would fall to a lower 
figure. It is assumed also that full employment will mean the employ- 
ment of only one million workers not in the “normal” labor force, as 
measured by projection of pre-war labor force trends. Experience dur- 
ing the war has demonstrated that several times that number of women 
and of individuals in upper age groups (not to mention youths, who in 


* The national income in 1939 prices corresponding to this level of gross national 
product will depend upon the magnitude of charges to depreciation, depletion and similar 
business reserves, and upon the magnitude of business taxes. It may be estimated at in 
the neighborhood of 125 billion dollars. 


This is of course not the deflator applicable to 1944 gross national product, since that 
gross national product includes a very large volume of war output. The figure of 30 
per cent is a very rough deflator arrived at by considering the B. L. S. cost-of-living 
index, the Mitchell committee report to the Chairman of the President’s Committee on 
the Cost of Living, the B. A. E. index of prices paid by farmers for commodities used for 
family maintenance, and indexes of construction costs. 


2 In terms of this price level, national income may be estimated at in the neighborhood 
of 165 billion dollars. 
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peacetime may choose to continue their education) not recorded as in 
the labor force will gladly work if there is demand for their services. 
Tf the demand situation should be such as to call them forth, a con- 
siderable number in addition to the one million estimated here could 
be employed, at prices which would make their employment economic, 
and with an increase in their well-being. The gross national product 
would then be increased by several billion dollars. 

The fact that the full employment level of output, even in the mini- 
mum definition used here, will reach so high a figure in the immediate 
post-war period has significance which it is difficult to overestimate. It 
means, in the first place, that the productive capacity of the United 
States will be adequate to furnish average levels of living, and mini- ‘ 
mum levels of living, far beyond pre-war expectations. In real terms, 
per capita gross national product at full employment in 1950 will be 
not merely greater than in 1929; it will be more than 50 per cent 
greater.” 

It means, too, that we must have a national output far greater than 
we have ever attained in peacetime to employ our full labor force full 
time. In 1950, not unless the 1941 gross national product (the pre- 
war high) is exceeded by 35 per cent will full- time employment exist 
for all who wish to work. 

During the latter 1930’s, while employment statisticians recorded 
the fact that millions of men were still involuntarily idle, business men 
observing financial and production series objected that unemployment 
was a myth, because business indexes indicated that economic activity 
was at or near all-time highs. It is easy to see now that both the un- 
employment index and the production index were correct, and that the 
same paradox of record production with large-scale unemployment may 
reappear in an aggravated form in the post-war years. Because of the 
rising secular trend in output per worker, and the increase in the labor 
force, we may experience unprecedented peacetime levels of output and 
of business profits while, say, ten million persons are unemployed. 

Maintaining a high level of employment in the post-war world will 
be a necessary condition for the survival of democracy. High level 
employment is not a gift of the gods nor the product of automatic 
market forces; maintaining it may be a difficult task. For as income 
rises, savings increase; and the problem of offsetting them becomes 
magnified, Some students feel that the backlog of savings accumulated 

* Part of this increase in recorded gross national product per capita is due to the fact 
that women will have shifted from homes, where their output is not included in the total, 
to gainful employment, where their output is included. Even with adjustment for this 


change, however, per capita gross national product in 1950 will be approximately 50 per 
cent greater than in 1929, 
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during the war will so raise the propensity to consume that previous 
relationships between savings and income will be sharply altered. If 
so, the post-war employment problem may be solved automatically. 
This prediction may be a sound forecast, or it may be wishful think- 
ing. There is no clear evidence from previous history that accumulated 
savings have permanently sharply altered the consumption function. 
If this fortuitous good fortune does not befall us, then extremely wise 
social engineering, aimed at raising materially either the propensity to 
consume or the incentive to invest or both will be necessary to main- 
tain high levels of employment. 


APPENDIX 


Basic data underlying the text tables and charts are presented in the 
pages which follow. 

Gross National Product, 1929-38. Table VI presents data from the United 
States Department of Commerce for gross national product in current dol- 
lars from 1929 to 1938, together with the same data as deflated to 1939 
dollars by the present writers. Gross national product data for 1923-41 are 
referred to in the text. Those for 1923-28 are estimates by Mary Painter. 
Using Mr. Kuznets’s series as a basis, she shifted it to the Department of 
Commerce concept by adding or substituting appropriate components. In 
addition, she substituted Chawner’s estimate of new construction for that 
of Mr. Kuznets. Finally, she used the gross national product series so derived 
to extrapolate the Commerce gross national product totals back from 
1929. Her data were deflated by the writers. Data for 1939-41, both in 
current and in deflated dollars, are Department of Commerre data, pre- 
sented in the Survey of Current Business for March, 1943. 

Population and nonagricultural labor force in 1950. Table VII presents 
the estimated 1950 farm and nonfarm population, by age-sex groups. De- 
tailed explanation of the derivation of this table is presented in an unpub- 
lished mimeographed Appendix available from either of the authors. 

Table VIII indicates past and estimated 1950 percentage relationships 
between the nonagricultural labor force and the nonfarm population, by 
age-sex groups. For males 25-64, the 1940 percentages of the nonfarm 
population who are in the nonagricultural labor force were rounded to derive 
estimated percentages for 1950. For males below 25, the 1930-40 trend in the 
percentage of each 5-year age group in the labor force was projected to 1950. 
For females, the trend from 1920 through 1940 in each age group was 
projected. For both males and females, the percentages derived for the 
age group 20-24 seemed high because of anticipated greater participation 
in education above the high school level. The percentages were accordingly 
reduced. 

It is believed that the sharp reduction in the number of the aged in the 
‘labor force between 1930 and 1940 has a dual cause—the tendency to dis- 
charge older employees first in depression, and the decreased resistance of the 
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Tapie VII.—AGE AnD SEX COMPOSITION OF 1950 POPULATION, UNITED STATES, FARM AND 
(in thousands) 


Age Groups 

Location 

Total 

14 | 15-19 | 20-24 | 25-29 | 30-34 | 35-39 | 40-44 | 45-49 | 50 

15-74 
Farm 
Male 9,863 1,420 | 1,152 | 986| 910] 897| 814] 772) | 
Female | 8,534 1,226 | 952] 893] 8307] 829] 752) 713] | 
Nonfarm 
Male 41,604 | 790 | 3,915 | 4,670 | 5,028 | 4,609 | 4,347 | 4,002 | 3,644 | 3,: 
Female 43,644 | 800 | 3,984 | 4,751 | 5,118 | 4,940 | 4,642 | 4,216 | 3,825 | 3,: 
Total 
Farm 18,397 2,646 | 2,104 | 1,879 | 1,717 | 1,726 | 1,566 | 1,485 | 1,. 
Nonfarm | 85,248 | 7,899 | 9,421 110,146 | 9,549 | 8,989 | 8,218 | 7,469 | 6, 


Source: See text. 
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aged to retirement in recent years because of the possibility of securing old-age 
pensions. It is believed also that the 1940 percentages are minimum per- 
centages for any period in the near future, even for a moderately depressed 
period. The 1940 percentages were therefore used for age groups above 64 
years of age in the first approximation estimate for 1950. 

Productivity in Industry Groups A and B. The basic data from which were 
derived estimates of labor productivity trends in Industry Groups A and B 


TABLE VIIL.—NONAGRICULTURAL WORKERS AS A PERCENT OF NONFARM POPULATION, 
| BY AGE AND SEX, 1920, 1930, 1940, AND First APPROXIMATION, 19508 


Male Female 
Age MPE te eae ae ie cite ham ee Seaton EO he EE ee 
Interval | 19200 | 1930 | 1940 | 1950 | 1920 | 1930 | 1940 | 1950 
14-19 35.1 | 31.6 | 29.0 | 33.4 | 27.7 | 23.6 | 21.0 
20-24 89.7 | 91.2 | 87.0 | 47.3 | 50.3 | 54.8 | 56.0 
25-34 96.4 | 98.2 | 98.0 | 29.1 | 31.9 | 39.1 | 45.0 
35-44 95.8 | 97.3 | 97.0.| 22.5 | 25.8 | 32.2 | 38.0 
45-54 92.9 | 93.3 | 93.0 | 20.6 | 23.0 | 26.5 | 31.0 
55-64 82.7 | 82.3 | 82.5 | 15.8 | 17.2 | 19.5 | 22.0 
65-74 54.6 | 43.9 | 44.0 | 7.3 | 9.4 | 83 | 8.0 
"5-over 19.8 | 12.9 | 13.0 | 7.0 | 3.1 22 |. 2.0 


® Percentages for 1930 and 1940 are derived from Census data for population and for the 
“adjusted labor force.” For the latter, see Census release P-44, No. 6. Public emergency work- 


ers and new workers in 1940 were distributed between the agricultural and nonagricultural : 


labor force by the authors, as was the Bureau of the Census adjustment (loc. cit.) in moving 
from “gainful workers” to “labor force” in 1930. For females for 1920, unadjusted percentages 
were adjusted in the same ratio as were the percentages for 1930. Concerning the percentages 
for 1950, see the text. 

b No data available. 


are presented'in Tables IX through XIII, of which Tables IX and X are pre- 
sented here. 

Table IX presents series for output in industries of Group A (and in agricul- 
ture). As far as possible existing series were used. Methodological and statis- 
tical problems in connection with the separate indexes of output for manufac- 
turing, mining, steam railroads, electric power, and agriculture, have been 
dealt with by the original computors of the indexes. It is necessary only to 
make a brief comment on the computation of output for electric power and for 
construction. Bell divided the total kilowatt-hour production into four parts 
according to user: industrial, commercial, domestic, and other users, weighting 
each series by the revenue per kilowatt-hour on the assumption that the dif- 
ference in revenue represented a difference in cost of distribution.®? This 
method of computing output produces a series which rises much more rapidly 
over time than the simple total kilowatt-hours sold series which is sometimes 
used. 

Statistical estimates concerning the construction industry are very un- 
reliable compared to those for the other industries in Group A. Kuznets and 


“ Spurgeon Bell, Productivity, Wages, and National Income (Washington, 1940), p. 188. 
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his OE NA siimat: that tlie margin of error in their- umis of income. 
originating in construction may be as high as 30 per cent.3% Kongi no 


3 


TABLE [X.~~INDEX NUMBERS OF OUTPUT IN GROUP A AND AORIGULTURE; 
UNITED STATES, 1923-41 l jia 


(1923-25 = 100) 


(1) (a) O |. @ O | 6) 


Year Manufac- Min; Construc- Steam Electric ‘Reena 
turing ming tion Railroads Power , See? eC 
1923 100 107 87 103 89 97 <, 
1924 95 96 93 96 100 _ 101 as 
1925 406 97 120 101 111 102 =- 
1926 112 . 109 136 107 123 - 108 ` 
- 1927 113 99 157 ` 104 136 ‘104 
1928 118 98 172 103 ` 149 108 
1929 129 105 190 106 168 | 106. 
1930 -111 89 155 9i 7 174 107 
— 1931 93 69 131 73 172 111 ` 
1932 70 52 76 56 158 106 
1933 81 58 61 58 159 103 
1934, 90 63 68 - 63 171 88 
1935 107 68 80 66 187 | 98 
1936 126 83 110 80 215 ` 99 
1937 134 89 102 SS ous 240 113- 
1938 114 68 117 69 241 112 
1939 128 80 125 78 267 117 
1940 147 92 161 87 296 - 120 


1941 196 102 224 110 336 123-0 a 


Sources: Col. 1—1923-37, Fabricant; 1938-41, Federal Reserve index after latest revision 
linked to Fabricant by equation Vad. 97-£.977X. . 

Col. 2—1923-41 Federal Reserve index of output in coal and metal mining. 

Col. 3—For 1925-1941, Engineering News Record, Feb, 24, 1944 (annual review 
number), p. 112. Extrapolated through 1923 by E, N. R. series for dollar value 
of construction, deflated by E. N. R. construction cost index. 

Col. 4—~1923-38, Bell, ‘p. 273; extended by same method. 

Col. 5—Computed for private plus public systems from same sources and by same 
methods used by Bell, p. 277. 

Col. 6—Barger and Landsberg, American Agriculture, 1899-1939; Sees y 
use of B. A. E. index. 


estimate of the percentage error in the Engineering News Record index of 
physical output have been made available, it is likely that this index may also 
contain a large percentage of error. 

Table X presents the breakdown of gross national product by industrial’ 
components. This breakdown was used in weighting the separate output , serjes 
iri Group A to secure an index of total output in Group A. ; 


3 Simon, Kuznets, National Income and Its Composition, Vol. II Sey York, Nat. Bur. 
TOR Research, 1941), p. 509. , 
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In estimating the breakdown of gross national product, it was necessary to 
make a decision as to how business taxes were best allocated. This allocation 
was made on the basis of the type of tax levied. Taxes levied directly on 
business without regard to volume of sales are allocated to the industry 
paying the taxes. Gross income taxes, excise taxes, and sales taxes are not 
allocated to the industry paying the tax in the first instance. They are in 


TABLE X.—Gross PRODUCT BY CATEGORIES OF INDUSTRY, UNITED STATES, 1939 


(in billions of dollars) 
D |. @) (3) (4) (5) 6 
Industry Income | Deprecia- | Other | Allocable | Total of Gross 
or Group Originat- | tion and | Business | Business | Preceding Product 
ing Depletion | Charges ‘Taxes Columns 
Agriculture 5.2 9 — 5 6.6 7.0 
Group A: 24.4 2.7 1.0 2 eed 30.2 32.1 
Mining 1.4 4 — y 2.0 — 
Manufacturing 16.8 1.7 2 1.2 19.9 — 
Construction 1.9 .1 — .1 2.1 — 
Railways 2.8 2 8 3 4.1 — 
Power and Gas 1.5 3 — 3 ool — 
Group B: 40.4 2.6 iS 2.6 46.1 49.1 
Total Civilian - 70.0 6.2 1.5 5.2 82.9 88.2 


Sources: Col. 1—U. S. Department of Commerce estimates adjusted for revaluation of 
inventories, See Survey of Current Business, March, 1943, p. 23, and August, 
1943, p. 12. Revaluation of 4 billion dollars is assumed to have occurred equally 
in manufacturing and Group B. 

Col. 2—Table XI, (unpublished) Appendix. 

Col. 3—Income credited to other business reserves, plus capital outlays charged 
to current expense. Total, Survey of Current Business, August, 1943, p. 12; 
components estimated from Statistics of Income, 1939, and Statistics of Rail- 
ways, 1939. 

Col. 4—Table XII, (unpublished) Appendix. 

Col. 6—Col. 5 multiplied by 1.064. The effect is to distribute unallocated taxes 
among industries in proportion to totals in Col. 5. 


effect allocated according to the gross product of the industry net of such 
taxes. 

Tables XI and XII, which show in detail the allocation among industries 
of depreciation and depletion charges and charges to other business reserves, 
and of business taxes, are included in the unpublished mimeographed Ap- 
pendix, This Appendix also includes a detailed statement of the derivation of 
Table VI, and the following tables: XII, derivation of index of manhours ‘of 
persons engaged in industry Group A, 1923-1940; XIV, number of persons 
engaged in Industry Groups A and B, 1923-1941; and XV, relationship be- 
tween deflated gross national product per capita and distribution of employment 
between Industry Groups A and B, 1923-1941. 


TEACHING OF ECONOMICS IN THE SOVIET UNION? 
from the Russian journal Pod Znamenem Marxizma* 
Translated by Raya DUNAYEVSKAYAT 


Editors Note-—-Partial or abbreviated translations of this Russian article 
have been published before, one by Science and Society, another by The 
New York Times. Considerable interest was aroused and widely differing 
interpretations were offered. Without the full context, however, interpreta- 
tions are apt to be erroneous. Thus, it was felt desirable to make an un- 
abridged translation available. 

A comment by Professor Landauer was published in the June issue of 
the Review; another by Miss Dunayevskaya is contained in the present 
issue; further discussions are planned for the December issue. 


In accordance with a resolution of the All-Union Committee on 
Higher Education, the teaching of political economy in the higher 
academic institutions of our country has been restored in the past 
academic year. Under present conditions grave and significant prob- ` 
lems confront us in the teaching of political economy. Our colleges 
should thoroughly train graduates who are specialists in economics. 
They will have tremendous tasks to accomplish by giving the fullest 
aid to the military front in all branches of the national economy, and 
also by reconstructing the economy which has been destroyed by the 
German fascist scoundrels. The students of today are the cadres of the 
Soviet intelligentsia of tomorrow. They must function in an epoch of 
great transformations, of extraordinarily rapid unfolding of events, 
in a period of an unusually complex interweaving of political and 
economic problems. In the midst of the great patriotic war of the 
Soviet people against Hitlerite Germany, it is especially important that 
our cadres are fortified with Marxist-Leninist theory which arms us 
with a clarity of purpose, an unshakable faith in the victory of our just 
cause, and an understanding of the laws of social development, in- 


*L. A. Leontiev, M. B. Mitin, P. N. Fedosiev, V. C. Kruzhkov, L. A. Orbeli, V. P. 
Potemkin, P. F. Iudin, S. I. Vavilov, M. P. Tolcherov and M, N. Korneiev are the editors 
of Pod Znamenem Marxizma (Under the Banner of Marxism). The article is unsigned, 
and appears in No. 7-8, 1943. 

+ The translator is indebted to Messrs. Alexander Gerschenkron and Evsey D. Domar 
for rechecking the translation against the Russian original. The responsibility for the 
translation as a whole is, however, entirely that of the translator. 


+The title, literally translated, reads: “Some Questions of Teaching Political Economy.” 
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cluding a profound understanding of the laws of war, its course and 
tendencies. 

Political economy occupies a very prominent place in the study of 
Marxist-Leninist theory. It is sufficient to recall the well-known state- 
ment of Lenin that Marx’s economic teachings are the deepest, most 
comprehensive and specific confirmation and application of Marxist 
theory. . 

The instruction of political economy in our colleges has been re- 
newed after a lapse of several years. Before this interruption, the 
teaching of political economy as well as the existing textbooks and the 
curricula suffered from serious defects. These defects, which even then 
were exposed in one of the decisions of the Central Committee of our 
Party, resolved themselves into this: political economy all too frequently 
was transformed from a general historical science which studies the 
living tissues of reality into a collection of antiscientific abstractions 
and lifeless schemes. By this same token, the study of political economy, 
which should play a leading réle in the development of a world-outlook 
on the part of the builders of socialism, which should inculcate love of 
our Soviet land and hatred toward its enemies, was often turned into a 
tedious duty for students. 

The publication of A History of the Ciao Party of the Soviet 
Union (Bolsheviks), (Short Course), an encyclopedia of basic knowl- 
_ edge in the field of Marxist-Leninist theory, armed all ranks of scien- 
tific workers, including economists, giving them a model and example 
for reconstructing their entire work. In accordance with a directive 
of the Central Committee of our Party, a great work was accomplished 
by construction of a short course of political economiy. In the course 
of this work the Central Committee gave a number of the most im- 
portant, fundamental formulations of policy and guidance concerning 
the most deep-rooted questions of political economy. 


The teaching of political economy in the past has had several defects. 
First of all, the teachers of political economy failed to give a clear, 
complete and precise definition of the subject of political economy. 
Often they did not even pose to themselves the task of giviag a defini- 
tion of the subject of political economy that would embrace all its 
aspects. And yet a correct summation and generalization of various 
statements of the classicists of Marxism-Leninism would have been 
sufficient to resolve this task. 

The founders of Marxism, who have laid new paths in science, char- 


New York, Internat. Publishers, 1939.—Translator 
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acterized the subject of political economy from this or that aspect, 
depending on the point of view from which they approached this ques- 
tion in a particular context. 

In his preface to the third volume of Capital, Engels warned the 
readers against the misapprehension “that Marx wishes to define 
where he is only analyzing.” In this connection Engels pointed out: 
“It is a matter of course that when things and their mutual inter- 
relations are conceived, not as fixed, but as changing, that their mental 
images, the ideas concerning them, are likewise subject to change and 
transformation. .. .’’ - 

It is precisely those definitions of political economy which are sub- 
ject to “change and transformation” that are encountered in a number 
of the works of the founders of Marxism, sharpened polemically by 
= opposition to dying, obsolete and erroneous concepts. 

Thus, for example, Marx showed that the starting point of political 
economy is the “socially-determined production of individuals” 
(Critique of Political Economy, Introduction [1935 ed.], p. 9).* 

It is well known that production has two aspects: technological 
and social. Unlike the natural and technological sciences which study 
the technical side of production processes, political economy investi- 
gates the social aspect of production, the social organization of produc- 
tion. In other words, it studies those social relations which are formed 
between people in the sphere of production. 

In this connection Lenin showed that “political economy is not at 
all concerned with ‘production’ but with the social relations of people 
in production, the social structure of production” (Sotchinenia, T. 
III, c. 36).° 

The social organization of podan embraces both production 
and distribution, exchange (in the societies where it exists) and con- 
sumption (in its social rôle). To use an expression of Marx, produc- 
tion, exchange, distribution and consumption represent “members of 
one entity, different sides of one unit” (Critique, Introduction, p. 23).° 

Of all these, production is the primary one. This follows from the 
simple circumstance that only an article which has been previously 
produced can be distributed, exchanged and consumed. The social 


3 Capital, Vol. III (Chicago, Kerr, 1909), p. 24. All references to Capital will be to 
the Kerr edition.—Translator 

* This specific phrase does not appear in the standard English translation by N. I. Stone. 
It apparently is the same phrase as “production by individuals as determined by society.” 
(A Contribution to the Critique of Political Economy, Introduction, p. 265.)-~Translator 

5 Works, Vol. III, Russian ed., p. 36.—Translator 

t Marx, Critique of Political Economy, p. 291.—Translator 
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laws of production themselves determine the character of the remain- 
ing processes: a specific mode of production conditions a specific 
mode of consumption, distribution and exchange. 

The definition of political economy formulated by Engels is familiar: 
“Political economy, in the widest sense, is the science of the laws 
governing production and exchange of the material means of sub- 
sistence in human society” (Anti-Dihring, State Publishing House, 
1938, p. 151)." 

Having given this definition, Engels shows, incidentally, that pro- 
duction can occur without exchange. In another place he defines politi- 
cal economy as a science “of the conditions and forms under which the 
various human societies have produced and exchanged and on this basis 
have distributed their products” (zbid., p. 155).° 

One of the definitions of political economy approved by Lenin 
describes it as a science which “studies the social relations of production 
and distribution in their development” (Lenin, Sotchineniia, T. IT; 
c. 393).° In this connection Lenin showed that political economy 
represents a “science of the historically developing structures of social 
production,” that it gives “fundamental concepts about the different 
systems of social economy and about the basic characteristics of each 
system” (zbid., pp. 393, 394). 

Under old methods of teaching, it frequently happened that some 
particular statement by the old masters of Marxism-Leninism concern- 
ing the subject matter of political economy was lifted out of context, 
and an attempt was made to construe it in a topsy-turvy manner. There- 
fore it is extremely important to formulate a definition of the subject 
matter of political economy which will summarize all important state- 
ments of the classics of Marxism-Leninism on this subject and which 
will prevent misunderstanding and false interpretations. Such a defini- 
tion is: Political economy is the science of the development of men’s 
social-productive, i.e., economic relations. It explains the laws which 
govern production and distribution of the necessary articles of con- 
sumption—personal as well as productive—in human society in the 
different stages of its development. 


In the past the teaching of political economy was in error in its 
treatment of the primitive communal system. These errors consisted in 
this, that, firstly, it violated the principle of historical materialism, 


"Herr Eugen Diihring’s Revolution in Science (Anti-Diihring), (New York, Internat. 
Publishers), p. 167.—Translator 

3 Ibid., p. 167.—Translator 

° Works, Vol. TI, Russian ed., p. 393.—Translator 
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according to which a definite form of production relations is deter- 
mined by the character of the productive forces; and, secondly, it 
permitted an idealization of the primitive communal system in clear 
contradiction of historical reality. 

The basis of the erroneous interpretation of the development of the 
primitive communal order was the familiar remark of Engels in the 
introduction to The Origin of the Family, Private Property and the 
State, to the effect that in the period preceding civilization, the social 
structure was determined by the conditions of the production of 
material goods as well as by the conditions of the production of man 
himself, z.e., by the forms of the family. The basic law of historical 
materialism, on the contrary, consists in this, that the production rela- 
tions of men are determined by the character of the productive forces 
at the disposal of man at a given stage of the development of society. 
History teaches us that this law functioned in the primitive epoch as 
fully and entirely as in all subsequent stages of social development. 

The above erroneous remark of Engels contradicts the many entirely 
unequivocal statements of Marx and Engels himself that the develop- 
ment of the productive forces is the basis of production relations. It 
is in no measure consistent with the concrete analysis of the develop- 
ment of primitive society which is contained in Engels’s own book. 
Thus there is not the slightest basis for departing from the monistic 
view of history which Marx and Engels worked out and replacing this 
monism by dualism even if only in its application to the primitive 
communal system. 

For many thousands of years the extremely crude nature of the 
tools of labor and extremely primitive means of obtaining the means 
of subsistence made common, collective labor necessary. Only by com- 
mon effort could human beings cope with nature; only by common 
work could they assure themselves an existence. Social collective labor 
in the field of production gave rise in primitive society to social, col- 
lective property in land and other means of production as well as in the 
products themselves. Primitive people worked in common, possessed 
the means of production and the products of their labor in common 
and consumed in common that which was obtained. 

The development of the productive forces at the disposal of men 
- conditioned the whole course of development of the production rela- 
tions of primitive society. The transition to the tribal community, t.e., 
the change from the matriarchal to the patriarchal family, the dis- 
integration of the tribal structure, the rise of private property, ex- 
change, division of society into classes—all these processes are fully 
explained by the course of development of the productive forces of 
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communal society, the achievement of methods of obtaining the means 
of life. 

Another mistake which crept into our teaching of political economy 
in the field of primitive communism was the romantic idealization of 
that system, which led students to ignore the idea of the progressive 
character of the development of human society. The transition from 
the primitive social structure to class society was looked upon not as a 
necessary step in the path of social progress, but as the Fall of Man, 
an expulsion from Paradise. In this connection there arose the false 
notion of communism as a singular return to the social system under 
which man lived in primitive times. It is entirely clear that such an 
interpretation contradicts the letter and spirit of the entire Marxist- 
Leninist teaching. 

The classics of Marxism-Leninism, while exposing the bourgeois 
myth of the eternal nature of private property, classes and exploitative 
systems, showed scientifically that for thousands upon thousands of 
years man lived in a system of primitive communism, ignorant of all 
these “blessings” of civilization. But at the same time the classics of 
Marxism-Leninism taught us to see the historical limitations of the 
primitive communal order, which corresponded to an extremely low 
level of development of productive forces, which possessed tools of 
primitive character and a most miserable standard of existence. At a 
certain stage, the development of the primitive communal order be- 
came an obstacle to further social progress. It had to yield its place 
to a new method of production, which gave more latitude for the 
development of the productive forces, and it was removed. 

Lenin stated that no Golden Age had ever existed, that primitive 
man was crushed by his wants and the hardships of the struggle for 
existence. ‘Marx showed that in primitive society the collective mode 
of production was “the result of the weakness of the individual and 
not of the socialization of the means of production” (Sotchinenza, T. 
XXVII, c. 681).*° It is also known that in primitive society the per- 
sonality of the individual was overwhelmed by society—by the group, 
the gens. The tools of production were so crude, so unproductive that 
only by collective labor could the people sustain their existence. The 
unity of the worker and his means of production occurred here, as 
Marx says, in a “childish form,” unsuited for the development of labor 
as social labor and the productiveness of social labor” (Teorii Priba- 
vochnoi Stoimosti, T. III, State Publishing House, 1932, c. 308).™ 
Labor yielded such meager fruit that equality in consumption was a 
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necessity; had any one received a somewhat larger share of the social 
. product, there would not have been enough left to satisfy the hunger 
of the other members of the primitive society, who then would have 
perished from starvation. 

This shows that primitive communal society was not based on the 
socialization of well-developed means of production, but on a com- 
munity of property which resulted from the primitive, undeveloped 
state of the instruments of labor, and from the extreme weakness of 
the individual, for whom the strong, inseparable bonds with society 
was his only safeguard from destruction. Thus the primitive communal 
structure and contemporary socialism and communism, which are based 
on the socialization of highly-developed means of production, assuring 
society a tremendous power over nature and full development of the 
individual in the conditions of collective brotherhood, are as different 
as the sky is from the earth. 


The teaching of political economy~in the past. was at fault because 
the historic principle, which was more or less observed in the study of 
the primitive communal order, the slave-holding system and the feudal 
system, was vulgarly violated in passing to the study of capitalism. 
In the programs and textbooks the sections devoted to capitalism were 
constructed as a simple copy of the structure of Marx’s Capital. This 
method of teaching lost sight of the fact that Marx did not write 
Capital as a course for students, or even less as a popularization for 
beginners in the study of political economy, but as a gigantic work of 
research which paved new roads in social science. From this it is clear 
that to follow mechanically the structure of Marx’s Capital in a study 
of the principles of the given science can only cause harm. 

In order to follow the historic principle in the teaching of political 
economy, the students must get a clear statement not only of the basic 
characteristics of the capitalist method of production but also of the 
origin of this mode of production. To follow the historic principle it is, 
of course, necessary first to study the historic processes. That means 
to study first the genesis of capitalism. Only after this can we proceed 
to the study of the basic characteristics of this order. 

The chapter on “Codperation” in Marx’s Capital points out that: 
“A great number of laborers working together ... in one place... 
in order to produce the same sort of commodity under the mastership 
of one capitalist, constitutes both historically and logically the start- 
ing point of capitalist production.” It follows from this that histori- 
cally and logically the starting point of capitalist production is the 
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workshop that belongs to the capitalist and in which wagé-laborers 
are hired. Historically such a workshop appears first under capitalist 
manufacture (which, as is known, was preceded by simple codpera- 
tion, soon to be superseded by the division of labor). Consequently, 
Marx’s statement must be understood to mean that capitalist manu- 
facture itself is historically and logically the starting point of capitalist 
production. 

In the history of the evolution of capitalism there was a whole period 
_in which capitalist workshops existed only in the form of manufacture. 
As is known, Marx places the beginnings of the capitalist method of 
production in the 14th century, in the form of the capitalist manufac- 
tures in the Italian city-republics during the Middle Ages. In the 16th 
century capitalist manufactures were counted by the hundreds and 
thousands in the more highly developed countries and regions of 
Europe. And yet the transition from manufacture to the factory did 
not occur before the period of the industrial revolution in England, 
i.e., toward the end of the 18th and the beginning of the 19th century. 

Thus an entire historic span which Marx called the manufacturing 
pertod of capitalism preceded the epoch of the domination of capitalist 
machine industry. Naturally the study of the manufacturing period 
of capitalism should precede the study of the basic characteristics of 
the capitalist method of production. Further, the study of the basic 
traits of capitalism must also be preceded by a knowledge of those 
processes which in history were conditions of the rise of capitalism. 
This refers to the historical prerequisites of capitalism: the rise of a 
class of wage laborers on the one hand and the formation of large units 
of capital on the other. This precisely is the primitive accumulation of 
capital. 

Marx, it is well known, begins his Capital with an analysis of a 
commodity. This exposition serves him as the necessary prerequisite 
for the discovery of the secret of surplus value, which is involved in 
the transformation of labor power into a commodity. In order to expose 
the peculiarities of this unique commodity—labor power—-Marx sub- 
jects to a preliminary analysis the bases of commodity production in 
general. 

The sequence that Marx follows in his exposition of problems in 
Capital is a natural consequence of the fact that he was blazing new 
trails in a science in which his aim was to reconstruct the science of 
political economy. But it is wholly obvious that in studying the funda- 
mentals of this science and particularly so in mastering an elementary 
course, it is impossible entirely to preserve this logical order: this 
would be harmful pedantry and opposed to the necessity of teaching 
political economy as a general historical science. 
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Commodity production, exchange and money precede the appearance 
of a capitalist production. The beginnings of commodity production 
arose many thousands of years before the capitalist era. By the end of 
the Middle Ages the production of commodities and the circulation 
of money had already reached a rather high degree of development. 
Nevertheless, commodity production becomes the dominating form of 
production and assumes an all-pervading character only under capi- 
talism. 

From this it follows that, if we teach political economy according 
to the historic principle, it is necessary to consider such categories as 
commodities and money not only in the section devoted to capitalism 
but also in the preceding parts of the course, One must discuss the rise 
of commodity production, and the historical steps in the development 
of exchange and the rise of money, even as early as in the study of 
the slave system. In the ensuing sections on the feudal order, and 
later on in our study of the disintegration and decay of feudalism, we 
must be prepared this soon to observe a more advanced development 
of simple commodity production, the characteristics of a commodity, 
its use-value and value, the socially-necessary labor time. The complete 
analysis of the commodity and especially the characteristics of the 
dual character of the labor incorporated in the commodity should be 
given in the treatment of the basic traits of capitalist production. 

In his review of A. Bogdanov’s A Short Course of Economic Science, 
Lenin approved the order of presentation adopted by the author “in 
the form of characterizations of consecutive periods of economic devel- 
opment.” Lenin wrote: i 


Precisely in this way is it necessary to expound political economy. It: may 
be objected, perhaps, that the author must thereby discuss the same theoretical 
topic (for example, money) in different periods and thus be repetitious. But 
this purely formal flaw is more than compensated by the basic merits of 
historica] presentation. Moreover, is it really a defect? The repetitions are 
completely insignificant and are, in fact, useful to the student because he 
more easily assimilates particularly important postulates all the more surely. 
For example, the exposition of the different functions of money in different 
periods of economic development clearly shows the student that theoretical 
analysis of those functions is based not on abstract speculation but on 
painstaking study of actual conditions in the historic development of hu- 
manity. The presentation of separate, historically-demarcated structures of 
social economy thus becomes more coherent (Sotchinenita, T.IT, c.394).¥8 


We must use this most significant indication of Lenin as a guide to 
the study of political economy as a general historical science. 
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In the present circumstances of the great patriotic war against the 
German fascist brigands those themes which are devoted to the 
monopolistic stage of capitalism—imperialism—assume special signifi- 
cance. For the period of the World War, 1914-1918, Lenin showed that 
it is impossible correctly to define the character of the war without 
having grasped the fundamental question, the question as to the eco- 
nomic essence of imperialism. For a profound and complete under- 
standing of the just, liberating nature of the war of the Soviet Union 
and its allies against Hitlerite Germany, it is of the utmost importance 
to be armed. with the Leninist-Stalinist theory of imperialism in general 
and the Leninist-Stalinist analysis of the predatory, bestial nature of 
German imperialism in particular. 

In the course of this instruction, it is necessary to expose the dis- - 
tinguishing peculiarities of the monopolistic stage of capitalism, to 
define its basic characteristics and show its historical place as the eve 
of the socialist revolution of the proletariat. We must pay due atten- 
tion to a study of the discovery by Lenin, which was elaborated by 
Stalin, regarding the law of unevenness of economic and political 
development in the epoch of imperialism and the conclusion derived 
from this law concerning the possibility of the victory of socialism in 
one country. We have to demonstrate to students the tremendous 
theoretical and practical significance of the Leninist-Stalinist theory 
of imperialism, which is a direct extension of the analysis of the 
principles of capitalism presented by Marx in Capital. 

Lenin characterized imperialism as monopoly capitalism, decaying 
or parasitic and moribund. It is necessary to bear clearly in mind the 
fact that this decay of capitalism which is manifested, incidentally, 
in technical stagnation, through retardation of technical progress by 
monopolies, does not at all exclude the fact that, as Lenin showed, 
capitalism as a whole develops and expands faster than in the preceding 
epoch. Likewise, one must keep in view the assertion of Lenin that 
imperialism is capitalism dying, but not yet dead. 

Lenin showed that the domination of monopoly is linked with reac- 
tionary tendencies in the political sphere. Today the forces of reaction 
have found their most extreme incarnation in Hitlerite Germany. The 
history of mankind has never before scen such reaction, wild and 
benighted debauchery and hatred of humanity as distinguishes the 
plundering Hitlerite imperialism. 

Lenin always emphasized that nihilism of any kind as concerns the 
question of democracy is entirely alien to the proletarian revolutionist. 
He wrote: “Socialism without democracy is impossible in a double 
sense: (1) The proletariat cannot achieve the socialist revolution un- 
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less it is prepared for this task by the struggle for democracy; (2) 
victorious socialism cannot retain its victory ... unless it establishes 
complete democracy” (Sotchineniia, T. XIX, c. 233-34) .™ 

The difference between the structure of the state in bourgeois-demo- 
cratic countries, on the one hand, and fascist nations, on the other, is 
not at all a matter of indifference tu the working class and to all pro- 
gressive strata of present society. The Hitlerite régime is the embodi- 
ment of blackest reaction, barbarism and cannibalism. Hitlerite ad- 
venturers are the dogs of chase of the German plutocracy—they are 
the avid, blood-thirsty, rapacious mercenaries of the German Junker— 
landlords, financiers, bankers, monopolists, industrialists. Let us re- 
member the words of Comrade Stalin, that the Hitlerites are the mortal 
enemies of socialism, the most evil reactionaries and Black-Hundred 
bands," robbing the working class and the peoples of the occupied 
countries of elementary democratic freedoms: “In order to hide their 
reactionary Black-Hundred essence, the Hitlerites vilify the Anglo- 
American internal régime as a plutocratic régime. But in England and 
in the U.S.A. there exist elementary democratic liberties, there are trade 
unions of workers and employees, labor parties and parliaments, where- 
as in Germany under the Hitlerite régime all these institutions have 
been destroyed. We need only to counterpose these facts in order to 
understand the reactionary essence of the Hitlerite régime and the 
entire falsity of the jabbering of the German fascists about the Anglo- 
American plutocratic régimes.” 

The most important topic in the teaching of political economy is, 
of course, the section on the socialist system. In accordance with the 
historic principle, this too must be divided in two parts, the first dis- 
cussing the stages leading to the socialist mode of production, and the 
second devoted to the fundamental characteristics of this mode of . 
production. The first part comprehends the period of the transition 
from capitalism to socialism, ze., to the first phase of communism. 
Here will be presented a description of the great economic transforma- 
tions which have been effected by the Soviet power and which have 
led to the building of socialism in the U.S.S.R., ż.e., the first phase of 
communism. The second part will be concerned with a description of 
the socialist system of economy, its most important aspects and charac- 
teristics. 

In accordance with the Constitution of the U.S.S.R., the economic 
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basis of. the U.S.S.R. is the socialist economic system and socialist 
property in the tools and means of production, established through the 
liquidation of the capitalist economic system, the abolition of exploita- 
tion of man by man. Compared with the preceding systems of produc- 
tion, socialism is the highest stage of development of society. It has 
decisive advantages over the capitalist method of production. 

The superiority of the Soviet system in peaceful economic conditions 
enabled the Soviet Union to wipe out centuries of economic and techni- 
cal backwardness at a rate of development approximately ten times 
that of the most important capitalist countries. This has no historical 
precedent. Furthermore, the advantages of socialism over capitalism 
are especially evident in the steady rise of the material welfare and 
cultural level of the toiling masses. i 

The superiority of the Soviet order made it possible during the 
great patriotic war against the German-fascist invaders to withstand 
the attacks of the beast-like enemy, to upset his calculations, to deal 
the enemy blows of tremendous force and to proceed with confidence 
to the utter destruction of the Hitlerite war machine. The socialist 
economy of the U.S.S.R. withstood nobly all the trials of war. The - 
unshakable morale and the political unity of Soviet society, which have 
been reared on the basis of the socialist mode of production in our 
country, frustrated all the adventurist hopes of the Hitlerites on a 
split between workers and peasants and the rise of strife and struggle 
among the nationalities in our country. The Soviet system saved our 
fatherland in the year of the greatest trials that fell to its lot. 

In the study of the socialist mode of production—the process of 
its evolution and its basic traits—it is necessary, first of all, to elucidate 
the character of the economic laws of socialism. The key to an under- 
standing of the economic laws of socialism is the rich experience in the 
practice of socialist construction, which is summarized and theoretically 
generalized in the works of Lenin and Stalin and in the Party decisions. 

It is known that the different shades of enemies of socialism— 
bourgeois-economist wreckers, restorationists of capitalism from the 
camp of Trotskyist-Bukharinist agents of fascism—tried to extend the 
laws of capitalist economy to socialist economy. For their treacherous, 
counter-revolutionary purposes these slanderers distorted the nature 
of the social relations evolving in our midst, falsifying them and color- 
ing them in the light of capitalist relations. 

We need only recall those heinous theories which describe our enter- 
prises, trade, money, banking, etc., as “state capitalism.” The bour- 
geois restorers of capitalism of all hues infused the poison of disbelief 
in the success of socialism and spread the wretched idea that the very 
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same unchangeable laws of the capitalist economy which prevailed 
before, functioned also under the Soviet system, and that every attempt 
to break these laws could only lead to economic dislocations. This 
enemy position was utterly destroyed by our Party under the leadership 
of Comrade Stalin and was discredited by the rich practice of socialist 
construction and by the stupendous victories of socialism which hold 
their place in the history of the world. 

With respect to the economic laws of socialism, many fundamental 
mistakes and faults often crept into the curricula and textbooks to 
political economy. There was often presented the superficial and 
erroneous idea that since the economic laws characteristic of capital- 
ism disappeared with the liquidation of capitalism, there consequently 
are not and never can be economic laws in the socialist economic sys- 
tem. Often, in the courses on political economy, the questions on the 
socialist mode of production were elucidated in the so-called “ex- 
cursuses” to the corresponding sections of the course. Moreover, 
these “excursuses” were composed in a very superficial and crude 
manner. Ultimately they resolve themselves into a conclusion that if 
under capitalism such and such a principle, such and such a law or 
such and such a category existed, then in the Soviet system of economy 
all these were necessarily absent, and the opposite was in effect. For 
example, after the sections on the law of value there were “‘excursuses”’ 
which showed that under Soviet conditions this law does not apply. 
Since such “excursuses” invariably followed the demonstration of 
every law of capitalism, then the student could only be left with the 
conviction that under socialism there is generally no opportunity for 
any kind of economic law to function. 

Such an utterly erroneous approach made it essentially impossible 
to understand the real relations of the Soviet economic system since 
there can be no scientific knowledge if one recognizes no laws; no 
development in conformity with laws. At the root of the idea that 
there is no place in socialism for the action of economic laws, there 
lies the quite un-Marxist view that only those laws can be considered 
economic laws which manifest themselves independently of man’s 
will and consciousness, which have the character of elemental con- 
formity to an established law, functioning, as Marx once said, after 
the fashion of a house falling down on your head. This characterization 
of economic laws is quite in order in discussions on capitalist laws, but 
quite out of place when speaking of economic laws in general. Such 
an approach is a familiar by-product of the so-called restrictive defini- 
tion of political economy which states that this science is concerned 
only with the capitalist order. 
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Actually, it is an elementary Marxist truth that no system of produc- 
tion can exist and develop without the operation of some kind of 
economic law. To deny the existence of economic laws under socialism 
is to slip into the most vulgar voluntarism which may be summarized 
as follows: in place of an orderly process of development, there is 
arbitrariness, accident and chaos. Naturally, with such an approach 
every standard of judgment of one doctrine or another or one practice 
or another is lost; there is lost the comprehension of the conformity 
of phenomena in our social development to established laws. 

In reality, it is an elementary truth that a society, whatever its form, 
develops in accordance with definite laws which are based on objective 
necessity. This objective necessity manifests itself differently under 
different forms of society. Under capitalism objective necessity acts as 
an elemental economic law manifesting itself through an infinite num- 
ber of fluctuations, by means of catastrophes and cataclysms and dis- 
ruption of productive powers. Under the conditions of the socialist 
method of production, objective necessity acts quite differently. It 
operates as an economic law which is conditioned by the entire internal 
and external state of the particular society, by all the historical pre- 
requisites of its evolution; but it is an objective necessity known to, 
and working through the consciousness and will of men, as represented 
by the builders of a socialist society, by the guide and leading force of 
the society—-the Soviet state and the Communist Party, which guides 
all the activity of the toiling masses. 

Thus the economic laws of socialism emanate from the real condi- 
tions of the material life of socialist society, from the total internal 
and external conditions of its development. But these laws are not 
realized spontaneously, nor of their own accord, but operate. as recog- 
nized laws consciously applied and utilized by the Soviet state in the 
practice of socialist construction. 

Socialist society sets up a task of making an active change in the 
conditions which were inherited from the past. It does not assume the 
responsibility of perpetuating these conditions but, on the contrary, 
tries to transform them, sometimes radically, in accordance with the 
basic task of the construction of socialism and further progress to a 
higher phase of communism. The economic laws of socialism are 
realized by. means of the organized actions of the builders of the 
socialist society, their actions are directed toward preéstablished goals 
and toward accomplishing the planned results. In this lies the funda- 
. mental distinction between the economic laws of socialism and those 
of capitalism. c 

Speaking of socialist society, Engels said in Ants-Duhring: 
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The conditions of existence forming man’s environment, which up to now 
have dominated man, at this point pass under the domination and control 
of man who now for the first time becomes the real conscious master of Na- 
ture, because and in so far as he has become master of his own social organi- 
sation. The laws of his own social activity, which have hitherto confronted 
him as external dominating laws of Nature, will then be applied by man with 
complete understanding, and hence will be dominated by man. Men’s own 
social organization which has hitherto stood in opposition to them as if 
arbitrarily decreed by Nature and history, will then pass under the control 
of men themselves. It is only from this point that men, with full consciousness, 
will fashion their own history; it is only from this point that the social causes 
set in motion by men will have, predominantly and in constantly increasing 
measure, the effects willed by men. It is humanity’s leap from the realm of 
necessity into the realm of freedom (pp. 296-97) 16 


The question of the character of the economic laws of socialism is 
naturally connected with the question of the economic rôle of the Soviet 
state. In all aspects of society, including economic life, the Soviet state 
has played a part essentially different from that of any other state. 
Some superficial observers, for instance, many foreign journalists and 
economists, try to reduce this difference to one of quantity only. The 
Soviet state, they argue, “interferes more” in economic activity than 
do other contemporary states. Obviously, the question is not that easily 
explained. There is a basic qualitative difference, the essentially dif- 
ferent rôle of the state under socialism as compared to that under all 
preceding modes of production. 

To be sure, under capitalism too the state often engages in the most 
serious intervention in economic life. Historically speaking, it is suf- 
ficient to recall the rôle of the state during the period of primitive ac- 
cumulation. Having in mind the acts of the state in this period, Marx. 
wrote that force is the midwife of the old society pregnant with the 
new. If we speak of the present period, it is enough to recite the numer- 
ous measures of all belligerent states, directed toward the subordina- 
tion of the economy to the task of conducting the war. 

Thus it would be comical and absurd to deny that under capitalism 
the state also can and actually does play a not unimportant rôle in 
economic life. But this réle is limited by the fact that the entire econ- 
omy is within the confines of private property, that the entire economy 
is based on capitalist private property in the means of produc- 
tion. The state can interfere and does interfere in actions of capitalists. 
This interference sometimes assumes a serious character and results 
in promoting interests of a small group of proprietors at the expense 
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of other groups, but the character of the interference is such that the 
a basis of the domination of private property remains in full 
orce. : 

Under socialism the economic rôle, function and significance of the 
state have an essentially different character. The means of production 
are in the hands of the whole society as socialist property, and the 
preponderant part of the means of production is national property, że., 
belongs to the Soviet state. Because of this the Soviet state executes 
a number of functions and tasks which by their very nature are alien 
to every other type of state. 

The Soviet state is the most powerful economic force. It Sete 
tremendous work of economic organization, embracing all aspects of 
the development of society. The planned administration of the national 
economy, management of the national budget, control over the measure 
of work and of consumption, provision for the economic requirements 
of the country’s defense, protection of public property—the very 
listing of these most important functions gives a picture of the scope 
and the significance of the work executed by the Soviet state in the 
socialist system of national economy. 

This work is colossal not only in economic construction in peace but 
in time of war as well. Such a huge undertaking as the transfer of 
industrial activity to the East, the evacuation of many hundreds of 
enterprises to Eastern districts, the establishment there of a great . 
number of new enterprises, and the provision for their raw materials, 
labor power, cadres—all this would have been completely unrealizable 
under private ownership of the means of production. Only the ad- 
vantages of the Soviet order opened the possibility of successful reso- 
lution of tasks of such a scale and significance. The Soviet’ system is 
the most progressive, the most advanced system. The study of the 
political economy of socialism should therefore fortify the students’ 
feeling of Soviet patriotism, their boundless love for the Soviet father- 
land and readiness to defend it at the price of their blood, and even 
their lives. 


The understanding of the real nature and character of the economic 
laws of socialism must penetrate all the teachings of the whole political 
economy of socialism in the section devoted to the stages leading to 
the socialist mode of production as well as in that devoted to the basic 
traits of socialism. 

In studying the evolution of the socialist order it is necessary to. 
‘keep in view the fact that both of the gigantic transformations which 
assured the victory of socialism in the U.S.S.R.—tke industrialization 
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of the country and the collectivization of agriculture—were laws of the 
socialist development of our society. After the Soviets achieved power 
in our country, the task that faced the Soviet nation was the transition 
of the U.S.S.R. from the paths of an agrarian economy with poorly 
developed industry and crude technological base to the tracks of in- 
dustrialization, highly developed technologically and economically. This 
problem faced the Soviet nation not as a question which would permit 
of one solution or another, but as a question permitting only one solu- 
tion: it was necessary to realize, and at a rapid tempo at that, the 
socialist industrialization of the U.S.S.R. 

Without attaining the industrialization of the country, socialism 
could not have won out in the U.S.S.R. Our country would have been 
doomed to lose its national independence and become the prey of alien 
invaders. The course of the war against Hitlerite Germany reveals 
with entire clarity that our country could not have resisted an enemy 
armed to the teeth, had it not realized the Stalinist program of socialist 
industrialization, guaranteeing a highly-developed industrial base which 
provided the army with modern military equipment on a scale de- 
manded under the present conditions of war. 

Thus socialist industrialization was a law of socialist development of 
our society. This economic necessity was recognized in time by our 
Party and the working class, and was accepted by the Soviet state. It 
was placed as the foundation of the general line of our Party, of the 
Soviet power in the sphere of socialist construction. 

The same is true of the collectivization of agriculture. Comrade Stalin 
showed that it is impossible for any considerable period to rest the 
Soviet power on two different bases: on the one hand, a large-scale 
machine industry and on the other, a small, atomized peasant econ- 
omy. A tremendous revolutionary upheaval was necessary to bring the 
million-headed peasantry onto the tracks of large-scale kolkhoz econ- 
omy, which is based on socialist property and collective labor, and the 
broad application of science and technology to agricultural economy. 

The victory of collectivization and the liquidation of the kulak as a 
class signified the triumph of socialism in the country, and eradica- 
tion of the causes which gave birth to exploitation of man by man. In 
the conditions of a patriotic war the enormous advantages of the 
kolkhoz system assured an answer to the food problem, even in 
exceptionally difficult circumstances when the enemy had succeeded 
temporarily in capturing several important agricultural regions of the 
country. 

Thus the collectivization of agriculture was a law of the socialist 
development of our society. 
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There lies the heart of the problem regarding the economic laws 
which we learn when we study the development of the socialist order. 
These economic laws of socialism in their character, content, method 
of action are fundamentally different from the economic laws of capi- 
talism. Such is the nature of the economic laws which we encounter in 
the study of the basic characteristics of the socialist method of pro- 
duction. l l 

It is well known that socialist society cannot develop outside of the 
planned administration of the national economy, that socialism and 
planning are indissoluble, that planning lies at the base of our eco- 


nomic development. Socialism is inconceivable without a plan. Planned ` 


administration of the economy is the indispensable economic necessity 
for a socialist society. 


Under capitalism the planned administration of the national economy - 


is unrealizable because capitalism is based on private property in the 
means of production. Private property creates competition. It divides, 


atomizes separate parts of the economic organism of the country which, 


on the one hand, are bound in intimate economic interdependence and, 
on the other hand, consist of self-sustaining independent units. Under 
capitalism, chaos, anarchy of production, blind laws of the market 
dominate; they dictate such and such measures to individual capitalists 
and individual enterprises only through fluctuations in prices, changes 
in the conditions of sale, etc. 


a 


An entirely different picture is presented by the socialist system of ` 


national economy; the social property in the means of production 
unites the entire national economy into one whole. In these conditions 
the national economy of the country cannot avoid development accord- 
ing to plan; socialist economy cannot exist and develop except upon 


the basis of a plan which embraces the whole national economy. The -~ 


planned character of socialist economy flows from the socialization of 
the means of production. A national economic plan for a socialist 
society is as much a necessity as the satisfaction of the most elementary 
needs of people. 


Thus for socialism planned administration of the economy is not a 


question of volition or caprice but an objective economic necessity. 
Distribution according to labor serves as another example. The 
guiding principle of social life under socialism is: from each according 
to his ability, to each according to his labor. In socialist society there 
is no exploitation and social property governs over the means of pro- 
duction. It is a society which has a level of development of the produc- 
tive forces sufficiently high to be manageable to permit placing the 
productive forces in the hands of society and to abolish exploitation, 
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but not high enough to guarantee such a high productivity of labor, 
such an abundance of products as is required to realize the principle of 
distribution according to need, for the full satisfaction of all needs of 
people. 

The question therefore remains: Under the given objective condi- 
tions of the existence of a socialist society, on what principle should 
distribution be based in this society? It is possible to give only one 
answer to this question: Distribution must be based on the principle 
of labor—products must be distributed among the members of society 
according to the quantity and quality of labor expended by each. If 
we should adopt any other principle of distribution—whether such 
other principle be one of equal distribution or distribution according to 
need—society could not normally function and expand. 

Thus distribution according to labor is the objective necessity for a 
socialist society. 

These examples once again confirm the conclusion that a socialist 
society lives and develops according to certain economic laws. At the 
root of these economic laws lies the objective economic necessity dic- 
tated by the totality of objective conditions of the life of society. 


How do matters stand under socialism in so far as the laws and 
categories operating under the previous method of production are 
concerned? In former teaching practices there was widely current in 
the curricula and textbooks an entirely erroneous idea that from the 
first day of the socialist revolution all laws and categories of the eco- 
nomics of capitalism lose their force and cease to function. It is evi- 
dent that the matter is much more complex. 

In particular, in our instruction and textbook literature the incorrect 
idea took root that in the economics of socialism there is no place for 
the law of value. This idea clearly contradicts the numerous statements 
of the masters of Marxism and the whole experience of socialist con- 
struction. It is well known that the law of value began to operate long 
before the rise of capitalism; Engels estimated the “age” of this law 
to be some five to seven thousand years. After the abolition of capi- 
talism, socialist society through its state subordinates the law of value 
and consciously makes use of its mechanism (money, trade, price, etc.) 
in the interests of socialism, in the interests of planned direction of 
national economy. 

The notion that the law of value plays no rôle in socialism is, in 
essence, opposed to the whole spirit of Marxist political economy. 
Familiar statements of Marx and Engels show that they well under- 
stood that the matter is much more complicated. The idea that the 
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law of value automatically and mechanically disappears immediately 
after the transition from capitalism to socialism was alien to the found- 
ers of socialism. 

In the Critique of the Gotha Programme Marx wrote Müs concern- 
ing socialism—the first phase of the communist society: 


What we have to deal with here is a communist society, not as if it had 
developed on a basis of its own, but on the contrary as it emerges from 
capitalist society, which is thus in every respect tainted economically, morally 
and intellectually with the hereditary diseases of the old society from whose 
womb it is emerging. In this way the individual producer receives back again 
from society, with deductions, exactly what he gives. What he has given to 
society is his individual amount of labor. For example, the social working-day 
consists of the sum of the individual hours of work. The individual working- 
time of the individual producer is that part of the social working-day con- 
tributed by him, his part thereof. He receives from society a voucher that 
he has contributed such and such a quantity of work (after deductions from 
his work for the common fund) and draws through this voucher on the social 
storehouse as much of the means of consuniption as the same quantity of 
work costs. The same amount of work which he has given to society in one 
form, he receives back in another. 

Here obviously the same principle prevails as that which regulates the 
exchange of commodities so far as this exchange is of equal values. Content and 
form are changed because under the changed conditions no one contributes 
anything except his labor and, on the other hand, nothing can pass into 
the possession of individuals except individual objects of consumption. But, so 
far as the distribution of the latter among individual producers is concerned, 
the same principle prevails as in the exchange of commodity-equivalents, 
t.e., equal quantities of labor in one form are changed for equal quantities of 
labor in another form (Setchineniia, T. XV, c. 274). 


In Book II of Volume ITI of Capital we read: 


Storch expresses the opinion of many others, when he says: “The salable 
products, which make up the national revenue, must be considered in political 
economy in two ways, They must be considered in their relations to individuals 
as values and in their relations to the nation as goods. For the revenue of a 
nation is not appreciated like that of an individual, by its value, but by its 
utility or by the wants which it can justify.” 

In the first place, it is a false abstraction to regard a nation, whose mode 
of production is based upon value and otherwise capitalistically organized, 
as an aggregate body working merely for the satisfaction of the national wants. 

In the second place, after the abolition of the capitalistic mode of production, 
but with social production still in vogue, the determination of value continues 
to prevail in such a way that the regulation of the labor time and the distri- ` 


* Works, Vol. KV, Russian ed., p. 274, In English it can be found in The Critique of 
‘the Gotha Programme (New York, Internat. Publishers, 1933), p. 29.—Translator 
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bution of the social labor among the various groups of production, also the 
keeping of accounts in connection with this, become more essential than ever 
(Capital, Vol. III, State Political Publishing House, 1938, p. 750) .18 


Of course, it would be an absurd and uncritical approach to presume 
that Marx and Engels could foresee and foretell the concrete, practical 
way to employ the law of value in the interests of socialism. These 
ways are worked out in the course of the richest practice of socialist 
construction in the U.S.S.R. and were generalized by the genius of 
Comrade Stalin, who showed how the Soviet state puts at the service of 
socialism such instruments of capitalist economy as money, trade, 
banks, etc. The assertions of Stalin on the fate of the economic cate- 
gories of capitalism under conditions of socialist society are theoretic 
generalizations from the magnificent experience of socialist construc- 
tion in the U.S.S.R. and signify a new stage in the development of the 
science of Marxist-Leninist economics, These statements are among 
the most important principles of the political economy of socialism 
created by Comrade Stalin. 

In these assertions Comrade Stalin presented a great deal that was 
new, which could have been foreseen neither by Marx nor even by: 
Lenin. It could have been grasped only as a generalization based upon 
the richest experience of socialist construction in our country. 

The former, faulty interpretation concerning the law of value 
under socialism closed the path to the correct understanding of the 
problems which now sharply confront us not merely as theoretic ques- 
tions but as practical questions in our economic policy. Under socialism 
the guiding principle of social life is distribution according to and based 
upon the quantity and quality of work performed. That means that 
labor continues to be the measure in economic life. Naturally, it fol- 
lows that the law of value under socialism is not abrogated but con- 
tinues to exist, although it functions under different conditions, in a 
different environment and, when compared with capitalism, reveals 
most radical differences. 

The guiding principle of social life under socialism is, from each 
according to his abilities, to each according to his labor. This demands 
` that every worker in socialist production be rewarded strictly in 
accordance with the quantity and quality of work which he expends 
for society as a whole. Socialism cannot exist without what Lenin called 
national accounting and control of the measure of labor and measure 
of consumption. But how is the strictest accounting and cuntrul by the 
Soviet state exercised over the measure of labor and measure of con- 
sumption of each member of society? 


38 Capital, Vol. III, pp. 991-92.—Translator 
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At first glance it might seem that the simplest way out is to measure 
labor in hours or days, in what Marx calls the natural measure of 
labor—that is, the time of labor, labor hour, labor day, etc. But the 
difficulty is that the labor of the citizens of a socialist society is not 
qualitatively uniform. In this respect it differs from the work of mem- 
bers of a communist society. These inequalities of labor under socialism 
flow from the following circumstances. 

Under socialism the opposition between city and country is under- 
mined, the fundamental opposition between the working class and 
peasantry is abolished. Nevertheless, some differences continue to exist 
between city and village, between industry and agriculture, between 
workers and peasants. These differences extend to the compensation 
for labor, inasmuch as the workers and employees receive a fixed wage 
—by the piece in the majority of cases—while the collective farmer is 
paid in work-days; also a part of his remuneration is paid in kind. In 
addition, the collective farmer does some auxiliary farming on his own. 

Again under socialism the deepest roots of the age-old opposition 
between intellectual and physical work are uprooted. Nevertheless, a 
distinction between physical and intellectual work still exists. Work 
of one category requires more training than that of another. In other 
words, there exist differences between skilled and unskilled work, and 
between work of various degrees of skill. One sort of occupation is 
better equipped technically than another; the level of mechanization 
and electrification of production is not uniform in different branches 
of production. : 

All this signifies that the hour (or day) of work of one worker is not 
‘equal to the hour (or day) of another. As a result of this, the measure 
of labor and measure of consumption in a socialist society can be 
calculated only on the basis of the law of value. The calculation and 
comparison of various kinds of labor are not realized directly, by 
means of the “natural measure of labor’”—labor time—-but indirectly, 
by means of accounting and comparison of the products of labor, of 
commodities. The lahor of the members of socialist society produces 
commodities. These products of labor in a socialist economy are, on 
the one hand, use values, z.e., material goods needed for the satisfac- 
tion of various needs of society. On the other hand, the products of 
socialist labor have value. From this follows the utilization of such 
instruments as trade, money, etc., as tools of a planned socialist econ- 
omy. The products of socialist production reach the consumer in the 
course of trade, with the help of money. Wages of workers and em- 
ployees are paid in money. To a certain extent the work days of the 
collective farmers are also paid in money. Besides this they receive 
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money from the sale of a part of the products obtained by them as 
payment in kind for their work-days or from their auxiliary private 
farming. With their money income the workers buy commodities. 

The mistakes of the former teaching in denying the operation of the 
law of value in socialist society created insurmountable difficulties 
in explaining the existence under socialism of such categories as money, 
banks, credit, etc. The understanding of the rôle and significance of 
the law of value under socialism makes it possible correctly to cast 
light upon all these problems, in a strictly logical interrelation, proceed- 
ing from the premise that under socialism too the law of value func- 
tions and, furthermore, evaluating the fundamental peculiarities under 
which it functions in socialism. 

In the planned socialist economy of the U.S.S.R. commodities are 
objects of purchase and scale. They have prices which are money 
expressions of their value. Hence the possibility at once arises that the 
price of an article will not coincide with its value. The bulk of the com- 
modities available for sale belongs to the state and its organs and also 
to codperatives. This also includes the entire production of the com- 
pletely socialist type of enterprise and that portion of the production 
of the social economy of the collective farmers and artisan coöpera- 
tives, as well as of the personal auxiliary economy of collective farmers, 
of individual farmers and non-codperative artisans, which accrues to 
the government and the codperatives through compulsory deliveries, 
payment in kind, purchases, etc. All this mass of commodities is sold 
at prices set by the state. However, a certain part of the commodities 
is sold on the unorganized market by individual citizens. This includes 
a part of the products of the personal auxiliary economy of collective 
and individual farmers and craftsmen, as well as that part of the pro- 
duction of the socialized economy of the collective farms which is 
distributed in kind according to work-days and then is sold by the 
collective farmers on the market. As is known, these commodities are 
sold according to prices evolved by trading in the market. Thus in the 
Soviet economy there exist in fact two markets and two kinds of prices. 

Utilizing the law of value, the Soviet state sets as its goal the estab- 
lishment of commodity prices based on the socially-necessary costs of 
their production. The setting of prices takes into account the tasks of 
socialist accumulation as well as the tasks of raising the standard of 
living and the cultural level of the toiling masses. The social costs of 
production serve as the starting point in the setting of prices. They 
include the entire sum of expenses incurred in the production of a 
commodity, ż.e., the full value of the commodities produced in a social- 
ist enterprise. The prices of commodities are set with certain deviations 
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from their values, corresponding to the particular objectives of the 
Soviet state, and the quantity of commodities of various kinds which 
can be sold under the existing scale of production and the needs of 
society. 

A struggle goes on between the organized market, which is in the 
hands of the Soviet state, and the elemental forces of the unregulated 
market. In order to be the complete master over the market and to be 
able completely to dictate market prices, the Soviet state would have 
to have at its disposal enormous masses of commodities, enormous 
reserves of all sorts of goods. 

The fact that a commodity produced in a socialist society is, on the 
one hand, a use value and, on the other hand, a value, has an essential 
significance in a planned, socialist economy. 

The state’s national economic plan provides that each enterprise 
produce a defifite quantity, 7.e., definite use values. At the same time, 
execution of the plan requires a definite level of expenditure of labor 
and materials of production, 7.e., it requires a definite value of pro- 
duction. The plan determines the production program of an enterprise 
according to natural and value indices, inasmuch as it deals both with 
use values and with the values of commodities. 

In Soviet society the type and quality of commodities are matters of 
State decisions and subject to strict state control. That applies to the 
use values of commodities which are products of socialist production. 
Of no lesser significance in a planned socialist economy is the value of 
commodities. 

Cost accounting, which is based on the conscious use of the law of 
value, is an indispensable method for the planned leadership of econ- 
omy under socialism. 

Socialist economic management is based on an accurate correlation 
of the expenditures of labor and materials on the one hand with the 
results of production on the other. Such a correlation is realized in 
every socialist enterprise. But comparison of the expenses of the firm 
in a given period with the whole mass of production for the same 
period presupposes reduction of both expenses and results of produc- 
tion to a single denominator. Such a common denominator exists: it is 
the value of the commodities. Cost accounting is based on the fact that 
expenses and results of production are carried on in value form, ż.e., 
are expressed in the form of definite sums of money. 

The value of a commodity in socialist society is determined not by 
the units of labor actually expended on its production, but by the quan- 
tity of labor socially necessary for its production and reproduction. 
A strict observance of cost accounting is the means for the discovery 
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and eradication of every sort of superfluous, unproductive expendi- 
ture and loss, all kinds of mismanagement resulting in the reduction 
of production costs of the individual firm to a minimum. 

In socialist society the product of labor is a commodity; it has use 
value and value. This means that labor in socialist society has two 
aspects; on the one hand, concrete labor producing use value, and on 
the other hand, abstract labor, a definite portion of the aggregate labor 
expended on social production. 

But this dual character of labor is no longer linked with the con- 
tradiction between private and social labor which is characteristic of 
commodity production on the basis of private property. The labor of 
individual workers engaged in socialist enterprises has‘a direct social 
character. Every useful expenditure of labor is directly rather than 
indirectly part of the social labor, since all social labor is organized 
according to plan on a national scale. Hence there is abolished that 
characteristic of commodity production by which labor spent on the 
production of useful objects may prove useless to society; labor which 
finds no social recognition because the commodity it produced remains 
unsold. Under the domination of private property, the producers of 
commodities, amidst innumerable deviations and disturbances, receive 
only on the average, during the process of exchange, reimbursement for 
expended labor. Under capitalism the right of the producer to property 
in the products of his labor is replaced, as a result of the force of the 
laws of capitalist production, by the right of the capitalist to appro- 
priate the product of alien, unpaid labor. In socialist society, all labor 
useful to society is rewarded by society. 

The commodity which is the product of socialist production no 
longer contains those contradictions which are inseparable from the 
commodity as a product of both small-scale commodity production and 
capitalist production, that is, the contradiction between use value and 
value, between private and social labor. In other words, it is no longer 
the bearer of those contradictions which, in their further development, 
inevitably lead to the rise of capitalist exploitation, crises, etc. 

Thus we see that there is no basis for considering that the law of 
value is abrogated in the socialist system of national economy. On the 
contrary, it functions under socialism but it functions in a transformed 
manner. Under capitalism the law of value acts as an elemental law of 
the market, inevitably linked with the destruction of productive forces, 
with crises, with anarchy in production. Under socialism it acts as a 
law consciously applied by the Soviet state under the conditions of the 
planned administration of the national economy, under the conditions 
of the development of an economy free from crises. The transforma- 
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tion in the function of the law of value in a planned, socialist economy 
is revealed, first of all, in this: that the law of value does not function 
through a chaatic distribution of social labor and the means of produc- 
tion among the various branches of production, i.e., in the production 
of different use values. In socialist society the distribution of money 
and labor power among the different branches of production is realized 
in a planned manner, in accordance with the basic tasks of socialist 
construction. These proportions and interrelations in which different 
branches of the national economy under socialist structure are de- 
veloped are basically distinguished from the proportions and inter- 
relations which were established by the chaotic force of the market in 
the conditions of capitalism. 

Further, the law of value under capitalism acts through the law of 
the average rate of profit, which loses significance under socialism. 
Under capitalism this law results in the collapse and, finally, in.the 
liquidation of a firm that yields a lower profit than the average. The 
capitalists and their capital rush toward those branches of production 
where the rate of profitis high. - 

In a socialist system the overwhelming majority of enterprises are 
national property, z.e., they belong to one master—the Soviet state, Thus 
the Soviet state can control production for the most fundamental inter- 
ests of socialism and does not have to bow te the law which makes 
impossible the development of a branch of production which at first 
must run at a loss or at least not yield a profit. 

For a long time our metallurgical plants operated at a loss. The 
Kirov plant at Makeev first showed a profit in 1935. The Magnitogorsk 
and Kuznets plants showed profit even later. For the initial period 
metallurgy was subsidized by the state. If this country had had a 
bourgeois system-instead of a Soviet system, we would still be without 
the backbone of any heavy industry. That means that when war came, 
we would have been an easy prey for the enemy. It is well-known 
that in Tsarist Russia metallurgy did not develop without subsidization 
from the Tsarist government. But despite this subsidization, metallurgy 
remained a weak link in the national economy. We broke the law of 
capitalism—the law of the average rate of profit. Capitalist profit has 
been liquidated and private property in the means of production has 
been abolished; the Soviet state created a powerful industrial base 
without which our country would have faced the enemy unarmed. 

This distinct character of the law of value under conditions of social- 
ism has tremendous significance not only theoretically but also prac- 
tically. 

The law of value will be overcome only in the highly developed stage 
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of communism when the productivity of labor will be so advanced and 
society will have at its disposal such an abundance of products that 
transition to the distribution of products according to needs will be- 
come possible. 

Thus we see that the law of value in a socialist economy is no longer 
an overriding force dominating social production, but social produc- 
tion proceeds according to plan. Further, in view of the domination of 
social property in the means of production, labor power, land, and the 
most important means of production (equipment of factories, plants, 
machine tractor stations, state farms, etc.) are no longer commodities 
in a socialist society. Land in the U.S.S.R. is appraised in money terms 
' . but it is not an object of purchase and sale. The other means of produc- 
tion have value which is expressed in money terms but they are not 
objects of free purchase and sale. They move from a production enter- 
prise to a consumption enterprise and in this course are regulated by 
Soviet laws and national economic plans. Under the domination of- 
private property in the means of production, operation of the law of 
value inevitably leads to the rise and development of capitalist ex- 
ploitation; in socialist society the rise of exploitation is blocked by 
the domination of socialist property in the means of production. 


There has been confusion in the previous practice of the teaching 
of political economy on the subject of the surplus product under social- 
ism. The teachers have often presented the matter as though the sur- 
plus product does not exist under socialism. This is, of course, entirely 
untrue. In the first volume of Capital (chap. 15), Marx makes the 
following remarks: 


Only by suppressing the capitalist form of production could the length of 
the working-day be reduced to the necessary labor-time. But, even in that 
case, the latter would exténd its limits. On the one hand, because the notion of 
“means of subsistence” would considerably expand, and the laborer would lay 
claim to an altogether different standard of life. On the other hand, because 
a part of what is now surplus-labor, would then count as necessary labor; 
I mean the labor of forming a fund for reserve and accumulation.”® 


It is interesting to note that in the French edition of Capital the last 
sentence is translated thus:”° 


Meanwhile it is necessary not to forget that the part of the present surplus 
and precisely that part which is expended in the formation of a reserve fund 
and accumulation, would then be considered as necessary Jabor and that the 
present magnitude of necessary labor is limited only by the cost of the 


*® Capital, Vol. I, chap. 17, pp. 580-81.—Translator 
* The article did not render this passage in French.—Translator 
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maintenance of the wage laboring class, doomed to poig the wealth of these 
masters. 


Thus the thought of Marx is clear. It means that after the liquidation 
of exploitation of man by man surplus labor is as necessary for society 
as necessary labor. It does not in any way mean that there is then no 
need for surplus labor which is directed to the satisfaction of such 
essential requirements of society as the formation of a social reserve 
fund and a fund of accumulation, which appear in Marx as examples 
of the needs of society as a whole. Under the socialist system the sig- 
nificance of these not only does not decrease but actually increases. 

Furthermore, in Volume III of Capital Marx directly points to the 
fact that after the transition to socialism the necessity for surplus labor 
and surplus product remains. Finally, the most detailed of all the 
analyses on this question is given by Marx in The Critique of the Gotha 
Programme. 

In exposing the reactionary-utopian views of the followers of Las- 
salle, Marx deals in detail with the slogan of the “full proceeds of 
labor’—the Lassalle variant of the petty-bourgeois demand for the 
“right to the whole product of labor.” Marx demonstrated the error 
and absurdity of this demand by showing the composition and distribu- 
tion of the aggregate social product. Before we may proceed to the 
share of the individual in the aggregate social product, it is necessary 
to deduct: 

“Firstly, reimbursement for the replacement of the means of pro- 
ductions used up; 

“Secondly, an additional portion for the extension of production; 

` “Thirdly, reserve or insurance funds to provide against misadven- . 
tures, disturbances through natural events and so on” (Selected Works, 
Vol. TI, 1940, p. 451). 

After all these deductions, there remains, in the words of Marx, thë 
residual part of the aggregate product which is designed to serve as 
means of consumption. But, before it goes into individual distribution, 
it is necessary to make a series of deductions from this part: 

“Firstly, the general costs of administration not appertaining to 
production. 

“This proportion will of course be considerably lessened in com- 
parison with what it represents in society as it is at present and will 
diminish in proportion to the development of the new society. 

“Secondly, what is destined for the satisfaction of communal needs, 
such as schools, health services, etc. 

“This proportion will of course increase in comparison with the 


* The Critique of the Gotha Programme, p. 27.—Translator 
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expenditure on the same objects in existing society and will grow in 
proportion to the development of the new society. 

“Thirdly, funds for those unable to work, etc., in short, what comes 
under the heading of so-called official poor relief today.” 

It is easy to see that all these deductions from the aggregate social 
product which Marx foresaw—with the exception of the part needed 
for the replacement of used means of production—can be covered only. 
at the expense of the surplus labor of the members of socialist society. 

And in reality surplus labor (ż.e., labor over and above that needed 
for the immediate satisfaction of personal needs of the toilers) must . 
always exist under every social system. In our country socialism de- 
stroyed the exploitation of man by man, it liquidated the appropriation 
of surplus labor, surplus product and surplus value by parasitic ex- 
ploiting classes. Socialism in the U.S.S.R. exterminated the parasitic 
consumption of the non-working classes, which really was a plunder- 
ing of the fruits of the surplus labor of workers and peasants. But at 
the same time tasks of a gigantic scale confront socialist society, the 
solution of which is inconceivable without the expenditure of surplus 
labor by each worker, peasant and intellectual of the Soviet Union. 

Even under socialism a certain part of the product of social labor 
must be systematically diverted to purposes of accumulation. This is 
the most important condition for expanded reproduction, the necessity 
of which is dictated by the need to satisfy the incessantly rising de- 
mands of the toiling masses, as well as by the natural growth of the 
- population. By means of the accumulation of a certain part of the 
aggregate social product, ż.e., a certain part of the annual surplus 
product of society, the gigantic construction of the U.S.S.R. has 
been realized. 

Furthermore, a fixed part of the surplus product goes to cover the 
current needs of society as a whole. It is sufficient to recall the sig- 
nificance to our fatherland of the expenditures made to strengthen the 
military might of the U.S.S.R. It was precisely the wise and far-seeing 
policy of the Soviet government, directed toward’ equipping the Red 
Army with indispensable modern military technique by creating in our 
country a powerful defense industry serving as the forge for this equip- 
ment, which saved our country in the year of its greatest trials. A 
certain portion of the surplus labor goes toward realization of such 
rights of the citizens of the U.S.S.R. as the right to education (the 
maintenance of schools, universities, libraries, etc.), the right to 
recreation (sanatoria, rest homes, etc.), the right to security in sick- 
ness and in old age (hospitals, pharmacies, old age homes, etc.). 


= Ybid., p. 28.—~Translator 


530° > >” THÈ AMERICAN. ECONOMIC REVIEW ` | 
' It follows from the above that under socialism, the workers must | 
by their own labor produce—above that which they receive for their 
- personal needs—a certain surplus for the satisfaction of the needs of ; 
society as a whole, i.e., a surplus product. The working class, as the 
- leading force of society, cannot but concern itself with the satisfaction 
_ Of social needs. Therefore, even under a socialist system the workers 
’ must perform more work than is necessary to satisfy their immediate 
. -personal needs. This is especially clear and is sharply revealed in the 
' conditions of the present war when the victory over the enemy is being 
` forged behind the lines by the seli-sacrificing labor of tens [of mil- 
lions] of Soviet patriots who came to the help of the Red Army. 

‘Thus, in a socialist society the surplus product is placed at the 
_ disposal of society as a whole for the satisfaction of all social needs 
= and demands. In a socialist society, Lenin remarked, “tke surplus 
product does not go to the property owning class, but to all workers 
‘and only to them” (Leninski Sbornik, T: XI, c. 382). 


8 Russian ed, of Lenin M: iscellany, Vol. XI, p. 382.—Translator 


A NEW REVISION OF MARXIAN ECONOMICS 


By RAYA DuNAYEVSKAYA* 


The article from Pod Znamenem Marxizma (Under the Banner of 
Marxism); which is published in this issue, appears to be merely a 
criticism of the old methods of teaching political economy in the “cur- 
ricula and textbooks” of the higher Soviet schools. Actually it is no 
mere reproof of pedagogical error. Its raison d’étre is contained in 
the argument that the law of value, in its Marxian interpretation, 
functions under “socialism.” This is a clear departure from the former 
economic doctrine which prevailed not merely in the schools but in the 
most authoritative and scholarly publications as well as throughout 
the Soviet press. That this treatise appears now is an indication of the 
lines along which Soviet political economy may be expected to de- 
velop in the post-war period. 

Foreign observers who have carefully followed the development of 
the Soviet economy „have long noted that the Soviet Union employs 
almost every device conventionally associated with capitalism. Soviet 
trusts, cartels and combines, as well as the individual enterprises within 
them, are regulated according to strict principles of cost accounting. 
Prices of commodities are based upon total costs of production, in- 
cluding wages, raw materials, administrative costs, amortization charges 
and interest plus planned profit and the various taxes imposed as 
revenue for the maintenance of the state. Essential to the operation’ 
of Soviet industry are such devices as banks, secured credit, interest, 
bonds, bills, notes, insurance, and so on. As the present document ex- 
plains it, “denial of the law of value created insurmountable difficul- 
ties in explaining the existence of such categories under socialism.” 

The article, Some Questions of Teaching of Political Economy, con- 
tends that although the law of value operates in Russia, it functions 
in a changed form, that the Soviet state subordinates the law of value 
and consciously makes use of its mechanism in the interest of socialism. 
In order to show that the operation of the law of value is consistent 
with the existence of socialism, the article cites those passages trom 
the Critique of the Gotha Programme in which Marx states that 
in a socialist society, “as it emerges from capitalist society,” the laborer 


* The author is a Russian economist who has specialized in the study of Marxian 
economics and who is now living in New York. 
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will receive in return for a given quantity of work the equivalent of 
such labor in means of consumption. The present authors reject, how- 
ever, the formula that flows from these passages, namely, that labor 
will be paid by “the natural measure of labor”: time. This, the docu- 
ment states, is not in consonance with the experience of Russia, where 
labor is highly differentiated according to degree of skill and as regards 
intellectual and physical differences. The authors therefore propose a 
new slogan: “distribution according to labor.’ They consider that 
they have thus translated the law of value into a function of socialism. 
It should be noted that they thereby completely identify “distribution 
according to labor” with distribution according to value. 

There is incontrovertible evidence that there exists in Russia at 
present a sharp class differentiation based upon a division of function 
between the workers, on the one hand, and the managers of industry, 
millionaire kolkhozniki, political leaders and the intelligentsia in gen- 
eral, on the other. It is this which explains certain tendencies which 
began to appear after the initiation of the Five-Year Plans and have 
since become crystallized. The juridical manifestation of this trend 
culminated in 1936 in the abolition of the early Soviet constitution. The 
constitution which was adopted in its place legalized the existence of 
the intelligentsia as a special “group” in Soviet society. This distinction 
between the intelligentsia and the mass of workers found its economic 
expression in the formula: “From each according to his ability, to each 
according to his labor.” This formula should be compared with the 
traditional Marxist formula: “From each according to his ability, to 
each according to his need.” “Each according to his need” has always 
been considered a repudiation of the law of value. The document, how- 
ever, states that “distribution according to labor” is to be effected 
through the instrumentality of money. This money is not script notes 
or some bookkeeping term but money as the price expression of value. 
According to the authors, “. .. the measure of labor and measure of 
consumption in a socialist society can be calculated-only on the basis 
of the law of value.” 

The whole significance of the article, therefore, turns upon whether 
it is possible to conceive of the law of value functioning in a socialist 
society, that is, a non-exploitative society. . 

Marx took over from classical political economy its exposition of the 
law of value in the sense that labor was the source of value, and 
socially-necessary labor time the common denominator governing the 
exchange of commodities. Marx, however, drew from this labor theory 
of value his theory of surplus value. He criticized classical political 
economy for mistaking the apparent equality reigning in the com- 
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modity market for an inherent equality. The laws of exchange, Marx 
contended, could give this appearance of equality only because value; 
which regulates exchange,.is materialized human labor. When the 
commodity, labor power, is bought, equal quantities of materialized 
labor are exchanged. But since one quantity is materialized in a 
product, money, and the other in a living person, the living person 
may be and is made to work beyond the time in which the labor pro- 
duced by him is materialized in the means of consumption necessary 
for his reproduction. To understand the nature of capitalist produc- 
tion, it is therefore necessary, Marx contended, to leave the sphere of 
exchange and enter the sphere of production. There it would be found 
that the dual nature of commodities—their use-value and value— 
merely reflects the dual nature of labor—concrete and abstract labor— 
embodied in them. For Marx the dual character of labor “is the pivot 
on which a clear comprehension of political economy turns.””* 

Marx called the labor process of capital the process of alienation. 
Abstract labor is alienated labor, labor estranged not merely from the 
product of its toil but also in regard to the very process of expenditure 
of its labor power. Once in the process of production, the labor power 
of the worker becomes as much a “component part” of capital as fixed 
machinery or constant capital, which is, again, the workers’ material- 
ized labor. According to Marx, Ricardo “sees only the quantitative 
determination of exchange value, that is, that it is equal to a definite 
quantity of labor time; but he forgets the qualitative determination, 
that individual labor must by means of its alienation be presented in 
the form of abstract, universal, social labor?” 

In its Marxian interpretation, therefore, the law of value entails the 
use of the concept of alienated or exploited labor and, as a consequence, 
the concept of surplus value. 

Hitherto all Marxists have recognized this fact. Hitherto Soviet 
political economy adhered to this interpretation. In 1935 Mr. A. 
Leontiev, one of the present editors of Pod Znamenem Marxisma, 
wrote: “The Marxian doctrine of surplus value is based, as we have 
seen, on his teaching of value. That is why it is important to keep 
the teaching of value free from all distortions because the theory of 
exploitation is built on it.’’* And again: “It is perfectly clear that this 
division of labor into concrete and abstract labor exists only in com- 


* Capital (Chicago, Kerr. 1009), Vol. I, p. 48. 

2 Teorii Pribavochnoi Stoimosti, T. Il, 2, c.183-84. (Theories of Surplus Value, Vol. II, 2, 
pp. 183-84.) , 

Political Economy, A Beginner’s Course (New York, Internat. Publishers, 1935), p. 
88, 
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modtty production, This dual nature of labor reveals the basic contra- 
diction of commodity production.’ 

The new article contradicts this theory and its past interpretation. 
It recognizes the existence in Russia of concrete and abstract labor but 
denies the contradiction inherent in the dual nature of labor. It recog- 
nizes the pivot upon which political economy turns, but denies the 
basis of exploitation which to all Marxists as well as to opponents of 
Marxism has hitherto been the essence of the Marxist analysis. This is 
the problem the article must solve. It is interesting to watch how this 
is done. 

In place of the class exploitation, which was the basis of the Marxist 
analysis, the new theoretical generalization proceeds from the empirical 
fact of the existence of the U.S. S. R., assumes socialism as irrevocably 
established, and then propounds certain “laws of a socialist society.” 
These are (1) the industrialization of the national economy, and (2) the 
collectivization of the nation’s agriculture. It must be stated here that 
both these laws are not laws at all. Laws are a description of economic 
behavior. The “laws” the article mentions are statements of fact. What 
follows the laws as a manifestation of the “objective. necessity of a 
socialist society” —‘‘distribution according to labor’’—does partake of 
the character of a law. “Objective necessity,’ it must be remarked, 
does not arise from the economic laws; the economic laws arise from 
objective necessity; it may, of course, manifest itself differently in the 
Soviet Union, but the manifestations the present authors cite are pre- 
cisely the ones that emanate from capitalist society. The document fails 
to make any logical connection between the new basis, “socialism,” 
and the law characteristic of capitalist production—the law of value. 
The implication that the state is really “for” the principle of paying 
labor according to needs, but is forced by objective necessity to pay 
according to value is precisely the core of the Marxist theory of value. 
The supreme manifestation of the Marxian interpretation of the law of 
value is that labor power, exactly as any other commodity, is paid at 
value, or receives only that which is socially necessary for its repro- 
duction. 

This startling reversal of Soviet political economy is neither adven- 
titious nor merely conciliatory. That is the real significance of the 
article. It is a theoretical justification of social distinctions enshrined 
in the Soviet constitution. That this elaborate theoretical justification 
is made is proof that the Russian people are being prepared for the 
continuance of a social relation which had no place in the conceptions 
of the founders of communism or the founders of the Soviet state. The 


‘ Ibid., p. 58. 
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article argues that the law of value has operated not only in capitalism 
but also has existed from time immemorial. As proof, its present existence 
in the Soviet Union is cited and a reference is made to Engels’s state- 
ment that the law of value has existed for some five to seven thousand 
years. Engels’s statement, however, is contained in an article in which 
he deals with the law of value only in so far as commodity prices reflect 
the exact value of commodities. The Marxian thesis is that the more 
backward the economy, the more exactly do prices of individual com- 
modities reflect value; the more advanced the economy, the more 
commodity prices deviate; they then sell at prices of production though 
in the aggregate all prices are equal to all values. In that sense, Engels 
states, the law of value has operated for thousands of years; that is, 
ever since simple exchange and wp to capitalist production.” That 
Engels did not in any way depart from value as an exploitative rela- 
tion characteristic only of capitalist production can best be seen from 
Mr. Leontiev’s own preface to that little booklet, Engels on Capital. 
There the Soviet economist says: “Whereas at the hands of the Social- 
Democratic theoreticians of the epoch of the Second International, the 
categories of value, money, surplus value, etc., have a fatal tendency 
to become transformed into disembodied abstractions inhabiting the 
sphere of exchange and far removed from the conditions of the revolu- 
tionary struggle of the proletariat, Engels shows the most intimate, 
indissoluble connection these categories have with the relations between 
classes in the process of material production, with the aggravation of 
class contradictions, with the inevitability of the proletarian revolu- 
tion.’”° 

Value, Engels has written, is “a category characteristic only of com- 
modity production, and just as it did not exist prior to commodity 
production, so will it disappear with the abolition of commodity produc- 
tion.”” It would be sheer absurdity, argued Engels, “to set up a society 
in which at last the producers control their products by the logical 
application of an economic category (value) which is the most com- 
prehensive expression of the subjection of the producers by their own 
product.’” In the last theoretic writing we have from the pen of Marx, 
a_ critique of A. Wagner’s Allgemeine oder theoretische Volkswirt- 
schaftslehre, Marx castigates “the presupposition that the theory of 

* Cf. Engels on Capital (New York, Internat. Publishers, 1937), p. 106. 

°O, Kapitale Marksa, pp. xi-xii. (Engels on Capital.) The English translation does not 


carry Unis preface, issued by the Marx-Envels-Leuin Iustitute under the supervision of 
the Central Committee of the Russian Communist Party. 


1 Sotchineniia Marksa-Engelsa, T. XXVII, c.408. (Works of Marx-Engels, Vol. XXVII, 
p. 408.) 


? Herr Eugen Diikring’s Revolution in Science (New York, Internat. Publishers), p. 347. 
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value, developed for the explanation of bourgeois society, has validity 
for the ‘socialist state of Marx.’ ”’ 

In the opinion of this writer nothing in the article contradicts this 
firmly established co-existence of the law of value with capitalist 
production. 


The radical change in theoretical interpretation that the article. 
presents not unnaturally brings with it important methodological con- 
sequences. The authors propose that in the future the: structure of 
Capital be not followed and state that the past textbooks which fol- 
lowed the structure violated the “historic principle.” Obviously, this 
is a very grave departure. Engels explains Marx’s rejection of the 
method of the “historical school” by the fact that history proceeded 
by jumps and zigzags and that, in order to see its inner coherence, it 
was necessary to abstract from the accidental. The structure of Marx’s 
Capital is a logical abstraction seen in its evolution and constantly 
checked and rechecked and illustrated by historical development. 
Marx’s dialectic method is deeply rooted in history. However, it 
utilizes history not as a chronological listing of events but “divested 
of its historic forms and fortuitous circumstances.”* Thus the abstract 
method of Marx does not depart from the “historic principle.” On the 
contrary, the theoretical development of the commodity is in reality 
the historical development of society from a stage when the commodity 
first makes its appearance—the surplus of primitive communes—to its 
highest development, its “classic form” in capitalism. Where a com- 
modity existed accidentally or held a subordinate position as in primi- 
tive, slave or feudal societies, the social relations, whatever we may 
think of them, were at any rate clear. It is only under capitalism that 
these social relations assume “the fantastic form of a relation between 
thing.” That is why Marx analyzes the commodity “at its ripest.” 
He is separating its theoretical potentialities from its historic starting 
point. Where Marx analyzes a commodity in order to discern the law 
of its development, the Soviet economists now merely proclaim the 
arrival of the commodity in a “socialist society.” 

Hence when the authors propose that the structure of Capital be not 
followed in the future, it is not because past Soviet textbooks, patterned ` 


°Arkhiv Marksa-Engelsa, T. V, c-59, (Archives of Marx-Engels, Vol. V, p. 59, Ed. 
Adoratsky.) f 

” Frederick Engels on the Materialism and Dialectics of Marx, included in Ludwig 
Feuerbach and the Outcome of Classical German Philosophy (London, Martin Lawrence), 
p. 99. 

u Capital, Vol. I, p. 83. 


1944] DUNAYEVSKAYA: REVISION OF MARXIAN ECONOMICS 537 


on it, violated the “historic principle.” It is because of their need to 
divest the commodity of what Engels called “its particular distinctness” 
and to turn it into a classless, “general historic” phenomenon applicable 
to practically all societies. l 

The ideas and methodology of the article are not accidental. They 
are the ideas and methodology of an “intelligentsia” concerned with 
the acquisition of “surplus products.” What is important is that this 
departure from “past teaching of political economy” actually mirrors 
economic reality. The Soviet Union has entered the period of “applied 
economics.” Instead of theory, the article presents an administrative 
formula for minimum costs and maximum production. It is the constitu- 
tion of Russia’s post-war economy. 


PALESTINE: A PROBLEM IN ECONOMIC EVALUATION 
| By Atyrep E, KAnn* 


I 


Economists have seldom been faced with the problem of appraising 
an individual country’s capacity for survival and growth. True, analysts 
have frequently advised prospective investors as to the safety and 
profitability of specific foreign investments, adducing evidence from 
the state of the debtor economies as a whole.. But the evaluation of an 
entire operating economy, not simply as an investment for outside 
capitalists, but in terms of whether it is a “going venture,” and in an 
effort to ascertain what population it can eventually support without 
outside aid at given standards of living, this is a relatively novel prob- 
lem. 

It seldom occurred to observers to question on economic grounds 
the mass population movements.and colonization ventures of the 
nineteenth and early twentieth centuries. The existence of large areas, 
sparsely populated by any conceivable standards, the willingness of 
masses of people to migrate thereto, and the eagerness of investors to 
supply the necessary capital afforded little basis for criticism. The 
equally obvious returns to the countries whence came the people and 
capital, in the form of greater markets, greater returns on investments, 
and higher levels of real income than could have been obtained in the 
absence of such developments, likewise seemed to render superfluous 
any independent external evaluation of these developments. 

The advantages of free international movements of men and capital 
are no longer considered so obvious. The objections which have been 
raised against them have been based, consciously or unconsciously, 
upon a species of evaluation of the current position and future 
potentialities of the economies concerned. Behind the strict immigra- 
tion controls maintained by the United States and Australia, for ex- 
ample, lies the assumption that these countries are nearing “over- 
population,” that more immigrants could be accommodated only at 
the expense of the current level of real income of the present inhabit- 
ants. 

* Mr. Kahn was formerly with a private Commission on Palestine Surveys and is at 
present associated with the Twentieth Century Fund Survey of Cartels and Monopoly. He 


wishes to acknowledge with gratitude the detailed criticisms of Professor Myron W. 
i Watkins, who should, however, in no way be held responsible for the final product. 
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Such fundamentally economic evaluations, underlying much of cur- 
rent political thinking and practice, have seldom been the subject of 
rigorous investigation. The economist who seeks to judge the position 
of economies with reference to their probable future evolution thus 
finds himself with little precedent for his analysis. The present paper is 
a case study in this relatively untrodden field. 

‘Since 1930 the little country of Palestine, occupying an area only 
- slightly larger than that of the state of Massachusetts, has absorbed 
` more net immigration than any other country in the world, more, 
indeed, than the United States, Brazil, Canada, Argentina, and 
Australia combined. As the direct and indirect result of this huge 
influx of settlers, almost all of them Jews, Palestine now has nearly 
two and a half times as many people as it had at the close of the 
First World War, when it was freed from Turkish rule and opened for 
the building of a Jewish national home—a rate of increase unparalleled 
elsewhere during this period. While it has been the Jewish population 
which has risen most phenomenally, the expansion of the number of 
Arabs has likewise been extraordinary; indeed, in absolute terms it 
has exceeded the Jewish.” There is no doubt that the particularly rapid 
economic development of Palestine since 1918, which has made’ pos- 
sible the rise of the indigenous population, has been the result primarily 
of the influx of Jewish people and capital. 

The extraordinary results of the efforts expended in economic 
development have not dissipated the uncertainty which has always 
existed concerning the economic feasibility of large-scale settlement in 
Palestine. There has been endless dispute concerning the available 
“cultivable area” and “economic absorptive capacity” of the country. 
Particularly great cause for concern is found in the fact that Jewish 
colonization has always required considerable amounts of foreign 
capital, most of which has not come as a result of the usual economic 
motivations. The question is therefore often asked whether this 
colonization has been and must remain a “philanthropic” venture. 

The present paper attempts in so far as possible to resolve the 
basic issue of the “solvency” of the Jewish economy in Palestine, 
present and prospective. Solvency is construed as the eventual ability 
to survive and expand without need for a continued appreciable inflow 

1From 1931 to 1939, inclusive, the net immigration of aliens into Palestine was 228,000. 
For the other countries named it was, roughly, 207,000. 


?"The Jewish population, reckoned at about 55,000 in 1918 (Palestine Royal Commis- 
sion, Report, p. 46), may be estimated at 550,000 today. The latest available official esti- 
mate, for September, 1942, is only 482,000, but recent Zionist estimates run as high as 
600,000. The non-Jewish population was estimated at 583 000 in 1919 (ibid., p. 156), and 
dj 131,000 in September, 1942. 
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of capital from abroad motivated by other considerations than the 
objective calculation of financial advantage. 


II 


The first clue to the solvency of an economy may be found in the 
summary of its transactions with the rest of the world, in particular 
the extent to which it employs foreign capital and is as a result bur- 
dened with external financial obligations. The inflow of capital into 
Palestine, virtually all of it directly attributable to Jewish reconstruc- 
tion, had by 1940 probably amounted to £125,000,000, and possibly 
to more*—a huge sum for so small a country. However, the funds have 
consisted primarily of personal resources brought in by the immigrants 
themselves. According to a private and admittedly rough estimate, such 
funds constituted no less than £75,000,000 of a total capital import of 
£122,000,000 in the period 1922-39. An additional £25,000,000 has 
consisted of Jewish National Funds, the organized contributions of 
Jews all over the world to the building of the National Home. Finally, 
there have been other remittances and contributions. In contrast with 
the experience of most debtor countries, sales of securities and other 
financial and direct investments have thus constituted only a relatively 
small portion of the total.‘ 

Because of the peculiar nature of the capital inflow, Palestine’s 
balance of payments shows one startling difference from those of other 
debtor countries. In 1936, it would appear, her total outpayments of 
interest and dividends (including governmental) amounted to only 
about one per cent (say, £800,000) of the cumulative capital import 
up to that time (roughly £80,000,000). Moreover, receipts from foreign 
investments (again including those on government account) were just 
about as large as outpayments, so that the country actually had no net 
burden of obligations on this account—an enviable position fer a heavy 
“debtor” !° 

The vehicle for this heavy import of capital has been the huge, 
persistent, passive trade balance, the largest, per capita, in the world.’ 

? The various estimates available show great variation. See Rita Hinden, “Palestine and 
Colonial Economic Development,” The Political Quarterly, Jan.-Mar., 1942, p. 94; 
Economic Research Institute of the Jewish Agency for Palestine (hereinafter referred’ to 


as the Econ. Research Inst.), Bulletin, Vol. 7, p. 9 (1943). The above figure is the esti- 
mate of Dr. Josef Cohn, of the Jewish Agency, and seems the most reliable. 

4See W, Dusterwald, “Foreign Investments in Palestine,” Palnews Economic Annual of 
Palestine (hereinafter Palnews), 1937, pp. 172-78. 

3 See estimates by Dr. Ludwig Gruenbaum, “Palestine’s Balance of Payments,” Palnews, 
1938, pp. 96-104. 

See comparisons for 1935, the year of heaviest capital inflow, and 1936, by Horowitz 
and Hinden, Economic Survey of Palestine (Tel-Aviv, Econ. Research Inst., 1938), p. 120. 
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The causal relationship between these heavy concomitant net inflows 
of capital and goods is crucial in our evaluation. Either of two extreme 
interpretations is possible. A heavy passive trade balance may be 
indicative of a basic ineradicable weakness of local industry and agri- 
culture, an inability to compete either in the domestic or in foreign 
markets. In this event, the heavy inflows of capital, which were clearly 
neither induced nor sustained primarily by strictly businesslike invest- 
ment calculations, may be viewed as a fortuitous stopgap, temporarily 
supporting a level of income and of population within the debtor area 
which will not be supportable when the capital flow ceases. The other 
possible interpretation is that the passive trade balance has been simply 
the result and medium of the capital inflow, and hence offers no basis 
for presuming any basic deficiency of Palestine’s economy. 

The evidence of the balance of payments seems definitely to support 
the latter interpretation. First of all, it is obvious that the extreme and 
closely correlated cyclical fluctuations in the trade balance and capital 
imports could not conceivably have resulted from corresponding year- 
by-year alterations in the basic competitive position of the Palestinian 
producers.’ This does not dispose of the possibility of a persistent 
and underlying weakness, keeping the trade balance too high through- 
out. However, the latter thesis may be tested, for in this event the 
balance of payments as a whole would likewise have been persistently 
weak, a disequilibrium which would have been mirrored in loss of ster- 
‘ling reserves and monetary constriction.® 

On the contrary, Palestine’s position has been characterized for the 
most part by monetary ease and financial strength. The Currency 
Reserve Fund (consisting almost exclusively of Empire securities and 
deposits with London banks) expanded three- to fourfold between 
March 31, 1929, and March 31, 1936; a similar increase in bank de- . 
posits and money in circulation would have been impossible in an econ- 
omy so closely attuned to its international transactions had the balance 
of payments been in disequilibrium. There is some evidence of strin- 
gency after 1935, when the inflow of immigrants and capital fell off rap- 


"Compare the estimates of capital import in the table below, and the official trade 
statistics. Of course, this comparison would prove nothing were the estimates of capital 
import derived from the trade figures. This, however, is understood not to be the case, 


*The loss of gold, amounting to no less than £P 2,305,000 on balance in the period 
1926-39, was no indication of balance of payments disequilibrium in a country on a 
sterling ‘standard. The exports were concentrated in the years 1931-34, when they totaled 
£2,848,000, net. This was gold attracted from local boards by the higher price resulting 
from the depreciation of sterling. This interpretation is supported by a study of Palestine’s 
national income in 1936, which attributes the gold sales in that year exclusively to the 
Arab population. Dr. Ludwig Gruenbaum, National Income and Outlay in Palestine 1936 
(Jerusalem, Econ, Research Inst. 1941), p. 54. 
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idly. Currency in circulation and bank deposits diminished moderately. 
The corresponding decline of the Currency Reserve Fund and in the net 
foreign assets of Palestine banks would seem to indicate that the 
supply of foreign exchange fell short of the demand. 

‘That a sudden decrease of capital imports should have produced. 
temporary difficulties in an economy so completely dependent upon 
heavy injections of purchasing power from abroad was of course in- 
evitable. In any event, a slight recovery of capital imports in 1938, 
‘even though to a level only slightly more than half the 1935 peak (see 
table on page 544), brought a simultaneous recovery of monetary cir- 
culation,’ total deposits, Currency Board reserves, and the net foreign 
assets of the banks, all signs of balance of payments adjustment. 

The balance of payments thus shows that the preponderant influence 
thus far has been the inflow of capital. Moreover, the capital inflows 
could in no sense have been the direct or indirect result of the passive 
balance of trade. These immigrant funds and foreign contributions 
were not attracted by high interest rates; nor were they imported in 
order to purchase foreign goods or to repay obligations incurred in 
heavy antecedent imports. The capital obviously came before the goods. 
Even in the case of German immigrants, who were permitted to take 
their funds only in the form of German products, the first motive 
clearly was to salvage as much of their resources as possible. 

It would be possible, by a study of the commodity distribution of 
Palestine’s imports, to obtain an indication of how this capital was 
transferred. It is not possible by this means, however, to obtain what 
we really desire, an evaluation of the expenditure of imported capital, 
from the point of view of whether it was employed to make the maxi- 
mum contribution to national productivity and capacity for absorbing 
immigrants. It is frequently assumed that such an indication may be 
found in the extent to which the capital was imported in the form of 
investment goods. Any attempt to apply this criterion first meets in- 
superable problems of definition.” Secondly, it ignores the fact that 

° The fluctuations in currency circulation from 1935 to 1939 mirrored largely periodic 
waves of hoarding induced by the political uncertainties of these years. The ability of 


Palestine to expand circulation (backed by sterling) was nevertheless an evidence of 
balance of payments strength. 


1 The major problem arises in the classification of imports of consumer durables and of 
their raw materials. The purchase of automobiles and building materials for the provision 
of more than the irreducible minimum of housing and transportation facilities represents 
something less than the most productive utilization of capital, from the point of view of 
national solvency. See p. 547, below. It is manifestly impossible to distinguish these uses 
in the trade statistics. . 

A second, and related, problem arises over the place of raw material imports. If for 
use in real investment, or to increase inventories, they may represent a productive 
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mere physical production or acquisition of instrumental equipment need 
not involve a productive utilization of funds. Since many of the Ger- 
- man refugees in particular who flocked to Palestine had little choice 
of the material form in which they might salvage their savings, it can- 
not be doubted that often the investment goods which they brought 
did not represent the ideal utilization of capital. Most important, how- 
ever, is the fact that imported capital may be used either to purchase 
foreign machinery or to pay for domestic labor and materials employed 
in domestic investment activities. A priori there is nothing to choose 
between these alternative utilizations, even though in the first case the 
capital will come in the form of capital goods and in the latter, largely 
as consumption goods purchased by bricklayers, quarry workers, and 
cement factory employees. 

The cyclical fluctuations in Palestine’s imports of both investment 
and consumption goods coincided, although the movements of the for- 
mer group were far more extreme. Immigration, capital import, and 
domestic investment activity, all closely related, set the pace of income 
creation within the country, and commodity imports of all kinds re- 
sponded. The resultant fluctuations in the trade balance are, therefore, 
obviously not to be explained by sudden changes in the basic com- 
petitive position of local producers or in the tastes of the population; 
the explanation is to be found in the fluctuations of income locally rela- 
tive to incomes in the rest of the world, and these resulted primarily 
from changes in the flow of capital, 

The problem of assessing the expenditure of imported capital there- 
fore remains. In the following section, this problem is attacked directly. 


II 


In the evaluation of the “solvency” of any economic venture, op- 
portunity cost would appear to be an indispensable criterion. This 
doctrine implies an economic value judgment: the equalization of re- 
turns at the margin ensured by the requirement that capital and labor 
engaged in whatever lines be paid a going return tends to bring about 
the optimum allocation of factors of production throughout the world 
economy. It may therefore be held that the capital invested and labor 
employed in Palestine must yield what they could have yielded else- 
where in order for this venture to be considered economically justified. 
However, it is neither useful nor fair to judge the Jewish economy in 





utilization of capital. But the steady flow of raw materials regularly consumed in current 
production must of course be paid for out of current revenue. These various purposes can 
likewise not be distinguished. 
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Palestine on this basis, Neither its capital nor its immigrants were 
attracted primarily by economic incentives. 

As we have seen, perhaps 60 per cent of the total capital imported 
into Palestine was brought in by the immigrants themselves. Roughly 
20 per cent more was the free contribution of the outside world. None 
of this capital imposed an obligation upon the country to pay interest 
or dividends, or indeed eventually to repay any debt, to outsiders. The 
mere lack of legal obligation need not of course invalidate the applica- 
tion of the criterion of opportunity cost. It is, however, difficult to see 


CAPITAL Imports AND JEWISH INVESTMENT IN PALESTINE IN £P 000 


~ = eo ae 


Items | 1932 | 1933 | 1934 | 1935 |1936 | 1937| 1938 | Total") % 
Purchases of land from non- 

Jews 149 ; 850 | 1,650 | 1,700) 400) 500} 600 | 5,849) 12.6 
Agriculture and citriculture} 1190 | 1400 | 1,500 | 1,000) 1200) 1100; 900 | 8,290; 17.9 
Construction - 1094 | 2900 | 5,000 | 5,600) 3700| 2800} 1900 |22,994| 49.5 
Industry and handicraft } 240 | 650 | 1,500 | 1,500) 1200| 1000 EN 9,300| 20.0 
Transport, commerce, etc.J} 260 | 200 350 | 1,200) — | 100) 100 

Total 2933 | 6000 {10,000 111,000) 6500, 5500) 4500 |46,433/100.0 
Capital Import — | 6000 /10,000 j12,000) 7000! 5000| 7000 | — 





Source: Adapted from Horowitz and Hinden, Economic Survey of Palestine (Tel-Aviv, 
Econ. Research Inst., 1938), p. 13; “Capital Imports and Investments in 1938,” Palestine 
Review, Vol, 4 (July 28, 1939), p. 235; Econ. Research Inst., “Industry in Palestine—Achieve- 
ments and Possibilities” (mimeo., 1941), p. 8. 

e The following estimates have been made of the total investments of “the Jewish sector 
of Palestine” for the entire period 1921~1940, excluding land purchases and communications. 
Figures are in £P millions: 


Construction 42.3 
Farms 14.6 
Industry 12.0 
Commercial 9.2 

Total 78.1 


Source: Alfred Bonné, The Economic Development of the Middle East (Jerusalem, Econ. 
Research Inst., 1943), p. 74. 


the relevance of such an analysis. The Jewish settlers in Palestine did 
not always have or desire alternative opportunities for productive in- 
vestment. The capital-owning immigrants chose for personal reasons 
to set themselves up in former or new occupations, and to build their 
own houses, whether or not they could in this way earn a maximum 
return on their own capital. Foreign philanthropists offered their sav- 
ings for the purchase and reclamation of land, for building schools and 
hospitals. If the compensations of such choices were considered suffi- 
cient by these investors to offset opportunity cost, or any “time 


Ld 
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preference” they may have felt, the economist may not gainsay the 
wisdom of the decisions on exclusively financial grounds. 

In the present paper, we are not interested in whether the world’s 
total income might have been greater if the Jews had not been driven 
to Palestine, or whether they can pay a going return on labor and 
capital, as ends in themselves. The ability to pay 6 per cent on capital 
is not necessarily indispensable to national survival or national 
“solvency,” as we employ the terms. All that is indispensable, if the 
people are not to suffer at least a decline in real income, is that the 
physical equipment which their capital has been used to acquire or 
produce be maintained out of current revenues. 

The table on page 544 presents a rough estimate of the ways in which 
the Jews have invested their capital in Palestine. It is clear that virtu- 
ally all the investment has been financed out of savings brought in from 
abroad. There have been heavy drains upon these incoming funds. 
Some of the drains are typical and inevitable concomitants of all large- 
scale colonial developments. Others are attributable to the peculiar 
drawbacks of this particular venture. 

Palestine’s greatest drawback is the lack of any appreciable areas 
of frec, unscttled, and readily cultivable land. Land prices have soared 
because of the insistent demands of the Jewish settlers, causing a con- 
siderable depletion of Jewish capital.“ Various sources indicate that the 
average price which the Jewish Funds (through which the bulk of the 
land has been purchased) have had to pay for unimproved agricultural 
land in the plains, in areas far from cities, exclusive of special compen- 
sation to Arab squatters, has been about $140-$160 per acre.” Com- 
parison with the prices of land in other countries of course involves 
gross oversimplification, but it shows unmistakably how handicapped 
was Jewish colonization. The price of land in the Yuma, Arizona, proj- 
ect of the U. S. Federal Bureau of Reclamation, where climatic and 
soil conditions are closely comparable with those in Palestine, is $32 

*See Abraham Granovsky, Land Policy in Palestine (New York, Bloch, 1940), pp. 
ee he only to the extent that payments were made to Arabs did the Jewish com- 
munity as a whole suffer a net loss of capital. Jews were likewise guilty of purchasing 
land for resale. However, to the extent that the Jews held land out of use, the viability 
of Palestine as a whole was undoubtedly impaired, for such land might meanwhile have 
been productively employed. And to the extent that Jewish speculators used their profits 
in consumption, the community as a whole suffered a diversion of its capital from pro- 
ductive investment. 

2 There were enormous variations between different individual transactions, and it is 
difficult to obtain a definite, generally accepted estimate; however, this figure may be 
taken as fairly representative. See among others G. Muenzner and E. Kahn, Jewish 


Labour Economy in Action (Jerusalem, Econ. Research Inst., 1943),-pp. 8, 23; Econ. 
Research Inst., Bulletin, Vol. 6, p. 39 (1942). 
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per unimproved but irrigable acre.”* Prices on other American irrigation 
projects are as low as $5-$15 per acre. 

Another important use of Jewish capital that represented, in part, a 
“dissipation” thereof attributable to the peculiar character of the 
Palestine venture was the heavy expenditure by the National Funds 
for social services—education and technical training, health services, 
public works, financial assistance to immigrants, and the like. The 
quality of the schools, hospitals, and health and other services with 
which the Jewish agencies have endowed Palestine have all been in 
Keeping with the loftiness of their aims. 

While the distribution of free contributions to the National Home 
had no need to be guided by considerations of financial gain, it may 
still be argued that some of these heavy expenditures were in a sense 
economically unfortunate. In a growing economy, where capital is 
scarce, a high propensity to consume is an obstacle to the attainment 
of the maximum rate of growth and absorption of new settlers. These 
services were in part a species of consumption. Moreover, the govern- 
ment of Palestine was financially capable of supplying many of them.” 
The solvency of the National Home might well have been enhanced by 
an appropriate fiscal policy, cutting into consumption and supplying 
minimal social services with the proceeds, which would have freed more 
of the national capital funds for productive investment. 

As the table on page 544 indicates, roughly one-half of all Palestine’s 
capital imports have gone into building. By far the greater portion 
of this has been for housing. All observers agree that the physical 
fruits of this investment have not been commensurate with the expendi- 
tures. The insistent demands of the unorganized incoming settlers, and 
the resultant feverish tempo of building activity during peak years of 
immigration inflated costs enormously. Severe periodic shortages of 
labor and strong unions made building wage rates the highest in the 
country. Moreover, the quality of the industry’s performance was 
generally poor, particularly at the outset, due to its typically small-scale | 
organization and the fact that most of the workers were relatively new 


eU, S. Department of Interior, Bureau of Reclamation, “Yuma Federal Reclamation 
Project” (1936), p. 20. 


1 The Treasury showed a net surplus of £P 4,425,000, or almost 6 per cent of total 
revenue, in the period 1920-41. The government did in fact make appreciable expenditures 
for social services, from tax receipts raised primarily by levies on the Jewish economy. 
But, as it freely admitted, the Arabs were the principal beneficiaries; the Jews being 
provided for by their National Funds, the Arabs’ needs were deemed relatively greater, 
as indeed they were. See Palestine Royal Commission, Report, pp. 128-29, 310-17, 333-44; 
Gruenbaum, of. cit., pp. 36, 61, 64, 104. 
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immigrants themselves, with little previous experience in this exacting 
work.*® 

The construction of houses increases national wealth, and gives rise 
to consumer satisfactions over a period of time. Nevertheless, it is a 
form of consumption. Houses do not support workers in productive 
operations, or raise their productivity. They do not.create the vendable 
goods or services which maintain intact the value of the investments 
which they represent; their depreciation and obsolescence must be pro- 
vided out of income derived from other sources. While this is not true 
for the individual house-owner who rents it out, it remains true from the 
point of view of the economy as a whole. From the point of view of 
national solvency, therefore, any such expenditures over and above the 
provision of the bare essentials are unfortunate. Despite the fact that 
housing standards in Palestine remain very inadequate by Western 
standards,” it cannot. he doubted that the heavy expenditures for hous- 
ing involved a considerable “dissipation” of capital. Here as in the ex- 
penditures for social services is indicated the difficulty of engaging in 
a colonizing venture by the import of labor accustomed to a standard 
of living high by colonial standards. 

It may be concluded from the preceding discussion that the Jewish 
capital which has flowed into Palestine has in large measure been dis- 
sipated. This is not to say that it has been used simply to sustain con- 
sumption at levels higher than justified by earnings. The predominant 
portion has been invested productively, in a physical sense.” Never- 
theless, it has not been employed as productively as might have been 
hoped, or as might have been the case in earlier colonial ventures in 
other countries, where conditions were more propitious from the purely 
economic and political point of view.* 

% See Econ. Research Inst., Housing in Jewish Palestine (1938), pp. 144-94; Horowitz 


and Hinden, op. cit., pp. 116, 196; “Palestine and the Investor,” Economist, Vol. 121 
(Sept. 14, 1935), p. 523. 


€ See Econ. Research Inst., Housing in Jewish Palestine, passim. 


" Gruenbaum’s careful national income estimates for 1936 show that net dissavings by 
the Jewish economy amounted only to £P 98,000 in that year, whereas the net increase 
of real wealth amounted to no less than £P 8,327,000. The net increment to purchasing 
power from capital imports of £P 8,425,000 was thus in only very small measure actually 
consumed, an excellent showing considering that many of the immigrants could not pos- 
sibly have earned their way in 1936. National Income, pp. 12-18. 


*Thus Gruenbaum’s estimates of wealth creation include the heavy investment in 
buildings and land, at their inflated costs. This is unavoidable, but it hides the fact that 
much of this investment was a form of consumption of capital, from the national point 
of view, and that the actual amount of shelter and soil obtained was relatively small for 
the high monetary cost. 

The present paper does not attempt to discuss the complicated political issues sur- 
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The predominant portion of the capital which has poured into 
Palestine, it should be repeated, has belonged to the people who used 
it; and much or most of the remainder was the gift of the outside 
world. Such capital employed in the purchase of unimproved land does 
not have to yield a net return for the farmer to be solvent, by Western 
standards, so long as the original fertility of the soil is maintained. The 
specific investments having been made, the costs may be ignored, from 
the point of view of national solvency. The schools, hospitals, homes, 
and farms which they provided are in the nature of an outright gift, ` 
a permanent unburdened contribution to the foundation for a solvent 
economy. 

The task remains of assessing the solvency of this economy. The 
partial dissipation of Jewish capital has diminished the size of its con- 
tribution to a stable economy. The crucial question is whether this 
diminution has jeopardized national chances for survival. 


IV 


The fundamental determinant of whether or not, or how well, a 
society can survive is its productivity. If a unit of local labor ultimately 
proves incapable of the same output asin other countries, after pay- 
ment of inescapable capital charges, its real income must remain - 
lower than that of foreign labor. Capital, if productively invested, will 
permanently raise this productivity; to the extent that it imposes no 
external charges, the net contribution to real income is further increased. 
The ultimate cessation of capital inflow, which seems as inevitable in 
the case of Palestine as in that of other debtor countries, must leave 
the Jewish economy capable of producing and selling, whether to its 
own consumers or to outsiders, at prices equivalent to world prices; 
otherwise, some diminution of real income is inevitable. Thus the best test . 
of the productivity of the Jewish producers and, hence, of the viability 
of the entire economy is their present and prospective ability to compete 
in the world market. 

The acid test of the market indicated unmistakably, during the 
1930’s, that large segments of Jewish industry and agriculture were 
having difficulty in competing at home and abroad. Jewish vegetables, 
dairy and poultry products were more expensive than the native Arab 
and foreign produce. Cereals and meats were imported in large quanti- 


rounding Jewish settlement in Palestine. It must be pointed out, however, that active 
governmental assistance—e.g., in controlling land speculation—would have gone far to 
assure the success of Jewish colonization. 

2 Palestine may hope for a more or less permanent inflow of certain remittances, be- 
cause of its peculiar cultural and religious position. But the preponderant inflow has been 
on capital account, and this cannot continue indefinitely. 
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ties, and there was no prospect of adequate domestic production. The 
strength and pervasiveness of protectionist sentiment among supporters 
of industrialization, the complaints against “cheap” foreign labor, and 
the slow progress of manufactured exports” all seemed to indicate a 
similar difficulty in industry. 

In large measure, natural limitations have been to blame for these 
difficulties. Industry has doubtless been retarded by the lack of local 
supplies of coal, metals, wood, and textiles fibres. Agriculture suffers 
‘from Palestine’s lack of great areas of cheap cultivable land and 
-adequate year-round rainfall. Although irrigation and reclamation 
projects and other ameliorative measures can and have overcome these 
deficiencies, such measures inflate costs. Cereal cultivation thus is not 
considered economical in intensive irrigation farming. Livestock re- 
quire grazing space,- which Palestine cannot offer; this lack of pasture 
has necessitated purchase of expensive foreign concentrate feeds, which 
have increased the costs of Jewish dairy and poultry products.” 

In the circumstances, Jewish labor costs appear to have been bur- 
densome. Jewish farmers have had difficulty in competing with fami- - 
lies of indigenous cultivators who subsist at a level of living which the 
Jews consider intolerable. Partly because of the efforts of what is, prob- 
ably, relatively the strongest independent labor organization in the 
world,” industrial wage rates have been high compared not only with 
those of the local Arabs”? and of workers in other oriental debtor 
areas, but also with those of labor in large sections of Europe, although 
of course much lower than those prevailing among the great and rela- 


” Palestine’s exports of manufactures amounted to only £P 559,000 in 1937 and £P 765,000 
in 1939, both record levels; these may be compared with total imports of manufactures 
amounting to £P 10,090,000 in 1937 and £P 9,362,000 in 1939, and with a gross output 
of Jewish industry alone of £9,109,000 in 1937 and considerably more in 1939. 

On the other hand, the steady increase in production by truly infant industries for a 
largely unprotected domestic market, subject to extreme competition from abroad, was 
no slight accomplishment. The above generalizations do not pretend to be a thorough or 
balanced evaluation of the record of the Jewish economy. 

2 See I. Elazari-Volcani, Planned Mixed Farming (Rehovoth, 1938), pp. 25, 35, 89, 
106; Horowitz and Hinden, op. cit., pp. 56-58; Palestine, Department of Agriculture 
and Fisheries, Annual Reports: for the year ending March 31, 1938, p. 38; year ending 
March 31, 1939, pp. 13-14. 

2The General Federation of Labor, the Histadrut, had a membership in 1942 em- 
bracing one-fourth of the total Jewish population, and about 73% of the Jewish working 
population. Muenzner and Kahn, op. cit., p. 1, and passim; see also Abraham Revusky, 
The Histadrut (New York, League of Labor Palestine, 1938). 


"It has been possible to have, in effect, separate wage levels for Jews and Arabs partly 
because of the strong Jewish unions, which have had relatively little success in organizing 
Arabs, partly because of the understandable tendency of the Jewish economy to offer 
employment primarily to Jews, although there are many exceptions in this regard, and 
partly because of the superior productivity of the Jewish worker. 
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tively underpopulated areas of North America and Oceania and in the 
advanced economies of western and northern Europe.” In view of the 
heavy concomitant inflow of capital which was not attracted by the 
usual economic inducements, it is quite possible that these wages may 
have been temporarily supported by consumption of the incoming 
capital, and may prove uneconomic in the long run. 

One major exception to these generalizations deserves brief men- 
tion. In 1937 no less than 60 per cent of the total value of Jewish 
agricultural output consisted of citrus fruits, over 95 per cent of which 
were sold abroad.” Citrus exports increased from £P 556,000 in 1929 
to £P 4,327,000 in 1937. The growth of this specialized export trade 
has been, in terfms of the value of its product, probably the most im- 
portant single accomplishment of Jewish development in Palestine thus 
far. Financed almost exclusively by private capital, it has prospered 
and paid returns on the investment. The keys to this success have been 
excellent conditions of soil and climate (neither here nor in California 
has the need for irrigation proved a decisive handicap) and a mana- 
gerial efficiency declared by many observers to be the equal of that 
anywhere else in the world. 

Evidences of competitive difficulties are not a conclusive proof of 
permanent disability. A relative rise of domestic prices and costs com- 
pared with prices and costs abroad is of course an almost invariable 
counterpart of heavy capital inflow. As a result, domestic producers 
suffer disadvantages in competition with outsiders, exports lag, and 
imports soar. It was thus not an abnormal phenomenon that Palestine’s 
costs and prices were high during the 1930’s, that her producers were 
too young and preoccupied with the insistent needs of the home mar- 
ket, which they were usually unable to supply adequately, to be able 
to spare goods for outsiders. Only in the citrus trade, whose output 
was determined largely by tree-plantings many years in advance, and 
whose sales were almost exclusively in foreign markets, did exports 
rise continuously and rapidly.” 

The successful fruition of a large-scale colonial venture requires 
time as well as capital. Indeed it is in large measure because it requires 
the one that it also requires the other. This has been particularly true 
in the case of Palestine. A people who had by force of laws and ancient 

™ See Palestine, Report of the Wages Committee, 1943, pp: 9, 47; Palestine, Statistics 
Office, “Real Wage Statistics Bulletin,” 1939; Horowitz and Hinden, op. cit., pp. 194-96. 

* con. Research Inst., Bulletin, Vol. 2 (1938), pp. 94-95, 


“2 Professor Viner has noted precisely the same phenomenon in the experience of Canada 
in the period 1900-13, both the weakness of exports in general and the strength of a few 
exceptional exports, Canada’s Balance of International Indebtedness 1900-1913 (Cam- 
bridge, Harvard Univ., 1924), p. 274. 
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custom been confined to urban living and commercial pursuits > 
o rehabilitate themselves along rural and industrial lines. An exty 
linarily high percentage of Jewish workers and entrepreneurs an ea. 
upon new and un/amiliar trades in their new home.” The formal tr A 
ing of immigrants for new occupations and their attainment of iy a 
nical proficiency all take time. The expenses of shifting anq retraj Sch. 
them, of supporting what is generally considered a decent wage s g 
ture, part of which may, at least temporarily, not be justifie q Tuc. 
nomically, the losses on uneconomic investments—these are all co. 
charges against the capital “invested” in building the Jewish N Oper 
Home. Since most of the capital has demanded no return Pal lona] 
solvency has not been jeopardized by these charges. . ° © “Stine’s 

In any event, the majority of these initial costs are by the; 

nonrecurrent. Succeeding generations may learn by apprentice lature 
in educational institutions supported out of current revenue, i P, or 
labor supply, a fund of technicians and managers, and an effics Skilled 
ganization, once constituted, are in large measure self-perpetu, 2t or- 
is the initial production which is costly. The fact that the Jews batt __ . 
been able to expend great efforts on schools, training programs, i 
periment stations, and laboratories, is in itself the best possible guar- 
antee of success. 

The sudden cessation of capital imports and immigration, after a 
particularly ebullient period of development, provides a severe test of 
the ability of an economy to survive. There is reason to believe that a 
reaction to the boom conditions of 1933 to 1935 would in any case 
have occurred in Palestine. The drastic reduction in imports of men 
and capital and the economic dislocation caused by the Italian in- 
vasion of Ethiopia, by the Arab insurgence which persisted from 1936 
to 1939, by the political uncertainties culminating in 1939 in the White 
Paper and the war, all made the decline in economic activity precipitate 
and prolonged, and made the necessary adjustments the more difficult. 
As the table shows, investment activity slumped. The building industry 
suffered most severely, the deflationary effects spread through the 
economy, and unemployment appeared in the cities. 

A depression which is largely attributable to political unrest and to a 
rapid decline in immigration and capital import does not, per se, prove 
that an economy is “insolvent.” What is required is an analysis of that 

"An inquiry about 1937 showed that between 40 per cent and 98 per cent of the 
Jewish workers in the various occupations had learned their current trade after coming tg 
Palestine. Dr. Erwin Wittkowski, “The Development of Industry in 1937,” Palnews, 
1938, p. 44. 


8 See the table above. Net immigration declined from 63,500 in 1935 to 30,600 in 1936 
` 11,100 in 1937. 
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pp, to see to what extent the economy was able to make the 
epressior? 7 necessary to survival and continued growth. 


adjustmen”™” e rates of Jewish labor, which had soared by 1934 to 36 
Daily w4 ve their 1932 level, declined steadily thereafter, until in 
er cent aD 939, they were only 12.5 per cent above that 1932 low 
ceptember, rratic rise and decline, apparently unduplicated anywhere 
oint. This € -Jd, supports the suggestion that the high wage rates of 
else M the ee Q’s were in large measure simply the result of the capital 
spe middle 1 wage rates may eventually have to fall even farther to 
inflows- laera ful competition with foreigners. The largest declines 
mit of SUC ne largest rises before that year, were in the home- 
i tment industries connected with building, rather than in 
m rket inves “ing and export trades. Nevertheless, this evidence of 
,port-compy -,<, would seem to offer some basis for an expectation 
pe further adjusted, if necessary.” 


There is evi 
of manage ‘ 
pdg those who survived. If not all the ventures undertaken during 


<” prosperity survived, most of them did take root in a market perma- 
nently expanded by the previous immigration. g 
The economic picture after 1935 was by no means completely or 
even primarily black. It was a period of difficult adjustment, not of 
general decline. There were many counterbalancing evidences of con- 
tinued healthy growth, as thé capital investments of the preceding 
years continued to bear fruit. Jewish agricultural settlement fell off 
but little after 1934-35, as the table indicates, and the output of these 
colonies continued a rapid expansion.” This increase mirrored not only 
the dominance of a secular growth. Whereas the 1932-35 boom had 
brought about a marked movement of labor from farms to towns, thus 
raising agricultural wages along with the rest, the decline of urban 
activity after 1935 reversed that movement.” .This helped domestic 
agriculture to supplant imports, a typical form of adjustment to a 
decline in investment activity and capital imports. : 
The continued expansion of large segments of industry was also 
indicative of successful readjustment. Building and the building mate- 
rials trades declined for several years (see the table). Some domestic 


2 The Histadrut is a Zionist organization, with a zealous desire to foster economic de- 
velopment, and not simply a trade union. Its member organizations have been said to be 
quite sensitive to the capacity of industry to pay. Leo Wolman, report on “Labor,” | 
Reports of the Experts Submitted to the Joint Palestine Survey Commission (Boston, 
1928), pp. 497-99, 524. 

» See Palnews, 1938, p. 21. 

Horowitz and Hinden, op. cit., p. 16. 
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consumer goods industries, notably textiles and clothing, shared in this 
decline to a much less marked degree. On the other hand, such in- 
dustries as the chemical, food, and electrical either remained strong or 
continued to expand. Total sales of electricity in Palestine for power 
alone (not including for irrigation) rose by 32 per cent between 1935 
and 1937. According to estimates by the Jewish Agency for Palestine, 
the number of Jewish industrial and handicraft enterprises increased 
from 4,615 to 5,606 between 1935 and 1937, their capital from 
£P 8,654,000 to £P 11,637,000, and their output only slightly from 
£P 8,593,000 to £P 9,109,000, although their employment declined in 
the same period from 32,800 to 30,000.% In view of the rapid declines 
in some very important sectors of the economy, this was by no means a 
discreditable showing. 

The decline of the building industry, compensated by the rise of 
others, was not simply a cyclical phenomenon. Workers in these trades 
constituted no less than 43.0 per cent of the total Jewish labor force in 
1925 and only 19.4 per cent in 1935, both peak years; the percentage 
was 10.6 in 1937, as against 13.5 in 1932, despite the fact that build- 
ing activity was twice as great in the later year. The increasing di- 
versification of employment and the increasing emancipation from 
those trades most clearly and directly associated with capital inflow 
and immigration, both mirrored in these statistics, are signs of the 
sound economic development of the Jewish economy. 

The strength of industry was made possible in part by a deeper 
probing of foreign markets. We have here an interesting illustration 
of the process of balance of payments equilibration. Palestine’s exports 
of manufactures had risen slightly from £P 280,000 in 1931 to 
£P 312,000 in 1932, and then declined to £P 306,000 in 1933 and 
£P 294,000 in 1934, at a time when domestic production was increasing - 
rapidly, and when other countries of the sterling area were experiencing 
a notable recovery of exports. The reasons for this weakness must be 
found in the effects of the capital inflow and heavy domestic invest- 
ment. With the reaching and passing of the peak of the cycle (in 
1934-35), exports of manufactures increased to £P 370,000 in 1935, 
£P 559,000 in 1937, and £P 765,000 in 1939. The recovery of world 
trade undoubtedly contributed to this expansion (until 1937), but it 
is evident that equilibrating factors were at work, that Palestine was 
adjusting to its altered position, and that it was .gaining economic 
maturity. 


2 Compare Wittkowski, op. cit., p. 39, and Econ. Research Inst., “Industry in Palestine” 
(mimeo., 1941), p. 1. 
"Horowitz and Hinden, op. cit, p. 106. 
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The supplanting of imports was more important than the increase 
of exports in sustaining economic activity. This trend was especially 
marked in the case of farm products.** Local self-sufficiency in indus- 
trial products seems likewise to have increased, as expanded output in 
some branches matched the declines in others, while imports fell.* 

Thus it may be concluded that the phenomena of 1935-1939, the 
deflation of incomes relative to incomes abroad, the particularly severe © 
depression of certain industries, represented at once a normal reaction 
to a decline of capital import, and a process of essential adjustment. 
As we have seen, the balance of payments adaptations were made, al- 
though not without signs of stress; the trade balance was cut, and 
equilibrium was restored. At the same time, through the transitional 
difficulties, one may readily perceive the signs of continued secular 
growth, of economic maturation. 

The ultimate test of the viability of an economy is whether in fact 
it does survive and grow. Palestine has not yet been put to the ultimate 
test, because it has not yet had to do without any aid from the outside. 
The economic and political difficulties of 1935-39, however, were by 
no means easy tests. It must be conceded that the continued growth 
and survival not only of the economy but also of the great majority of 
individual enterprises in these years merit an initial favorable judg- 
ment. 

While the agricultural communities required initial outright subsi- 
dization in land purchase, clearing, and settlement, they have not re- 
quired continual additional doses of aid in order to subsist. The un- 
broken increase in their number, the continued growth and survival of 
virtually all, and their provision of an adequate living to the Jewish 
settlers provide evidence that they are “going concerns,” from our 
point of view." 

The same sort of evidence is even more convincing in the case of 
Jewish industry, which is predominantly private, and has received very 
little direct subsidy or tariff protection. Had the capital invested therein 
proved commercially unproductive, the life of each enterprise would 
have been a cycle ending in extinction as its substance was exhausted. 


See Palnews, 1939, p. 75. 


* The experience of the cement industry illustrates clearly the process of balance of 
payments equilibration. During the building boom, imports rose far more rapidly than 
domestic production, the latter being incapable of supplying the great demand. In the 
downturn the reverse was true. Home industry supplied 73 per cent of apparent con- 
sumption in 1938 as against 53 per cent in 1935. See Palestine Blue Books. For other 
examples, see Painews, 1938, pp. 20, 41-42, 93-94. 

The Jewish Agency notes, moreover, that the colonies have begun to repay their 
original debts. Memorandum Submitted to the Palestine Royal Commission (London, 
Jewish Agency, 1936), p. 122. 
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Total nationa] production would in this event have fluctuated merely 
in accordance with capital inflow, with a time lag reflecting the average 
duration of the investments. The record belies any such interpretation. 
-~ The total exhibits a continuous increase, year by year, in number of 
establishments, capital investment, output, and workers employed. 

The conclusions of this section may be summarized. The period 
1918-39 was a transitional one for the Jewish economy in Palestine. 
‘The heavy capital imports and the difficulties in competing in world 
markets were not necessarily an indication that the venture lacks 
solvency: on the contrary, these phenomena are the normal character- _ 
istics of such a process of development. Moreover, positive indications 
of an ultimate ability to support the present, or a larger, population at 
current, or somewhat higher, real incomes are also available: notably 
the successful adjustments of the balance of payments, as well as of 
wage levels and other costs, to an abrupt termination of capital im- 
port, the secularly increasing ability of the economy to provide its own 
requirements out of current production, and the survival and con- 
tinuous growth ‘of individual enterprises and of agriculture and in- 
dustry in general. 


V 


The Second World War brought considerable hardship to Palestine. 
The virtual closing of the Mediterranean practically eliminated citrus 
fruit exports, causing major dislocations in this important segment of 
the economy. The bulk of the population has suffered far more from the 
extreme inflation, caused, on the one hand, by the sudden reduction of 
many important imports, and, on the other, by the great demands of 
the Armed Forces, of neighboring countries previously supplied else- 
where, and of the local population itself, its money incomes swollen by 
the inpouring of foreign expenditures. 

The war has thus brought opportunity as well as hardship. Army 
contracts placed with local (predominantly Jewish) industry totaled 
£P 10,000,000 in 1942. New footholds have been obtained in foreign 
markets, notably in neighboring Near Eastern countries’ and in Eng- 
land, where Palestine has supplanted Germany as the main supplier of 
potash. As a result, the peacetime progress of agricultural output has 
been greatly accelerated. The number of workers employed by Jewish 
industry had by 1942 almost doubled and the gross output (in value 
terms) quadrupled that of 1937." More startling than the absolute 


“With wholesale prices more than doubling in the interim, the expansion of physical 
output must have been considerably less, perhaps less than 100 per cent. However, rapid 
progress is understood to have continued during 1943. -It may be noted that industrial 
consumption of power increased from 20,200,000 k.w.h. in 1939 to 41,000,000 in 1942. 
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growth has been the increased variety of production. Metal industries 
have come to employ more workers than food industries; production 
of electrical equipment, precision instruments, various chemicals and 
pharmaceuticals, machines, machine tools and parts, have all ex- 
panded enormously along with textiles and clothing.” 

The counterpart of the inflow of foreign expenditures, augmented 
by a continued though diminished stream of private and national capital 
imports, has been a rapid accumulation by Palestine of liquid inter- 
national assets. The total of Palestine’s wartime acquisitions of sterling 
balances was estimated at no less than £77,000,000 as of September, — 
1943, a figure equalling 60-65 per cent of the total pre-war capital 
import.°° 

If Palestinians had had large foreign debts, these accumulating 
balances could have been used to pay them off, as other countries of 
the British Empire have been doing. Instead they may and doubtless 
will be used after the war, within the limits of Britain’s ability to repay, 
to finance a heavy renewal both of consumption and investment, the 
latter increasing the real wealth of the country, the productivity of 
its labor, and its ability to absorb a greater population. While a large 
portion of the wartime gains will prove but temporary, and while 
there will be a need for drastic readjustments at its close, it is never- 
theless clear that the war is greatly intensifying and accelerating the 
economic development of Palestine, and is helping to lay the founda- 
tions for a stable and self-supporting economy. 


VI 


What are the factors which must be considered in assessing the 
ability of the Jews already in Palestine to maintain their present stand- 
ards of living in the future? On the one hand are the country’s limited 
areas and natural resources, and sparse rainfall. On the other hand, 
the heavy use of capital to reclaim, irrigate, and till a soil which is 
naturally rich and varied, and to set up modern factories, has already 
gone far and may be expected to go farther to offset the natural limita- 
tions, particularly since only a portion of the capital has had to earn a 
competitive rate of return. l 

Moreover, it is generally conceded that, although there is abundant 
room for improvement, Jewish labor is more productive, and Jewish 
management more efficient, than other Near Eastern labor and man- 

38 See the Bulletins of the Econ. Research Inst.; Robert Szold, “War-Time Palestine,” 
The New Palestine, Feb. 4-18, 1944; issues of Palestine and the Middle East; Walter C. 
Lowdermilk, Palestine, Land of Promise (New York, Harper, 1944), pp. 113-14; “Palestine’s 


Economic Progress,’ Economist, Vol. 139 (Nov. 9, 1940), p. 577; and “Industrial Pales- 
tine,” Economist, Vol. 143 (Aug, 15, 1942), p. 207. 


2 Econ. Research Inst., Bulletin, Vol. 7 (1943), p. 46. 
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agement, because the Jews have been indoctrinated with Western 
economic motives and methods, and have the particularly powerful 
incentives of force of necessity and a strong ideal. Further, the Jewish 
agencies have made heavy expenditures upon training and guidance, 
and everywhere the stress is upon a heavy endowment of research and 
the maximum application of modern methods. 

There is still need for great improvement, particularly if the limited 
resources of Palestine are to be mobilized effectively enough to support 
_a larger population. The conscientious efforts of Jewish agricultural 
leaders to find new methods and crops, to adapt their organization to 
their physical environment and market situation are, therefore, favor- 
able signs. In general, these efforts take two separate paths. Many 
agronomists are attacking the problems of making mixed farming more 
economical, by improved crop rotation, superior organization, and by 
irrigation, in order that the Jews may continue to supply a growing 
proportion of domestic requirements of vegetables and dairy and 
poultry products.*° Others minimize the need for the security which self- 
sufficiency in food brings, and stress the possibility of developing agri- 
cultural specialties for domestic consumption or export, similar to citrus 
fruits. The citrus industry itself does not figure importantly in such dis- 
cussions, partly because of the general fears of excessive reliance on one 
export crop, partly because it was apparent during the late 1930’s, from 
the increasing marketing difficulties encountered, that the limits of Pales- 
tine citrus development had about been reached, given current world 
incomes, nutritional standards, and trade barriers. 

Other specialties are possible. Year-round vegetable gardening in 
the semi-tropical Jordan valley might find a great market in Europe, 
which enjoys local crops only during brief seasons. Again, the develop- 
ment of a modern organic chemical industry would provide an addi- 
tional market for many common agricultural products and by-products, 
and might in addition be codrdinated with the growth of various spe- 
_ Clalty crops such as soy beans, dates (a source of sugar for fermenta- 
tion processes), and groundnuts. Finally, a fuller exploitation of such 
cheap, hardy, indigenous cultures as dates, olives, and cactus has also 
been advocated.** Both cactus and the compressed residue of ground- 
nuts could provide a cheap yet excellent cattle fodder, replacing the 
expensive imported concentrate feeds. 

It is not possible to predict along what lines progress will actually 

* See Elazari-Volcani, op. cit, 

* Professor Manczkowsky, formerly of the experiment station at Rehovoth, has severely 
criticized Jewish agriculture on the ground that it uncritically transferred to Palestine 
at great expense the methods of European farming, many of which are unsuitable to 
local conditions, while ignoring many of these cheap and easy indigenous cultures. “Our 
Agriculture—A Foreign or Native Growth?” Palestine Review, Vol. 3 (1939), pp. 607-08, 
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be continued. Undoubtedly both self-sufficiency. and specialty farming 
will continue to be exploited, by the same sort of experimentation and 
application of the best available experience of modern science ‘which 
observers have noted and praised in the past.” 

The most obvious obstacle to large-scale industrialization of Pales- 
tine is its lack of the raw materials generally considered essential. 
Various considerations may be mentioned which mitigate this handi- 
cap, while by no means eradicating it. First of all, there are important 

‘familiar historical instances where good management, initiative, and 
ingenuity have overcome the lack of nearby raw materials. Secondly, 
economic distance may not be the same as geographical distance. 
Palestine, which is very favorably located for cheap ocean transpor- 
tation, may easily base an industry on many raw materials not present 
‘within her borders, in view also of the appreciable local and neighbor- 
ing markets. Thus it is not surprising that the textile industry has 
already expanded notably. Higher stages of fabrication and assembly 
of heavy metal products, encouraged by the war, may likewise be 
expected to expand. 

The world has experienced a second “industrial revolution” in the 
past fifty years, which has gone far to emancipate national industries 
from dependence upon local supplies of coal, wood, natural fibres, and 
the heavy metals. Palestine may prove admirably equipped for the 
exploitation of this new technology. A large portion of the oil in the 
Middle East flows to refineries at Haifa. The great depth of the Jordan 
valley and the Dead Sea provide the means for the generation of large 
quantities of cheap hydro-electric power. The rich mineral deposits of 
the Dead Sea are an abundant potential source of magnesium, as they 
are of potash and bromine, if cheap power is available. The raw cotton 
of Egypt and the cellulose and carbohydrate products of local agri- 
culture, as well as the petroleum by-products at Haifa, provide an 
abundant base for a chemical and plastics industry, and trained 
scientists are available in considerable numbers, in modern laboratories 
already having an enviable record of achievement. 

The example of Switzerland has often been stressed as one for 
Palestine to emulate, in developing a wide range of manufactures 
involving a high degree of labor skill and experience, capitalizing upon 
the relatively good education of the Jewish worker, and minimizing 
the importance of the cheap labor and raw materials which have been 
important factors in the development of industry in the past. The great 
success of a manufacturer of dentures, the war-created production of 
optical goods and precision instruments, and the diamond-cutting indus- 
try, brought to Palestine in 1940 by Belgian and Dutch Jewish refugees, 
are possible signposts in this development, 


“Notably Lowdermilk, op. ci., chap. 6. 
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Such efforts will, however, require far greater efforts than have thus 
far been made to create the major sine qua non, a large body of work- 
ers and technicians possessing both the necessary skill and the psy- 
chology and heritage of craftsmanship. It may be noted that the 
Zionist leaders, whose major stress thus far has been on working on 
the land, have come to realize this necessity, and plan to fill the gap. 
Accurate, dispassionate prediction is difficult, but the financial success 
of the broad range of enterprises already established, the great fillip 
given by the war, and the continued initiative of immigrants with 
industrial backgrounds, seeking ta make their way in new surroundings, 
all offer reason to anticipate a continued development of Palestinian 
industry, despite the difficult readjustments which peace will inevitably 
bring. 

The issue of the capacity of Palestine for absorbing new settlers 
hinges upon these prospects for agricultural and industrial expansion. 
Assuming continued economic development throughout the world, and 
an expansion of international trade, there are no limits assignable, a 
priori, to the population which any one region may support. Even if it 
is anticipated that there will be little future expansion of international 
trade, the population of Palestine will not have to be composed of a 
great number of self-sufficient units. Sufficient food for all may be pro- 
duced by a relatively small portion of the total, and mutually bene- 
ficial exchange may therefore support a relatively large urban indus- 
trial-commercial population. 

In order that the possibilities of population expansion be not limited 
by Palestine’s lack of large areas of cheap, cultivable land, the effective 
increase in the cultivable area by a system of irrigation is a central 
proposal in post-war plans for refugee settlement. It is by now authori- 
tatively established that enough land could readily be irrigated to 
make room for 100,000-150,000 additional farm families, and to pro- 
duce food enough for a total additional population of 2,000,000 to 
3,000,000.** Whatever the merit of these specific figures, their purport 
is sound: there is no inherent reason why lack of sufficient land, which 
is commonly referred to as the first major limitation upon this country’s 
absorptive capacity, need preclude a substantial expansion in popula- 
tion, even under the extreme assumption that it will have to be self- 
sufficient in food. While it would be necessary that capital be made 
available for such development, the required irrigation program, for 
which definite plans are being made,“ is not unusual either in kind or 
scope. 

“See, among others, Lowdermilk, of. cit., pp. 222-25. Volcani, in his book cited above, 
estimates that each “model” mixed farm could supply the food requirements of from four 


to six families. 
“ New York Times, May 21, 1944. 


/ 


560 THE AMERICAN ECONOMIC REVIEW 


It is clear that the continued absorption of immigrants by Palestine 
is contingent upon a continued inflow of capital. It is also clear that 
not all of this capital can be attracted by purely financial considera- 
tions. A multiple-purpose national system of water development, em- 
bracing the generation of hydro-electric power, irrigation, erosion and 
flood control, and development of the mineral resources of the Dead 
Sea, may possibly pay, in the narrow financial sense. Even if it does - 
not, such an investment may be considered economically justifiable. 
The United States and Australia have engaged in great irrigation 
projects, and continue to do so, even though these projects have seldom 
yielded a going return on the capital invested. Such expenditures, like 
those for the preservation of forests or the construction of schools, have 
definitely been added in these countries to the list of economic activi- 
ties which are not to be judged entirely on the basis of their ability to 
yield a direct return by sale of the forthcoming services. Moreover, 
the economic need, and the corresponding opportunities for financial 
success, are far greater in Palestine, where land prices are far higher, 
where far more intensive land utilization methods prevail, and where 
the level of incomes obtainable elsewhere (7.e., both in the countries of 
emigration and in alternative occupations) is so much lower. 

Whatever the success of the irrigation program alone, however, it 
will have to be accompanied by heavy expenditures on land purchase 
and settlement, immigrant training, and so on, as in the past. The 
colonization program as a whole, it can scarcely be doubted, will not 
return a going rate of income on the capital employed. 

The doubtful prospective profitability of the entire Palestinian de- 
velopment program, in a strictly financial sense, need by no means 
vitiate the chances for the ultimate emergence of a solvent and greatly 
enlarged Jewish economy, if the capital is forthcoming. As in the pe- 
riod 1918-1939, the increased productivity made possible by a capital 
coming in “without strings” is a net advantage, and if the costs which 
it defers are nonrecurrent, the heavy initial investment required may 
be forgotten. Once irrigated and leveled, Palestine’s land will bear 
bountiful crops which will certainly cover the costs of keeping the 
irrigation system going. Immigrant labor, once adequately housed and 
retrained, promises to be sufficiently productive to justify the invest- 
ment of private capital, as has been demonstrated in a number of 
instances. 

If the additional capital is not forthcoming, heavy additional settle- 
ment in Palestine will probably be impossible. In any case, the rapid 
progress of the past, and the successful adjustments since 1935, would 
seem to indicate that the future of the present economy, at least, is 
secure, barring misadventure. 


COMMUNICATIONS 


The British White Paper on Employment Policy? 


Since the publication of Keynes’s General Theory in 1936, there has been 
an ever-growing stream in all countries of books, pamphlets and articles on how 
to achieve and maintain employment. It has become quite impossible for 
economists—or anyone else—to read all these recipes, mainly because they 
all say more or less the same thing. They nearly all agree that the way to 
keep up the level of national employment is to keep up the level of national 
expenditure, This sounds simple and obvious enough, but it stands in marked 
contrast to the sort of things respectable economists and respectable govern- 
ments were saying and doing in the early thirties, when the practical problem 
of unemployment was most acute. The orthodox remedies at that time were 
(1) economies in public expenditure and (2) wage reductions, 

After some months or years of increasing misery and social stress, however, 
common sense and common humanity triumphed over the orthodox mystique. 
In one way and another, national expenditure was permitted to increase in a 
number of countries, and some measure of recovery was achieved in the 
process. The reason for the recovery was not always understood; it was at- 
tributed to cheap money, an unbalanced budget, raising of tariffs, devaluation 
of the currency, increasing the general price level, and so on, by the countries 
adopting these various measures. It was not realized that it was only in so 
far as the measures taken involved an increase in the total volume of spending 
in the country concerned that they could raise its level of employment at all; 
and that in itself a rise in prices, far from promoting recovery, diminished 
the effect in stimulating employment of a given increase in spending. Nor 
was any clear distinction seen between measures which involved a net increase 
in spending—and hence in employment—in the world as a whole, and those 
which merely diverted spending from the foreign to the domestic market, and 
thus increased employment at home at the expense of employment abroad. 

Despite the rising tide of agreement and understanding of the nature and 
causes of unemployment today, and despite the fact that some measure of 
economic recovery has been achieved by means of government policies in 
the past, Sir William Beveridge was not overstating it when he characterized 
the recent British government White Paper on employment policy as marking 
“an epoch in the economic and political history of Britain and so of the 
world.’” 


*Cmd. 6527. Published in U.S.A. by permission of the Controller of H. M. Stationery 
Office by the Macmillan Company. 


* The Observer (London), May 28, 1944, 
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There is nothing particularly novel about any of the measures there recom- 
mended, nor do they involve any revolutionary change in economic practice or 
organization. What is new is, first, that the government there “accept as one 
of their primary aims and responsibilities the maintenance of a high and 
stable level of employment”; and second, that the various measures proposed 
are commended as part of a single coherent plan. 

The plan is simple and straightforward. The total national expenditure 
(which determines the level of employment) consists of five main elements 
(Paragraph 42): 

1. Private Consumption Expenditure (Private expenditure on food, clothing, 
rent, amusements, etc.). 

2. Public Expenditure on Current Services (Expenditure by public authori- 
ties-on education, medical services, national defense, etc.). 

3. Private Investment Expenditure (Private capital expenditure on buildings, 
machinery, and other durable equipment and on additions to goods in stock). 

4. Public Investment Expenditure (Capital Expenditure on buildings, ma- 
chinery, roads, and other durable equipment by the central government, local 
authorities or public utilities). 

5. The Foreign Balance (The difference between exports, visible and in- 
visible, and imports, visible and invisible). 

The White Paper goes on to explain that it is mainly in items (3) and (5) 
that spontaneous variations in expenditure are most likely to occur and, 
at the same time, most difficult to control. “A business man deciding 
whether it is worth his while to sink more capital into his business will be 
influenced by a very wide range of considerations: whether his market is 
likely to grow or decline; what his competitors are doing; whether prices are 
likely to go up or down; whether the latest type of machinery is much superior 
to his own, and so on. It is in practice impossible to foresee with any certainty 
what decisions business managements will reach on these matters: the prevail- 
ing atmosphere of optimism or pessimism, particularly in periods of rapid 
industrial change, probably has as much influence on them as any independent 
analysis of the facts.” 

The last item (5), the Foreign Balance, is likely to be an important source 
of instability for Britain, because of her high dependence on foreign trade, 
but would obviously be of much less importance in the United States. 

What does the British Government propose to do about the fluctuations 
arising from instability in private investment and/or the foreign balance? 

Exports will be kept as high as possible, but Britain can obviously do 
relatively little to prevent their fluctuations, except by collaborating in various 
ways for the maintenance of prosperity in her overseas markets. The impor- 
tance attributed to international economic collaboration and to the promotion 
of full employment in other countries can be seen by the fact that the first 
chapter is largely devoted to the international aspects of employment policy: 

“A country dependent on exports—and relying largely, as we do, on the 
export of manufactured goods of high quality—needs prosperity in its oversea 
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markets. This cannot be achieved without effective collaboration among the 
nations. It is therefore an essential part of the Government’s employment 
policy to co-operate actively with other nations, in the first place for the re- 
establishment of general economic stability after the shocks of the war, and 
next for the progressive expansion of trade” (Paragraph 2). 

As to the second main source of instability, private investment, the British 
government feels that certain mitigating measures are possible. One of them 
is the economist’s good old friend, the rate of interest, which could not be 
entirely left out of the picture, though its inclusion is hedged by conditions and 
misgivings which suggest that it was mainly in deference to its age and re- 
spectability that it was included at all. In the first place it is pointed out that 
during the period of reconstruction when investment demands will be so 
pressing that not all will be able to be satisfied at once, not a rise in interest 
rates but rationing and control will have to be the method of selecting those to 
receive priority (Paragraph 16). Secondly the efficacy of the rate of interest 
as a means of regulating private investment even in more normal times is 
called in question (Paragraph 60). Recent evidence has tended to show that 
it is only in regard to highly durable investments, such as buildings, that the 
rate of interest plays any determining réle. 

As another approach toward mitigating instability of private investment, 
the government proposes to encourage “privately-owned enterprises to plan 
their own capital expenditure in conformity with a general stabilization policy” 
—by precept, by example, and even possibly by offering some financial induce- 
ment in the form of tax rebates (Paragraph 61). 

But if neither the interest rate nor the suggested “encouragements” suffice to 
iron out fluctuations in private investment, the government, in no way daunted, 
will proceed to vary its own investment expenditure—and if possible that of 
other public authorities—in such a way as to compensate and counteract 
whatever unevenness in private investment remains. In England at present, 
by far the major part of public investment expenditure is undertaken by local 
authorities rather than by the central government. It is proposed that these 
shall all submit detailed investment programs for five years in advance to 
some central codrdinating department, and the programs will then be adjusted 
upward or downward, forward or backward, in the light of the latest informa- 
tion on the prospective employment situation. A similar procedure is contem- 
plated for public utility companies (Paragraph 63). 

As a result of all these plans, the volume of capital expenditure as a whole 
should be kept on an even keel. But should this objective not be completely 
achieved, still another line of defense is created, in an attempt to vary the 
community’s expenditure on consumption. (This would also be necessary to 
compensate for fluctuations in the foreign balance, even if fluctuations in 
domestic capital expenditure were completely eliminated.) If no steps were 
taken to influence consumption expenditure, it would automatically fall off 
as a result of any fall in investment expenditure or in the foreign balance. But 
the White Paper proposes not only to prevent this “secondary deflation” 
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but also to influence consumption expenditure, if necessary, in a countercyclical 
way, so as to compensate for the initial fluctuations in investment or the foreign 
balance. 

The main instrument proposed for influencing consumption expenditure is 
the variation, in sympathy with the state of employment, of both employers’ 
and workers’ contributions under the comprehensive social insurance scheme 
which it is proposed to introduce in the near future (Paragraph 68). It is 
suggested that workers’ contributions alone should decrease by an average of 
£500,000 a week for a rise of two per cent in unemployment, above a certain 
level. Other measures such as adjustments of income tax rates and deferred 
tax credits are suggested as possible supplements to the variations in social 
Insurance contributions, should further steps prove necessary. Finally it is 
‘ proposed that the government and local authorities should vary their own 
purchases of consumers’ goods (boots, clothing, furniture, etc.) in an anti- 
cyclical way as far as possible. 

Such are the main lines of the British government’s plan for maintaining 
employment in normal times. It will be noticed that an attempt will be made 


as far as possible to secure stability of employment in existing jobs, by prevent- . > 


ing fluctuations in each particular sector of national expenditure. But in so far 
as some sectors vary, the variations are to be compensated by contrary 
variations in certain other sectors. This means that, although the aggregate 
number of employment opportunities may be sustained, their composition may 
vary, and a certain amount of shifting from job to job will therefore be neces- 
sary. Particular attention is devoted to the question of labor mobility (Para- 
graphs 55-56). 


If short term unemployment arising from such causes [shifts from one job to another] 
is to be reduced to a minimum every individual must exercise to the full his own initiative 
in adapting himself to changing circumstances. The Government will assist by the measures 
designed to bring the men to the work and the work to the men. . . . They will also 
seek to prevent mobility of labour being impeded by arrangements of a type sometimes 
made before the war whereby workers worked part-time and claimed unemployment 
benefit for the rest of the week. 

It would be a disaster if the intention of the Government to maintain total expenditure 
were interpreted as exonerating the citizen from the duty of fending for himself and 
resulted in a weakening of personal enterprise. For if an expansion of total expenditure 
were applied to cure unemployment of a type due, not to the absence of jobs, but to 
failure of workers to move to places and occupations where they were needed, the policy’ 
.of the Government would be frustrated and a dangerous rise in prices might follow. 


- 
r 


The crucial rôle of price and wage stability in the general plan for maintain- 
ing employment is firmly emphasized, and the paragraphs calling for coöpera- 
tion of all sections of the community in this matter are so clear and cogent 

that they should be quoted in full: 


49. Action taken by the Government to maintain expenditure will be fruitless unless 
wages and prices are kept reasonably stable. This is of vital importance to any employment 
policy, and must be clearly understood by all sections of the public. If we are to operate 
with success a policy for maintaining a high and stable level of employment, it will be 
essential that employers and workers should exercise moderation in wages matters so 


- 
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that increased expenditure provided at the onset of a depression may go to increase the 
volume of employment. 

50. This does not mean that every wage rate must remain fixed at a particular level. 
There must always be room for the adjustment of wages and conditions, e.g., on account 
of changes in the form, method or volume of production. Also there must be opportunity 
for the removal of anomalies in the rate of remuneration of different grades and categories 
of workers, both within an industry and between different industries. The principle of 
stability does mean, however, that increases in the general level of wage rates must be 
related to increased productivity due to increased efficiency and effort. 

51. An undue increase in prices due to causes other than increased wages might similarly 
frustrate action taken by the Government to maintain employment. If, for example, the 
manufacturers in a particular industry were in a ring for the purpose of raising prices, 
additional money made available by Government action for the purpose of maintaining 
employment might simply be absorbed in increased profit margins and no increase in 
employment would result. 

52. Stability of wages and stability of prices are inextricably connected. If the general 
level of wage rates rises and there is a corresponding increase in prices of goods for civilian 
consumption, the individual wage-earner will be no better off and there may be no increase 
in the tofal amount of employment available. 

53. Thus, the stability of these two elements is a condition vital to the success of 
employment policy; and that condition can be realised only by the joint efforts of the 
Government, employers and organised labour. The Government for their part are pre- 
pared to do what they can to stabilise prices so as to avoid or mitigate changes not 
rendered inevitable by higher costs either of imports or of production at home. If, how- 
ever, the cost of living is thus kept stable, it must be regarded as the duty of both sides 
of industry to consider together all possible means of preventing a rise in the costs of 
production or distribution and so avoiding the rise in prices which is the initial step in 
the inflationary process. 

54. Workers must examine their trade practices and customs to ensure that they 
do not constitute a serious impediment te an expansionist economy and so defeat the 
object of a full employment programme. 

Employers, too, must seek in larger output rather than higher prices the reward of 
enterprise and good management. There has in recent years been a growing tendency 
towards combines and towards agreements, both national and international, by which 
manufacturers have sought to control prices and output, to divide markets and to fix 
conditions of sale. Such agreements or combines do not necessarily operate against the 
public interest; but the power to do so is there. The Government will therefore seek power 
to inform themselves of the extent and effect of restrictive agreements, and of the activities 
of combines; and to take appropriate action to check practices which may bring advantages 
to sectional producing interests but work to the detriment of the country as a whole. 


We may turn from the question of wage and price stability, which consti- 
tutes the most serious, if not the only, real difficulty in the whole policy, to 
the question of the public debt which may be characterized as the most 
serious pseudo-difficulty of the policy. The British White Paper indeed takes 
the seriousness of this difficulty rather more seriously than it takes its 
“pseudoness.” In a section on Central Finance (Paragraphs 74-79), it rushes 
at once to assure the nervous City man (who is considerably rarer in England 
than in this country) that the proposed employment policy has nothing to do 
with the dangerous and wicked practice of “deficit financing.” We are some- 
what surprised to read that “None of the main proposals contained in this 
Paper involves deliberate planning for a deficit in the National Budget in 
years of sub-normal trade activity.” But, whether deliberately planned or not, 
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it seems that occasional deficits (which, if they occur at all, presumably will 
occur in: years of subnormal trade activity) are not completely ruled out. 
For we are later reassured as to the long-run effects of any such unplanned 
deficits as may occur; “. . . to the extent that the policies proposed in this 
Paper affect the balancing of the Budget in a particular year, they certainly 
do not contemplate any departure from the principle that the Budget must be 
balanced over a longer period.” In fact, the Paper goes so far as to say that 
“the general growth of public indebtedness needs to be watched from a central 
standpoint.” 

All this should not be taken too seriously. Its main purpose is obviously to 
reassure conservative circles at home and abroad that the British govern- 
-ment has not lost all vestiges of respectability and morals. It may perhaps be 
doubted whether this object is really achieved, and whether the result does not 
rather fall between two stools. The conservative circles will refuse to be 
reassured, and probably regard as permanently beyond the pale any gov- 
ernment that accepts responsibility for maintaining a high and stable 
level of employment (instead of leaving the job entirely to private enter- 
prise). On the other hand, the reassurances to the conservative circles 
will be disturbing and disappointing to the more enlightened school 
of “functional financiers,” who thought that Britain had abandoned budget 
balancing as a principle, when she introduced a White Paper on National 
Income with her 1941 budget. It was hoped that, with the continuance of 
this practice after the war, government financial policy would continue to be 
judged by its effects on national income as a whole rather than by its success 
or failure to balance government receipts and expenditure. These rationalists 
may, however, be somewhat reassured by Paragraph 78, where the problem of 
public borrowing is dealt with in a more reasonable way; where it is con- 
sidered in terms of the ratio of the annual debt charge to the national income 
and related to the only real problem—the deterrent effect of increased tax rates 
on effort and enterprise. Once it is put in this way, we can see that leaving a 
man unemployed is likely to be more damaging to the national income than 
the reduction of effort or enterprise which might arise from servicing the 
increased debt involved in employing him. It still may be better to employ 
him without increasing the national debt, but it is surely never better to 
leave him unemployed. 

In fact, there is probably no need for the debt burden to increase faster 
than the national income. In the first place, there are many ways of in- 
_ creasing national expenditure without adding to the dead weight national 
debt. But even if the dead weight debt is increased, and if population and 
productivity did not increase fast enough to keep the national income in step, 
a little very mild inflation would certainly do the job. 

The present review has concentrated on the British government’s long-term 
plans for preventing unemployment. In the White Paper itself. this central 
plan is preceded by chapters on the Transition from War to Peace and the 
Balanced Distribution of Industry and Labour. The first emphasizes the 
need for retaining direct controls during the period of shortages, and giving 
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special priority to exports, civilian necessities and capital equipment required 
to restart and expand productive capacity. The second is devoted to the con- 
trol of industrial location with a view to preventing concentrated unemploy- 
ment in the “depressed areas,” which was a specially serious problem in 
England during the inter-war period, 

A final chapter on procedure and administrative machinery lends a note 
of serious Intent to the whole paper, and goes far to remove the somewhat 
dubious taste left by the section on Central Finance which immediately pre- 
cedes it. On the whole, we may rest assured that the British government means 
business by this Paper; and even if the government may be assailed by doubts 
at a later stage, there are ample signs that the Rritish public will hold them 
to their word. 

What will this “epoch in British economic policy” mean for the United 
States? In the first place the United States will benefit, as will the rest of 
the world, from stability and prosperity in one of its most important export 
markets. But the British government clearly hopes for something more. They 
describe themselves as “pioneers” (Paragraph 80). Pioneers are people who 
expect others to follow in the trails they have blazed. If the United States 
government were ever to accept full responsibility for maintaining a high and 
stable level of employment and to adopt the measures necessary to carry it 
out, then there would at last be some real hope for world economic stability. 

M. F, W., JOSEPH 


The Incidence of a Profits Tax 


It is generally assumed in economic analysis that a tax on profits, whether 
proportionate or progressive, cannot be shifted. This assumption follows from 
a further assumption; that the policy of an enterprise is directed toward 
maximizing its profits. This further assumption is a very rough first approxima- 
tion. Indeed, it may well be that conclusions drawn from it, such as the 
above, are so far from the truth as to be positively misleading. It is the purpose 
of this note to develop a technique for analyzing the behavior of the firm on a 
rather more realistic assumption, and to use the analysis to prove—what has 
been asserted by business men as vigorously as it has been denied by econo- 
mists—that profits taxes may have some effects on the prices and outputs of an 
enterprise. 

The “classical” theory of the incidence of a profits tax is illustrated in 
Figure 1. Profits are measured on the vertical axis, while output—or some pa- 
rameter representing the scale of enterprise—is measured on the horizontal 
axis. It is assumed that the profits curve, ABC, reaches a maximum at some 
oe OD. OD is then the most profitable output; from this the prices of 

product or products and of the inputs can be determined, if they are not 
anes given. If now a proportional tax on profits is imposed—say, 50 per 
cent—the profits curve after the tax is deducted will be AJB’C, and though 
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the amount of profits at the maximum is smaller than before, the output at 
which profits are a maximum (OD) is unchanged. Even if the tax is progres- 
sive, so that a higher rate falls on large profits than on. small, the shape of 
the profits curve will be flattened—e.g., to AGB’C, but the maximum will still 
be at the same output, OD. This must always be true as long as the tax remains 
below 100 per cent on a marginal unit of profits. If the tax is so progressive 
that an increase in gross profits results in a decrease in net profits at high 
levels, the net profits curve would exhibit two maxima, but this case is so 
unlikely to occur that it is of theoretical interest only. 

It should be noticed that the inability to shift a profits tax is only found in 
an industry where entry is restricted. Under either perfect or imperfect com- 
petition, where the least profitable firms are making zero profits, a profits 
tax on a single industry will eventually result in the winding-up of marginal 
firms, a decline in production, a rise in the price of the product and possibly 
a fall in the price of the factors of production. The tax is thus shifted in part 
to the consumer and to the factor-owner, It has been argued that a general 
profits tax, however, will not be shifted even in competitive industry, because 
the profitability of all industry will be reduced equally and, hence, there 
will be no inducement to shift from one industry to another. This argument, 
however, like that relating to a single firm, assumes that whatever the level 
of profit, however low, firms will continue to produce at a level of output at 
which profits are maximized, 

This assumption of the universal maximization of profits neglects altogether 
the vital fact that enterprise—the task of making profits—is itself a 
factor of production that isnot only scarce (probably very scarce) but also 
is not perfectly elastic in supply. The supply of enterprise is a difficult concept 
to quantify because of the difficulty of measuring the “quantity” of enterprise. 
Nevertheless it is clear that something like it exists, and is important. 

The assumption that business men are solely interested in maximizing the 
profit of their enterprises contains the further assumption that they are quite 
indifferent about the scale of their enterprises, except in so far as it affects 
the total profit. This assumption is almost certainly not true. If we suppose, 
for instance, that a business man has the choice of a substantial range of 
outputs all of which yield him the same profit, it is fairly certain that he 
will prefer one output to all the others. If he is extremely ambitious, anxious 
to be the “captain” of a large and important concern, interested in the prestige 
and power that come from the control of a large business, it is probable that 
up to a point he would wish to expand his business even at the cost of 
smaller profits. If on the other hand he does not care very much for the stress 
and strain that comes from the management of large enterprise; if he has 
wide interests outside his business, and begrudges the time given to it, he 
might well prefer a smaller output to a larger even at the cost of a smaller 
profit. In the first case we might say loosely that the supply of enterprise was 


* This assumption might not be far from reality in many cases, if the top of the profits 
curve is “flat”—7.e., if the marginal costs and marginal revenues are equal over a certain 
range of output. Recent statistical studies indicate that this situation may be quite common. 
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negatively elastic, and in the second case that it was positively elastic. There 
is an analogy here between the “backward sloping” and “forward rising” 
supply curves of labor, as indeed we might expect, enterprise being only a 
specialized form of human activity. 

These considerations can be expressed graphically in the convenient form 
of a system of indifference curves? on the profits-output diagram. Thus in 
Figures 1 and 2 these indifference curves are shown by the dotted lines. They 
are likely in general to have a U-shape, indicating that at low outputs the 
business man would be willing to expand his business even at the cost of 
a certain diminution in profits, whereas at high outputs an expansion of the 
business is troublesome and risky, and even if higher profits result from the 
expansion, it may not be considered worth the trouble. The position of the 
minimum points of the indifférence curves depends, of course, on the psy- 
chology of the business man. If he is venturesome, ambitious for business 
power, and lacking in outside interests—in other words, a Ford or a Carnegie— 
the minimum point of his indifference curves will lie far to the right, at a 
high level of output, though even with the most absorbed man of affairs there 
must surely come some point beyond which he begins to prefer leisure to 
activity and a quiet life to power and dominion. If, on the other hand, he is 
less venturesome, has many outside interests and is interested in life rather 
than wealth, peace rather than power—in other words, a John Woolman— 
the minimum point of the indifference curves will be at a low output, and 
they will soon slope sharply upwards. 

The business man will seek to get on to the “highest” indifference curve 
open to him, which will be the one that touches the profits curve. Thus in 
Figure 1, if ABC is the profits curve the most preferred position on that 
curve will be E, the most preferred output will be OF and the preferred level 
of profits will be FE. It will readily be seen that if the indifference curves have 
a positive slope, E will be to the left of B; ż.e., if the “supply of enterprise” 
is positively elastic, the enterprise will produce at a smaller output than that at 
which the profits are greatest—OF rather than OD. This is what we should 
expect: if the earning of profits is troublesome and risky, we should expect the 
business man to stop short of the point at which profits are a maximum, for the 
trouble and risk of earning the extra profits are not worth the gain. If on the 
other hand, as in Figure 2, the indifference curves have a negative slope in the 
relevant region, indicating a “captain of industry” psychology, the preferred 
position, E, is to the right of B, indicating that where the management of enter- 
prise is a positive delight, the output is likely to be greater than that at which 
maximum profits are earned, for the pleasures of power are worth some pecuni- ~ 
ary loss. 

The case in which profits are maximized now appears as a special case in 
which the indifference curves are horizontal, i.e., in which the supply of 
enterprise is perfectly elastic. The extent to which this quite unwarranted as- 
sumption underlies the mass of economic analysis, and the extent to which 
it has led to false conclusions, particularly in the field of the theory of taxation 


2I am indebted to my colleague, Professor Gerhardt Tintner, for this construction. 
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and employment, is insufficiently recognized. The problem of the incidence 
. of a profits tax is but one among many. It is clear from the above construction 
that a profits tax will affect output unless the supply of enterprise is perfectly 
elastic. The direction of the effect, however, depends on the sign of the. 
“elasticity of supply” of enterprise. 

In Figure 1, where the indifference curves are positively sloped, a tax 
results in a decline in output. Even a proportionate tax will cause output 
to decline from OF to OK, J being the point where the net. profit curve 
AJB’C is touched by an indifference curve. A progressive tax will cause an 
even greater decline in output to OH, G being the point where the net profit 
curve AGB’C is touched by an indifference curve. The effect of a progressive 
tax is to “flatten” the net profits curve, as the deduction is proportionally 
greater at higher profits, It is necessary to move back along it further, there- 
fore, before the point of tangency is reached. 
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These results, of course, assume that the indifference curves have approxi- 
mately the same slope within the significant range. If there is a pure 100 
per cent excess profits tax—.e., if all profits above NL are taxed away—the 
net profits curve will be ALMC, and the point of equilibrium will be L, 
ON being the equilibrium output. All these conclusions hold in Figure 2, 
except that the movement is now the other way: a proportionate tax will 
increase output a little (OF to OK); a progressive tax will increase it more, 
to OH; and a 100 per cent excess profits tax will increase it still more, to ON. 

Because of these changes in output, of course, there will be changes in the 
price of the product and of the inputs, unless the firm is operating in perfect 
markets. In imperfect markets the tax will normally raise the price of the 
product and lower the prices of inputs if the supply of enterprise is positively 
elastic, and will lower the price of the product and raise the price of inputs 
if the supply of enterprise is negatively elastic. In the former case some of the 
burden of the tax will be shifted to consumers and to the factor-owners. In 
the latter case the tax apparently has no burden, only benefits! By the mys- 
terious alchemy of human nature, not only is the whole burden of the tax 
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absorbed by the business man, but he drives himself to further efforts that 
positively benefit the rest of us: the burden is a carrot in front of his nose 
rather than a load on his back. 

The above analysis holds strictly, of course, as far as incidence is concerned, 
only to the case where the tax is placed on one enterprise alone. If the tax is 
universal on all enterprises the case is much more difficult to analyze. It seems 
reasonable to suppose, however, that if the supply of enterprise in general is 
positive, a profits tax will lessen the willingness of business men generally 
to engage in business and provide employment at any given level of profits. 
Just as it is dangerous to argue from the supply curve of labor of an individual 
to the supply curve fur labur as a whole, however, so is it dangerous to draw 
conclusions from the analysis of a single business and apply them generally. 
Thus the supply curve of labor from an individual may easily have a negative 
elasticity; but this does not mean that the total supply curve of that kind of 
labor has a negative elasticity, for the elasticity of total supply depends more 
on new entrants to the occupation than on the work from each individual. 
Similarly, though the elasticity of supply of enterprise from a particular 
individual may be negative, this does not mean that the supply of enterprise 
in general would be negative, for the supply of enterprise in a competitive 
industry depends more on new entrants and liquidations than on changes in 
the output of individual firms. 

It is of the greatest importance from the point of view of public policy 
to know something about the sign of the elasticity of supply of enterprise. 
I am aware of no empirical work on this problem; indeed, there seems to be 
little awareness that it even exists. One further consideration may be adduced, 
however, which indicates that the positive elasticity of supply (Fig. 1) is 
by far the most likely case. This is the “principle of increasing risk” pointed 
out by Mr. Kalecki.* If a firm expands its scale of operations with borrowed 
capital, the greater the proportion of borrowed capital to its own equity the 
greater the risk of loss of equity. Thus if a firm with $100,000 of its own 
capital and $100,000 of borrowed capital suffers a loss of 5 per cent on the 
total, this amounts to 10 per cent of the firm’s own capital. A firm on the other 
hand with $100,000 of its own and $900,000 of borrowed capital that suffered 
a 5 per cent loss on the total would lose 50 per cent of its capital. 

An expansion of output with exactly the same actuarial value in terms of 
expected profit will, therefore, look much more attractive at small outputs 
than at large. In other words, the larger the output, the greater must be the 
expectation of profit in order to induce further expansion, This risk factor, 
therefore, unless the business man has a complete gambler’s temperament and 
positively prefers risk, is likely to give the indifference curves of our diagrams 
a positive slope. It would follow that the deleterious effects of profit taxation 
are more likely than the beneficial, if the tax is proportioned in some way 
to the amount of the profits, 

A further conclusion may be drawn from the above analysis: that the least 
objectionable form of profits tax is probably the straight “franchise” where the 


*M. Kalecki, Essays in The Theory of Economic Fluctuations (London, 1939). 
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amount of the tax is independent of the amount of profit earned. The effect 
of such a tax would be to lower the whole profits curve by a fixed amount, . 
the slope of the curve remaining the same at each point. If the slopes of 
the indifference curves at each output are the same, there will be no change 
in the most preferred output under such a tax, no matter what the slope of the 
indifference curves. Thus in Figure 3, ABC is the profits curve before the 
tax, DEF the net profits curve after a flat tax is deducted. The preferred 
output, ON, is the same in both cases, provided that the slope of the 
indifference curves is the same at E as at B. The possibility of a flat-rate 
tax coupled with a subsidy, or rebate 
from taxation varying with output, or 
some other measure of scale of opera- 
tions (e.g., total sales revenue), 
should not be left out of account. 
Such a tax system would have an 
output-increasing effect even under a 
positive elastic supply of enterprise. 
Thus under such a system the net 
profits curve (Fig. 3) might be RST, 
and the preferred output would rise 
from ON to OM. In a day when un- 
employment (ż.e. an inadequate 
amount of enterprise) is likely to be the most pressing problem of the future, 
these considerations, abstract as they are, may be worth the attention of the 
policy maker. 


PROFIT 





K. E. BoULDING 
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“The War Labor Board: An Experiment in Wage Stabilization” —Comment 


1. In footnote 3 of her article, “The War Labor Board: An Experiment in 
Wage Stabilization,” Jane Cassels Record? remarks upon the distinction 
between wage rates and wage earnings, cites a Bureau of Labor Statistics 
article analyzing the change in wages when overtime premiums and the effects 
of inter-industry manpower shifts are eliminated, and then concludes that 
the intent of the wage stabilization program was to stabilize “earnings” (i.e., 
“take-home”’) and not “rates.” Hence she proceeds to evaluate the effective- 
ness of War Labor Board stabilization policy and machinery in terms of changes > 
in average hourly earnings. 

This interpretation is not only contrary to official interpretation and action 
(see, for example title II of Executive Order No. 9250? and the monthly 


1 Am. Econ. Rev., Vol. XXXIV, No. 1 (Mar., 1944), pp. 100-112, 


* The first two sections read as follows: - 

“1. No increase in wage rates, granted as a result of voluntary agreement, collective 
. bargaining, conciliation, arbitration, or otherwise, and no decreases in wage rates, shall be 
authorized unless notice of such increases or decreases shall have been filed with the National 
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reports of the Board to the United States Senate), but it also runs counter 
to numerous practical considerations: 


a. Stabilizing earnings or “take-home” would discourage production 
wherever incentive wage plans were in operation. 

b. It would penalize employees who worked considerable amounts of 
overtime for which they received premium rates of pay. 

c. It would radically alter collective bargaining contracts which have 
customarily been formulated in terms of the job rates. 

d. It would greatly complicate the readjustment to peacetime relations. 


Moreover, as the National War Labor Board has pointed out,® the earnings 
of labor are significantly affected by several factors over which the Board 
has little or no control: 


a. The increase in the length of the work week and in the number of 
weeks worked in a year; 

b. The increase in the proportion of overtime hours to total hours 
worked; 

È; The increase in piecework earnings arising from pravena in the 
efficiency of machinery and labor, better organization of flow of materials 
and technological changes in equipment; 

d. Shifts of workers into higher-paying jobs for reasons of promotion 
and reclassification; 

e. The migration of workers to higher wage plants and industries. 


Thus the use of gross average hourly wage statistics to evaluate the success 
of the War Labor Board’s wage stabilization program is invalid. 

An analysis‘ of the change in factory gross average hourly earnings during 
the first year of wage stabilization (Oct., 1942-Sept., 1943) reveals an increase 
of 9.6 cents or 10.8 per cent. However, increase in overtime work is estimated 
to have been responsible for 1.9 cents of this amount and shifts In manhours 
between industries for an additional 1.6 cents. Estimates of the effects of the 
other factors over which the War Labor Board lacks control were not feasible. 

vevertheless their existence must be recognized in any evaluation of wage 
stabilization policy. 

2. On page 3 of her article, Mrs. Record states that, although “the act of 
Congress and the subsequent order of the President did not constitute a wage 
freeze, the implications were clear that wages were to be stabilized at Septem- 
ber levels except in rare and unusual cases® where nonapproval of adjustments 





War Labor Board and unless the National War Labor Board has approved such increases 
or decreases. 

“2. The National War Labor Board shall not approve any increases in the wage rates 
prevailing on September 15, 1942, unless such increase is necessary to correct maladjust- 
ments or inequalities, to eliminate substandards of living, to correct gross inequities, or to 
aid in the effective prosecution of the war.” 

° Fifth Monthly Report of the National War Labor Board, September 3, 1943, p. 7. 

t Ninth Monthly Report of the National War Labor Board, January 1, 1944, p. 8. 

* Italics added. 
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would work discriminatory hardship on employers and/or employees, or direct- 
ly frustrate the war effort.” 

Again we have a significant misinterpretation of the facts. The act of 
October 2, 1942, directed the President to stabilize wages “so far as practi- 
cable” on the basis of September 15, 1942, levels. But this did not mean that 
wage adjustments could be approved only in rare and unusual cases. As Mrs. 
Record herself points out, Executive Order 9250 issued by the President 
on October 3, 1942, permitted the Board to approve wage adjustments 
if necessary (a) to correct maladjustments or inequalities; (b) to eliminate 
substandards of living; (c) to correct gross inequities; or (d) to aid in the 
prosecution of the war. Numerous wage adjustments were unavoidable. 

I do not wish to leave the impression that stabilization of September 15, 
1942, levels was a meaningless phrase. Quite the contrary. The Little Steel 
formula was intended to set a terminal point for general wage increases and, 
as present efforts of the unions to break it indicate, it has, to a considerable 
extent, accomplished that purpose. But as Congress and the President under- 
stood, no effort at stabilization could ignore gross inequities between jobs or 
substandard or obsolete wage structures without substantial injury to the 
war effort. 

3. A third major defect in Mrs. Record’s evaluation of the War Labor 
Board’s wage stabilization program is found in the concluding paragraph of 
section V, which reads as follows: “Thus have been summarized the Board’s 
generous tendencies with respect to extension of overtime and other premium 
payments, the abolition of race and sex differences as bases for wage differ- 
entials, the elimination of substandards of living. And one is forced to the 
conclusion that these welfare concepts, though admirable in themselves as 
sound and fair labor policies, are not always mutually coextensive with the 
interests of economic stabilization.” 

The thought implicit in this paragraph and the whole of section V is that 
virtually any wage increase is inflationary and contrary to the interests of 
economic stabilization, particularly when given to the low income groups 
“because increased purchasing power in disproportionately inflationary in 
the hands of low-wage groups due to their relatively high propensity to 
consume,”’® 

This doctrine is a good example of an oversimplification which leads to 
absurdity. An adequate answer unfortunately would require too much space. 
It may be pointed out briefly, however, that the relatively small increase in 
purchasing power resulting from the abolition of wage inequities based on sex 
or race discrimination, the correction of substandard wages, and the extension 
of vacations with pay and night shift bonuses, is probably more than offset 
as an inflationary factor by the increase in productivity resulting from im- - 
proved employee morale, stabilized employment, and reduction of work 
stoppages. (Overtime premiums are largely governed by the Fair Labor Stand- 

“Am. Econ. Rev., Vol. XXXIV, No. 1 (Mar., 1944), p. 109. Even if this generalization 


were true, I believe that certain types of wage increases could be amply justified on other 
grounds, However, the argument, in my opinion, can be met on economic grounds as well. 
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ards act and are therefore not subject to Board control. It is true that the 
Board has approved a certain amount of overtime pay in intra-state business, 
but the total is negligible.) 


There are other aspects of Mrs. Record’s article which may be criticized 
(e.g., (1) the attempt to generalize regarding wage stabilization nationally on 
the basis of the experience of one of the smaller of the WLB regions, (2) the 
somewhat misleading description of the wage bracket system, and (3) the 
insinuation that labor and industry members of the Board have frequently 
overridden the public members in granting wage increases), but I pass them 
over partly because of space and time considerations and partly because of a 
desire to stress the major criticisms, 

Although I have confined myself to criticisms of Mrs. Record’s article, I 
should not like to leave the impression that I believe the wage policies of the 
War Labor Board have been always ideal and that mistakes have not been 
made. No one familiar with the Board, including its members, believes that. 
Certainly the early policy of the Board in regard to correcting inter-plant 
inequalities was loose and required the tightening it subsequently received. 
Nevertheless, examining the Board’s record with reference to economic stabili- 
zation as a whole and to the realities of industrial relations, the result to date 
„appears much more favorable than Mrs. Record’s evaluation would suggest. 

MILTON DERBER* 
Washington, D.C, 


Reply 


- I am pleased that my article in the March issue of the Review evoked some 
discussion; I regret that it apparently lent itself to misinterpretation at points. 
I had thought that a clear distinction was made at the beginning of the 
article between wage rates and wage earnings (or “také-home”), and that the 
succeeding paragraphs made patent the basic premise of the paper. 

When I was a student in the days before the present war, there was sub- 
stantial agreement among economists that the ratio of purchasing power to 
available consumers’ goods and services had a great deal to do with the problem 
of inflation. Because the wage stabilization program was an integral part of 
“An Act to Amend the Emergency Price Control Act of 1942, to Aid in Pre- 
venting Inflation and for Other Purposes,” and because total wage earnings 
are more significant than wage rates in so far as purchasing power is concerned, 
particularly when an increasing percentage of the total production effort is 
going into the implements of war rather than into consumers’ goods, fluctua- 
tions in average hourly earnings are a peculiarly important index, though not 
the only index, to the degree of success with which the national inflation con- 
trol program meets. 

Let us consider for a moment the Stoben of wage rates, So far as I know, 


* The comment above represents Mr. Derber’s personal views only. 
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no attempt has been made to isolate completely fluctuations in wage rates. 
The Bureau of Labor Statistics figures on increases in average hourly earnings 
include such factors as premium pay for overtime and night work, incentive 
plans, upgradings, inter-industry shifts in the distribution of manpower, 
changes in the composition of the work force, etc. In my paper I cited a study 
by H. M. Douty in the Monthly Labor Review of November, 1943, in which 
he attempts to correct the BLS figures for overtime premium pay and shifts in 
manpower distribution. The corrected figures show an increase in average 
hourly earnings (manufacturing) of 5.2 per cent from October, 1942, to July, 
1943 (the first 9 months of the stabilization program), as compared with a 
7.3 per cent increase during the previous 9-month period. Although these 
figures include the other factors cited above, Mr. Douty states that they repre- 
sent “an approximation of changes in average basic wage rates.” Since Mr. 
Douty is employed by the National War Labor Board, it is to be presumed 
that he is conversant with the “official” views on these matters. 

Mr. Derber’s second comment is in reference to my statement of the man- 
date given to the Board by Congress and the President. Exception is taken 
to use of the phrase “rare and unusual.” Let us examine the only bases on 
which increases were to be approved under this mandate. 

First, maladjustments, or the Little Steel formula: When the country as a 
whole is considered, the great bulk of plants in manufacturing had effected 
increases of 15 per cent or more prior to the wage stabilization order. 

Second, inequalities or gross inequities: Although this criterion was abused 
to some extent in the early months of the Board, the November 6, 1942, state- 
ment of policy issued by the National Board was rather strict in its interpre- 
tation. Under the present bracket policy, the bracket minimum, which is 
generally the terminal point for wage increases, is usually set, not at the 
midpoint or weighted average of rates being paid for a particular job in a 
particular locality, but 10 per cent below the weighted average, or at the first 
significant cluster of going rates. The “stragglers” are thus eliminated. Hence, 
presumably only these relatively low wage firms, which would represent a 
minority, would be able to secure approval for wage rate increases. 

Third, substandards of living: The percentage of workers falling into this 
category would depend upon the definition of the term. If $3,000 per year 
were set as the minimum standard wage, the great bulk of Region IV workers 
would be considered as living at substandard levels. If substandard were de- 
fined in relation to industry and area patterns, a considerably smaller per- 
centage of workers would fall into the substandard category! 

Fourth, prosecution of the war: This has been so interpreted as to apply 
only to those “rare and unusual” cases certified to the Board by another war 
agency, 

Mr. Derber’s third point, with respect to the inflationary character of 
certain socially desirable practices, is in the same category with the usual plea 
- of the individual applicant to the Board who contends that his particular pro- 
posal for increases could not possibly be inflationary because it would mean only 
2 cents to a hundred people! Evidently Mr. Derber missed that sentence in 
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the article which stated, “While each of these increases might be negligible 
in and of itself, it contributed to the growing fund of increases which in their 
accumulative effect were responsible for rising wage levels.” 

Mr. Derber quotes the phrase, “because increased purchasing power is 
disproportionately inflationary in the hands of the low-wage group due to 
their relatively high propensity to consume.” He goes on to say, relative to 
this whole matter, that this is the kind of “‘oversimplification which leads to 
absurdity.” I regret that Mr. Derber’s next sentence was to the effect that 
“an adequate answer unfortunately would require too much space.” I should 
have been very much interested in that answer, and I am sure that a substantial 
number of the authors of elementary economics textbooks would have joined 
me in that interest. (I also wish that “time and space considerations” had 
permitted Mr. Derber to elucidate such references as “the somewhat mislead- 
ing description of the wage bracket system.”’) 

To some extent Mr. Derber has fallen into a fallacy which characterizes 
much of the current literature about the Board; namely, confusion of the 
two distinct and separate questions of (1) whether certain increases are infla- 
tionary, and (2) whether these increases are desirable, either from the stand- 
point of expediency or from the standpoint of the social good. The mere fact 
that an increase is justifiable on social or morale grounds does not necessarily 
mitigate the possible inflationary character of this increase. Some increases in 
rates or earnings are desirable and necessary in spite of possible inflationary 
effects. Properly administered incentive plans might be a good example, where 
greater production is encouraged by giving the worker an opportunity of 
increasing his earnings as he increases his output—though incentive plans may 
have inflationary implications where they are used in plants producing tanks 
‘or guns. In the same sense, the social and morale value of shift differentials, 
vacations, sick leave, and certain other practices is indisputable. 

But to confuse these matters with the questions of inflationary effect is to 
entertain a fallacy, albeit a popular one. 

With respect to Mr. Derber’s last paragraph, it should be said that eulogies 
are in order for many aspects of the Board’s program—indeed, for its signifi- 
cant contribution in the price control program, which on the whole has been 
notably successful in inflation control by comparison with our experiences in 
the last war—-but thereby hangs another article. 

JANE CASSELS RECORD 

Atlanta 
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National Product: War and Prewar, By SIMON KUZNETS. Occasional paper 
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Studies in Income and Wealth, Vol. 6. By the CONFERENCE ON RESEARCH IN 
INCOME AND WEALTH. (New York: Nat. Bur. of Econ. Research. 1943. 
Pp. xiv, 288. $3.00.) 


The necessities of war have called attention to the importance of national 
income estimates in framing government policy and gauging its effects. As an 
over-all indicator of economic activity national income has no equal; and its 
components cover every detailed aspect of the productive system. The publica- 
tions under review comprise eight essays which deal with special problems of 
estimating national income or interpreting income estimates. Three of the 
essays deal primarily with the place of government finance in the national in- 
come. These are Simon Kuznets’s pamphlet on National Product: War and 
Prewar, John Lindeman’s chapter on “Income Measurement as Affected by 
Government Operations” and R. W. Goldsmith’s chapter on “Measuring the 
Economic Impact of Armament Expenditures,” the latter two appearing in 
Volume Six of the Studies in Income and Wealth. This volume also contains 
chapters on a variety of topics: “The Concept of Income Parity for Agricul- 
ture,” by E. W. Grove; “Significance of International Transactions in National 
Income,” by Rollin F. Bennett; “Forecasting National Income and Related 
Measures,” by F. L. Thomsen and P. H. Bollinger; “A Statistical Study of 
Income Differences among Communities,” by Herbert E. Klarman; and ‘“‘Ade- 
quacy of Estimates Available for Computing Net Capital Formation,” by 
Wendell D. Hance. Most of the essays are followed by discussion. 

The contributions which are concerned chiefly with the impact of govern- 
ment operations betray a cleavage on fundamental questions not only among 
the authors themselves but among the best-known income-estimating agencies 
in the country. Kuznets stands by his payment-price approach to the govern- 
ment contribution, whereby business taxes are the measure of the service 
rendered. That this treatment, apparently based on a strict benefit theory of 
taxation, makes it difficult to deal statistically with the impact of fiscal policy 
seems to carry little weight before the powerful demands of symmetry in the 
treatment of private and governmental contributions to the national income.* 

*A more detailed evaluation of Kuznets’s views on this subject is contained in the 


present writer’s review of Kuznets’s National Income and Its Composition, 1919-1938, 
which appeared in the September, 1943, number of the American Economic Review. 
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The widely-used estimates of the Department of Commerce are based on a 
different approach. In estimating gross national product the Department 
makes the assumption that all government expenditures represent final prod- 
ucts, hence the total of government expenditures is shown separately as the 
government contribution. Kuznets, however, assumes that taxes paid by busi- 
ness enterprises represent intermediate rather than final products, 2.¢., repre- 
sent services by government to business. But now with the war Kuznets puts 
a new twist on this procedure. He considers only the pre-war level of business 
taxes to be representative of government services to business. He is therefore 
willing to add the increase in corporate taxes to income payments and corporate 
net savings in order to obtain the total national income. The peacetime level 
of business taxes still remains out and as a result the Department of Com- 
merce estimates of gross national product in current prices exceed those of 
the National Bureau. A stalemate seems to have been reached on this point. 

Whatever may be said against Kuznets’s treatment of government finance 
we need not go so far as one of Lindeman’s criticisms. He says of Kuznets’s 
approach: “. .. there is an implicit assumption in the tax payments valuation 
that the debt will not be repaid. Presumably, collective assent to an appro- 
priation is also collective assent to taxation at some time. Mr. Kuznets ap- 
parently has not distinguished between willingness to pay and the convenience 
of paying later instead of now.’ There is not the slightest basis for this inter- 
pretation. Kuznets treats government. as he would a consumer: debt-financed 
expenditures not embodied in capital assets are considered to be dissaving. 
There is nothing in this treatment to suggest that the debts will not be repaid. 

Lindeman rejects Kuznets’s treatment but goes to another extreme by 
suggesting (following J. R. Hicks) that a distinction be made, in meaning and 
magnitude, between “earned national income,” which would be a money 
measure of factor activity, and “value of the national product,” which would be 
a money measure of the output resulting from that activity. The difference 
between the two would represent the operations of government. He would 
thereby upset the equivalence between national income earned and national 
income produced. Both of his critics, Clark Warburton and M. A. Copeland, 
prefer to maintain the traditional equality between income earned and pro- 
duced. Lindeman’s solution to the fiscal problem is certainly too drastic and it 
carries with it unfavorable and largely unacceptable implications regarding the 
function of government. 

Apart from this controversy, Kuznets suggests some correctives to the De- 
partment of Commerce estimates of the increase in real output resulting from 
the war effort. By making allowance for changes in efficiency and in prices and 
for payments representing mere property purchases, he finds that the in- 
crease in real output has been “appreciably less” than that shown by the 
Department of Commerce.’ Goldsmith’s exhaustive analysis of factors to be 
taken into account in measuring the government impact suggests that even 
further corrections are required, His special contribution lies in emphasizing 


2 Studies in Income and Wealth, Vol. 6, p. 14. 
3 Kuznets, National Product: War and Prewar, p. 32. 
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and clarifying the distinction ‘between the current ratio and the capital ratio 
in representing the magnitude of the war effort. His suggestion that oppor- 
tunity cost be used in evaluating resources, and the criticism of the suggestion 
by Clark Warburton, M. A. Copeland and Charles L. Merwin, bring up a 
fundamental question which has wide applicability beyond the particular 
context. 

In his discussion of income parity for agri¢ulture Grove opens up the wel- 
fare question in income estimating. He ‘has a useful discussion of the choice 
between “income consumed” and “income produced” as a measure of economic ` 


welfare. He calls attention particularly to the welfare aspects of savings— . 


what we may perhaps refer to as the “psychic income of miserliness.” Since. 
temporal and interpersonal comparisons of welfare are involved the attempt to 
obtain a definitive parity criterion cannot meet with more than limited success, - 
Grove’s article does contain, however, an interesting account of the origin and 

development of the ideas of price and income parity. : 

Valuable supplementary points are raised by Grove’s critics. A. G. Hart . 
emphasizes the possibility of retaliation by nonagricultural interests and he also 
calls attention to the fact that real income is not increased through raising 
prices by reducing production. O. C. Stine raises the broad question of the 
-proper amount of agricultural production and equality of opportunity between 
urban and rural communities. M. A. Copeland suggests the possibility of sta- 
bility as opposed to mere parity of income. Julius T. Wendzel puts forward a. 
suggestion that parity formulas developed for various significant groups in 
society, with a view to comprehensive and simultaneous application, might be 
a valuable aid in economic adjustment. 

Multipliers, both foreign and domestic, come in for a thoroughgoing sta- _ 
tistical treatment in Bennett’s article. As if the problem of defining national 
income were not sufficiently involved already, he distinguishes between “na- 
tional income,” which represents income accruing to residents of the United 
States, and “domestic income,” which represents income produced in the 
United States. The difference between the two is “supplementary income.” 
In the theoretical discussion there are a number of occasions on which the 
analysis would have benefited from a fuller recognition of the points raised 
in the large literature which has grown up on the subject. In particular may 
be mentioned the question of time lags (partly considered by Bennett in 
Studies in Income and Wealth, p. 158), the proper treatment of government 
finance in a multiplier analysis (also partly considered by Bennett, p. 156), 
and the more elusive international repercussions which have been the subject 
of recent writings on the foreign-trade multiplier. Bennett’s statistical treat- 
ment of the foreign-trade multiplier is nevertheless a valuable contribution 
to a subject which will undoubtedly attract more attention in the future. On 
the basis of his statistical study he draws a significant conclusion concerning 
the predominant expansive influence exerted by exports in the early stages 
of the war. 

Theoretical pretenses are cast aside completely in the description of the 
Bureau of Agricultural Economics forecasting techniques as presented by 
Thomsen and Bollinger. They describe a method which works: not necessarily 
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one which ought to work. It is essentially the method of successive approxima- 
tions well-tempered throughout with human judgment. One of their ctitics, 
Frank R. Garfield, suggests that the income concept used in determining the 
demand for agricultural products be narrowed considerably. Personal taxes, 
savings, and possibly even the amounts spent on industrial products might 
be deducted. Charles A. R. Wardwell, the other critic, stresses the importance 
of formulating the basic, primary hypothesis. The success of the B. A. E. 
_method raises a question about the extent to which contemporary aggregative 
economics makes a direct contribution to the task of anticipating the volume 
of national income—in-view of the great degree to which constant relation- 
ships must be assumed if the analysis is to be manageable. In answering this 
question we should take cognizance of the favorable effect which theory might 
exert through influencing human judgment in the right direction. It may be 
noted that Colin Clark’s multiplier work in England met with some measure 
of success as a forecasting device. 

On an entirely different plane, Klarman’s essay attempts to get at the basis 
of the income differences in the North and in the South as disclosed by the 
1935-36 studies of the National Resources Committee. By what is essentially 
a partial correlation technique he finds that the differences arise from varia- 
tions in the size of the community rather than in geographical location. His 
critics, Daniel S. Gerig, Jr., Laura Wendt and Dwight B. Yntema, point out 
that the result is of limited relevance in that the study is restricted to white 
families. Nevertheless, the conclusion is of some importance in offsetting any 
impression which may exist that the regional differences in wages of white 
workers are attributable to the existence of the low-income Negro group in the 
South—unless, of course, a case can be made for any indirect effect which 
this factor may have had by determining the size of the community which is 
found in the South. 

The concluding study, on the derivation of estimates of net capital forma- 
tion, brings us into the inner sanctum of income estimation. Hance discusses 
the task of determining the volume of capital consumption item by item, 
with statistics needed related to statistics available. He defines capital con- 
sumption as “the decline in the current value of durable goods attributable to 
the current expiration of service potential.’* It becomes apparent that sub- 
tracting available estimates of capital consumption from available estimates 
of gross capital formation to obtain net capital formation is like subtracting 
apples from oranges. The remainder is strange fruit indeed. Aside from the 
usual plea for more statistics, the study results in a conviction that a closer 
correspondence must be obtained between accounting and economic concepts 
before any great progress can be achieved in this field. In addition to the 
questions which Hance raises, attention may be directed to the extremely 
` rapid rate of obsolescence of some types of capital equipment with which 
income estimators will be confronted during the year when the war ends. 
This cannot be brushed aside as an over-all change in capital values and 
therefore beyond the pale of national income. 

These publications leave the reader with a feeling of disappointment and 


* Studies in Income and Wealtk, Vol. 6, p. 245. 
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discouragement in spite of the high quality of the individual studies. The 
subject of estimating national income is evidently still in its early formative 
stages, and this despite the large amount of work which has been done on 
the subject and the many years over which that work extends. Constructive 
contributions to the field are sorely needed and should be welcomed. These 
essays represent such contributions and at the same time they attest in a 
striking manner to the unhappy state of the subject. Now that “national 
income” has become public property, the sharp differences which exist among 
reputable income estimators on basic and elementary questions, particularly 
on the treatment of government finance, should be a matter of concern to all 
economists. 

HAROLD M. SOMERS 
The University of Buffalo 


Origins of American Sociology: The Social Science Movement in the United 
States. By L. L. BERNARD and JEssiz BerNARD. (New York: Crowell. 
1943. Pp. xiv, 866. $6.50.) 

The present period of stagnation in PEETA is an opportune time for 
historical reflection about its genealogy. In addition to the contribution to 
the history of social thought and of society which it is apt to render, such a 
retrospect also has fundamental systematic advantages. Every science, par- 
ticularly a new one such as sociology, must continually clarify its scope, its 
methods, and its relations to other sciences by searching into its origins and 
development. Perhaps no other neglect of American sociologists has been so 
detrimental to their science as their failure to give a periodic account of its 
whence and whither. Now for the first time since the publication of Albion 
W. Small’s Origins of Sociology in 1924, the two Bernards have produced an 
ambitious historical study which merits close attention. It may be unfounded 
optimism to expect this book to initiate an historical emphasis in sociology, 
but one must recognize its appearance as a healthy symptom. 

The work deals with the immediate antecedents of theoretical and applied 
sociology in America which are designated as the Social Science Movement 
(1840-1890), On one side, the Movement is shown to have led up to theoreti- 
cal sociology, first on the basis of various social philosophies of the French 
Enlightenment and of Comte’s positivism, and later by way of the academic 
discipline called Social Science. On the other side, the Movement was affected 
by various reform trends such as the economic schools of Social Science, the 
American Social Science Association, and crystallized in applied sociology 
and social work during the last third of the nineteenth century. Other ante- 
cedents of American sociology the authors dismiss as “more remote and 
philosophical.” They endeavor “to trace the methodology of liberal demo- 
cratic ideas” of which the Social Science Movement is chosen as the non- 
political epitome of nineteenth century America. The Movement is presented 
as opposed to authoritarianism which stresses “culture, the nation, the folk, 
the race, the state”—“in large measure a German product”—and as following 
the English and French liberal democratic traditions of “reason, of natural 
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laws, of science, of the individual.” In pursuit of these ideals, the Movement 
reached a climax in the elaboration of a scientifically valid method which was 
to create a social science analogous to natural science. 

The critical account of the Social Science Movement is treated in several 
stages. It opens with the utopian Associationist Movement (Fourierism) re- 
sulting directly from the European flare of the French Revolution and its 
subsequent radicalism. By the middle of the nineteenth century, the Move- 
ment entered its second phase of systematization as a result of the philosophical 
and methodological influence of Comte’s and Spencer’s positivism. This ap- 
proach was opposed by a revival of the preceding Associationism, but the 
political economists came to its rescue, displacing abstract utopianism by 
concrete economic reformism. Above all, it was Henry C. Carey and his 
school, as well as neoclassicists, such as John Bascom and William G. Sumner, 
who prepared the ground for, or fostered, the American Social Science Associa- 
tion, which was founded in 1865 and functioned for almost half a century. 
From this organization stem many specialized groups such as the American 
Economic Association, the American Political Science Association, the National 
Conference for Social Work, and the American Sociological Society. The 
Social Science Movement ceased to exist at the beginning of this century 
when its aims and methods were absorbed partly by the existing special social 
sciences and, predominantly, by the new specialization called “sociology.” 

In spite of its many merits, this work is not immune from some considera- 
tions which touch its very basis. The authors state their view of sociology 
most clearly in their polemics against what they regard as “unscientific” 
social study. To them sociology is identical with scientific methodology in 
social study, and the origin of sociology, consequently, is equivalent to the 
origin of this methodology. While a logician is entitled to define his concept 
according to his wants, an historian has to evolve it out of all empirical data 
at his disposal. Our authors do not attempt to do so, and the data do not 
support their conception. On the contrary, by reducing the field of sociology to 
a positivistic method, the authors have forfeited the possibility of searching 
undogmatically for the origin of sociology. Moreover, their postulate of 
positivism smuggles into sociology the very subjectivism which it purposes to 
banish from it. 

The chief shortcomings of the work result from this positivistic conception 
of sociology. This bias suggested an a-sociological method of investigation: 
Instead of concentrating their analysis on the social and cultural forces which 
caused the rise of the study of society the authors limit themselves to an 
account of selected theories, omitting those which do not fit into the scheme 
of the “Social Science Movement” and rejecting others which are not awarded 
the positivistic distinction of scientism. An analysis of the historical situation, 
however, would have made it clear that among the roots of sociology in 
America—as in other Western societies and recently even in awakening India 
—were industrialization, urbanization, population growth, social conflicts, 
etc, 

Most symptomatic of the authors’ positivistic prejudice is the central réle 
in American sociology which they attribute to Comte. One may ignore the 
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fact that in his later years Comte modified his early positivism, and that a 
strictly positivistic sociology, therefore, can refer only to the younger Comte. 
One also may overlook the fact that the scientific methods and aims of mod- 
ern sociology differ basically from those proposed by Comte, But it is decisive 
that a recourse to Comte’s positivism bétrays the very spirit of speculation 
which characterizes the “unscientific” era of sociology and is its heaviest legacy 
in contemporary American social thought. 

In addition, it is very doubtful that the influence of Comte in American 
sociology has really been as strong as our authors assume, in common with a 
widespread current opinion. If an argumentum ad homines is not out of 
order, one might recollect that Charles H. Cooley was of the opinion that 
almost all in the United States who became interested in sociology between 
1870 and 1890 were stimulated by Spencer. Or, “si Sumner a été le premier 
professeur américain de sociologie, c'est Spencer qui lui a révélé sa voie.”* 
Giddings likewise “estime que l’ouvrage de Spencer, L’Etude de la Sociologie, 
fut le premier qui éveilla l'intérêt du public américain à la sociologie.’ 

It is not this reviewer’s intention to establish a case for Spencer’s dominant 
role in American sociology, since both Comte and Spencer are possibly only 
secondary roots. But if, in the judgment of the most eminent American 
sociologists, Spencer’s influence was not less than Comte’s, it seems arbitrary 
to disregard Spencer and to derive American sociology from Comte’s positiv- 
ism. If Comte is the father of American sociology, it is somewhat surprising 
that Lester F. Ward, perhaps the only outstanding American sociologist to be 
inspired profoundly by Comte, is omitted from Origins of American Sociology. 
Since the.authors consider many less significant thinkers, they probably do 
not share the view of the leading American sociologist who could “très bien 
concevoir que Comte, Spencer, ou Ward n’eussent-ils jamais existé, la sociologie 
américaine, dans ses grandes lignes, se serait engagée dans la voie qu’elle a 
prise.’ E 

Can it be that Ward is omitted because his psychologism does not quite 
fit into the positivistic scheme of the authors’ interpretation? Is their posi- 
tivistic ethos responsible, as well, for the omission of Wiliam James? Is it 
possible also that German Sozialpolitik, especially the Verein fuer Sozial- 
politik and the Kathedersocialists, has been by-passed because it might have 
shown that sociology is more than a positivistic method? Parenthetically, one 
might recall that Small, in outlining Tke Origins of Sociology, notices Comte 
and Spencer only incidentally, but connects the rise of sociology with German 
historical criticists such as Thibaut, Savigny, Ranke, Roscher, Knies, and 
Schmoller. And further elaboration might have led him to seek the sources of 
sociology in other fields of science, such as jurisprudence, psychology, biology. 

Origins of American Sociology has loosened much valuable historical ground 


1 Frederick William Roman, La place de la sociologie dans Véducation aux États-Unis 
(Paris, 1923), p. 20 n. Cf. also Andreas Walther, Soziologie und Soziolwissenschaften in 
Amerika und ihre Bedeutung fuer die Paedagogik (Karlsruhe, 1927). 

7¥F, W. Roman, loc. cit. 

? Ibid. 
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but it has not been able to uncover the historical sources of sociology, to arrive 
at significant conclusions about the field and function of sociology, or to 
evidence anew that “sociology has a venerable genealogy” (Small). The 
strong emphasis on scientific method in the social sciences at the end of the 
nineteenth century was a fruitful reaction from the preceding speculativism. 
But one should not be misled by it to the opposite extreme which views 
sociology as nothing but a scientific method, and places it somewhat in the 
position of the emperor in Andersen’s story in which the child, observing the 
monarch while courtiers admire his imperial robes, exclaims: “But look, the 
emperor there is, in fact, naked!” Only a sociology which combines systematic 
principles with a scientific method will be in a position to vindicate the forces 
from which it has risen. 
PHILIPP WEINTRAUB 
Hunter College 


In Defence of the West: A Political and Economic Study. By HERBERT VON 
BECKERATH. (Durham: Duke Univ. Press. 1942. Pp. xi, 297. $3.50.) 


At a time when publicists, politicians and plenty of social scientists are con- 
fidently proclaiming that the day of the common man is at hand and that war 
and want and unemployment will be seen no more in the land, it is well that 
an occasional skeptic dare raise his voice in defense of old values. In the 
book here reviewed von Beckerath does not hesitate to declare that without 
an aristocracy and without “fear of want and the energies created thereby no 
culture would stand” (p. 8). One the great tasks ahead of us, he adds, is to 
“reconcile the natural claim of everybody to share in the material prerequisites 
for a reasonably comfortable life” with “the social necessity of procuring 
leisure and mental ease for the pursuit of religious, scientific and artistic in- 
terests and for disinterested political service” (p. 17). Democracy and aristoc- 
racy are not incompatibles. “Democracy consists in keeping a way to the 
highest forms of spiritual experience open to everybody who is fit for it, 
regardless of birth but not in levelling all education down to mass standards” 
(p. 240). 

To those who talk of freedom and liberty as the great goals ahead von 
Beckerath replies that these are means, not ends. “Education to self control 
and understanding for values comes before liberty.” “There is no education 
worthy of the name in which personalities are not first hardened by endurance 
and trained to codperate for the commonweal and to subordinate themselves 
out of a sense of duty before they are allowed spontaneous self-expression and 
initiative” (p. 239). Science as well as education needs values. “The social 
sciences, and even the natural sciences, need a more or less definite and gen- 
erally accepted set of assumptions about what is basically important in human 
life and human society and particularly in modern Western civilization... . 
When there is no commonly accepted set of values or when this is disregarded 
in scientific effort, the social sciences . . . necessarily must operate divergently 
and often at cross purposes, and the same will be true for the endeavors of 
individual scholars and ‘schools’ ” (pp. 118-9). 
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It is quite impossible within the limits of a brief review to do justice to this 
important study. Space permits only a summary of the argument. In sum- 
marizing I have resorted to frequent quotations, for the style and the deep 
sincerity of the author give charm as well as substance to this enquiry into 
the nature of the Good Society. We economists and our students need more 
works that get beneath the mechanics of our civilization. 

The book is divided into three parts, entitled respectively “The Pattern 
of Civilization,” “The Breakdown of Liberal Society” and “The Threefold 
Problem of Reconstruction.” 

Any civilization, says von Beckerath, possesses a coherent pattern which is 
essentially spiritual. This spiritual element in our Western civilization is 
Christianity. The present crisis is due to the excessive dilution of this Christian 
element. Rationalistic ethics has proved incapable of holding in leash the 
appetites of men, Science has produced production miracles but it cannot 
satisfy unbridled human wants and it does not generate ethical and political 
controls. It has increased the material interdependence of countries of Western 
civilization while breaking down their spiritual unity. According to von 
Beckerath, the central question of our time is this: “Can the spirit of the 
West be kept consistent, united, and strong enough to control and discipline 
the economic process, and can its evolution be kept compatible with the struc- 
tural and mechanical necessities of modern economic life?” (P. 37.) If history 
records an affirmative answer to this question it will be because our generation 
succeeds in harmonizing political institutions and tendencies with economic 
institutions and developments. The growing divergence between the two ap- 
pears to the author to be primarily responsible for our present ills. 

The old system of capitalism may be said to have collapsed in 1914. The 
new capitalism built up during the 1920’s bore a superficial resemblance to 
the old one but it rested upon an artificial credit foundation and an artificial 
power foundation (meaning thereby that the old balance of power system 
was destroyed without building up a genuine concert of the great powers), 
and it fell like a house of cards when confidence in the system was shaken. 
For several years pandemonium prevailed. The reconstruction of the next 
period (1931-39), under new leaders and new ideologies, was increasingly 
directed inward at security within single countries. “Planning” was the word 
for it but unfortunately it was divisive and hence contributed to the Second 
World War. 

In the last part of his book von Beckerath discusses the prospects of recon- 
structing Western civilization. Assuming a United Nations’ victory, the out- 
come appears to him to depend upon economic, moral and political factors. 
In the economic field the great task is going to be to harmonize the plans of 
the several nations, for nationalism, in his judgment, is a fact that will have 
to be reckoned with. These plans may be either liberal or totalitarian. 

Liberal planning may take various forms. The author distinguishes three 
which he labels “directed and concerted economy,” “planning of resources” 
and “balanced economy.” The first form, involving seemingly mild interven- 
tions, is not regarded as promising. The planning of resources, human and 
natural, seems to von Beckerath in principle at least entirely appropriate in a 
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liberal society, justifies a considerable expansion of government functions and 
can easily be utilized for business cycle control. Here as well as in the fourth 
chapter of Part I, entitled “Political Foundations of Capitalism,” we get the 
clearest statement of the author’s position on the important question of the 
economic functions of government and the appropriate methods of financing 
them. Advocates of planning for balance hold that the state must play a major 
rôle if massive unemployment is to be avoided. In the opinion of von Beck- 
erath, the members of this school subdivide according as they rest their case 
on the alleged tendency to chronic oversaving or on the alleged inevitability of 
price and wage rigidities in modern capitalism. 

Space forbids any attempt at reproducing von Beckerath’s discussion of 
the possibilities and dangers underlying the policy recommendations made by 
advocates of these two approaches to balance. Suffice it to say that the dis- 
cussion is excellent and the skepticism wholesome. As one who shares von 
Beckerath’s skepticism, I would urge the believers to read with particular 
care all of Chapter VIII, “Economic Reconstruction,” but particularly pages 
189-213. 

Totalitarian planning is dealt with in more summary fashion. The author 
sees little hope for the democratic way of life in this approach. 

While von Beckerath would reserve a large and clearly defined place for 
private initiative:-he none the less regards as inevitable an enormous growth 
of bureaucracy in the post-war state. “It is hardly too much to say that the 
bureaucratic class to a greater or lesser extent will be the leading class of the 
future, above business men and politicians and certainly above the specialists 
of technical and social engineering who now vie with the above-mentioned 
groups for a leading position” (p. 253). Whether this bureaucracy “will remain 
faithful to the spirit of a free constitution depends largely on its general educa- 
tion and system of recruiting” (p. 256). These bureaucracies will have to 
learn to harmonize the conflicting national aspirations of their peoples, for 
nationalism will long be a cultural reality of enormous importance. 

The balance of power system offers more immediate hope of preserving 
peace than the Wilsonian dream as incorporated in the League of Nations, 
` though the latter must eventually triumph “if a progressive world civilization 
is to be preserved.” Meantime, however, the new international society will 
have to be built up bit by bit. “A world state, even in the form of a con- 
federacy with real power, seems still utopian.” 

Given the confusion and exhaustion of continental Europe, its restoration 
and with it the restoration of Western civilization will depend upon a con- 
tinental reconstruction. A European federation preferably on the British 
Empire pattern is essential. But it will have to be sponsored and tutored for a 
while by the great solid powers outside of it, England and her Empire, the 
United States and Russia. This means that England will have to abandon 
her traditional policy of divide et impera on the continent. In place thereof 
von Beckerath recommends a close Anglo-American alliance which would 
serve as a counterpoise to gigantic Russia. America’s decision at the close of 
the war will be decisive. The only hope is that the United States abandon 
its obsolete tradition of isolationism, repudiate “the vested interests of private 
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interests and of bureaucratic planners, bent on maintaining a closed, planable 
system,” and enter into “active and responsible participation in European 
reconstruction, in Asiatic reconstruction, and close economic coöperation with 
England and the British Empire.” Under such a balance of power on a conti- 
nental scale, the peaceful adjustment of present differences in political and 
- economic ideals may prove possible. “In the last analysis,” the author con- 
cludes, “success depends on the spirit of the rising epoch, on a humanitarian 
revival on spiritual grounds, which we cannot command, yet for which we may 
hope and work.” 

l J. V. VAN SICKLE 

Vanderbilt University 


Economic History 


The Early History of Deposit Banking in Mediterranean Europe, Vol. I. 
l By Assotr Payson UsHer. (Cambridge: Harvard Univ. Press. 1943. Pp. 
xx, 649. $5.00). 

Twelve years ago Professor Usher broke new ground with an article on 
deposit banking in Barcelona. With the publication of this volume on early 
credit systems in Mediterranean Europe and banking in Catalonia, the work 
has been pushed at least to the half-way stage. A subsequent study will deal 
with the Castilian banking firm of Ruiz and the history of Italian banking. 
“The general chapters in this volume include, however, the broader results 
of the study of all available material.” 

A wealth of data, derived from writings in Catalan, Spanish, French, Portu- 
guese, Latin, German, Dutch, and English, support this straightforward and 
challenging thesis: “Even if we do not extend the history of deposit banking to 
the period before 1200, it is evident that banking played a larger part in the 
social life of the middle ages than is commonly supposed.” Part I (The Struc- 
ture and Functions of the Early Credit System) examines critically a maze of 
legal and historical literature on instruments of debt, currency, commercial 
paper, and credit practices. The generalizations are reinforced at many points 
by reference to published documents and somewhat less frequent citation. of 
archival data. Part II (Banking in Catalonia, 1240-1723) is based upon 
manuscript materials, the major portion of which come from the Archive of 
Municipal History of Barcelona. 

Economists may protest that too much space has been devoted to the 
tortuous evolution of the legal prescriptions surrounding early credit practices. 
Unfortunately, it is not easy to show where the legal process could have been 
ignored without injury to the general synthesis of economic and other social 
forces, The assumption that the law merely followed the dominant wants and 
demands of the business community is too easy a generalization. Thus, al- 
though full acceptance of the doctrine of negotiability required a revolution in 
juridical thinking, reéxamination of the evidence “creates.a strong presump- 
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tion that, prior to 1500, business men were not in any jurisdiction attempting 
to build up a system of ‘circulating credit” by circumventing the characteristic 
non-negotiability of bills and notes. In striking contrast to “the modernness of 
certain fundamental usages with respect to currency, exchange, and public 
debts, negotiability emerges slowly, in widely separated commercial areas, 
during the sixteenth and seventeenth centuries. Professor Usher has skillfully 
filled in many of the gaps in the history of negotiable instruments; others 
remain to invite the interest of future investigators. In connection with the 
discussion of formal commercial documents I note the neglect of the Catalan 
notarial archives, which furnish a type of records found useful in the study 
of Italian financial practices. The Archivo General de Protocolos of Barcelona 
has not been inventoried, but for several years historians have been sampling 
its papers (which date from 1300) with good results. 

Private banking developed in Catalonia during the thirteenth century. Al- 
though it is impossible to say precisely when the money changers (cambia- 
dores) became bankers, at least by 1300 they were accepting deposits on 
current account, granting credit without deposit of specie, and furnishing 
personal sureties as well as buying and selling foreign and domestic coin. 
For the fourteenth century, parliamentary laws and municipal ordinances 
furnish the chief evidence of private banking practices; with the rise of 
public banking, at the beginning of the fifteenth century, public records supply 
various classes of primary source material for the study of both aspects of 
the banking business. The present work emphasizes once more the unusual 
richness of the historical archives of Barcelona, though numerous lacunae 
occur at crucial points both by reason of inadequate sampling of available 
manuscripts and the apparent disappearance of others. As Professor Usher 
noted in his earlier work, the municipal bank of Valencia was almost as old 
and possibly as important as the public banks of Barcelona. Similar institutions 
arose in other towns of eastern Spain, and it is unfortunate that no important 
data on these contemporaries of the Barcelona banks have been secured for 
the present study of Catalan banking. 

The Taula, or Bank of Deposit of Barcelona, came into existence partly as. 
a result of a “number of unfortunate experiences with the private bankers who 
served as fiscal agents” of the municipality. These incidents, Professor Usher 
points out, were in themselves not decisive. In fact, the scheme for a public 
bank was first presented to the city council by “certain citizens desirous of . 
promoting the welfare of the city,” who argued that such an institution would 
create a reservoir of credit sufficient to enable the city to redeem its bonds 
and reduce the burden of debt service. Opened in 1401, the Bank of Deposit 
found it necessary to suspend payments and undergo reorganization in 1468; 
but it is not misleading to say that the institution functioned continuously for 
three full centuries. The political disorder accompanying the Bourbon acces- 
sion clouds the last years of the Bank’s career. Between 1713 and 1715 both 
the Bank of Deposit and the newer Bank of the City fell into the institutional 
scrap-pile created by the abrogation of Catalan autonomy; but the Bank of 
Common Deposits, a giro bank administered by officers responsible to the 
central government, seems to have been salvaged from the ashes of the 
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Municipal banks. Although the details of the transition are not of great 
moment, it occurs to me that more definite information on this period might 
have been obtained from the archive of the Audiencia Territorial of Barcelona. 

At an early date the Bank of Deposit achieved one of the major objects of 
its creation: refunding the city’s debt in 1403-04, it brought about a reduction 
in the yield on annuities (the favored type of municipal long-term debt) 
from an average of 5.55 per cent to slightly under 4 per cent. On subsequent 
occasions of financial stringency it was less successful; for the Bank, an 
instrumentality of the municipal government, followed rather than guided the 
fiscal policies which influenced the loan market. A stationary population, a 
decline in the relative commercial importance of the region, and wars and 
political disturbances gave Barcelona unbalanced budgets for long periods. 
The suspension of payments by the Bank, the default on debt service, and 
the forced scaling down of interest and principal in 1640-1660 have a strong 
modern ring and suggest, incidentally, how long we have been in learning 
the rudiments of credit and debt. 

Unless Professor Usher has overlooked important records, which seems un- 
likely, there was no significant objection to the city’s entering the banking 
business. Although the Bank of Deposit acquired within three months of its 
organization a monopoly of certain desirable types of deposits and had at the 
outset exclusive custody of public funds and the duties of fiscal agent for the 
municipality, the scheme was unencumbered by complaints of bankers and 
merchants that public enterprise would ruin private business. The explanation 
of this silence is not obvious, and I wish Professor Usher had paused to 
speculate on the question. Later on the bankers and the merchant guild raised 
effective opposition to the dominant position of public banking, and in many 
respects the public and private banks were held to the level of simple com- 
petitors. Although the early statutes prevented the Bank of Deposit from 
lending to individuals and to public bodies other than the municipality, sub- 
stantial evidence has been found of the setting aside of this rule for the sake 
of permitting overdrafts in favor of private persons as well as the Commission- 
ers of the Principality. Private bankers were intermittently permitted to 
maintain accounts at the Taula, and on various occasions the bankers embar- 
rassed the Bank of Deposit with excessive demands for cash. By and large the 
facts presented suggest that where there were no clear-cut spheres of public 
and private enterprise, the influence of public on private banking was at least 
not unwholesome. 

The Bank of the City, chartered in 1609, formed an unusual addition to 
the municipal banking system. Its principal purpose, at first believed to be a 
temporary need, was to furnish a device for absorbing the clipped and’ de- 
based foreign coin which threatened to drain the Bank of Deposit of standard 
domestic money. Furnished with working capital by the Bank of Deposit and, 
like the latter, directly responsible to the municipal government, the Bank of 
the City endeavored to insulate the Bank of Deposit from the disturbing in- 
fluences of fluctuating tariffs and market values of the heterogeneous money 
in circulation. Apparently, monetary disorder in Aragon and Catalonia was 
no less severe than in the Spanish regions covered by Professor Hamilton’s 
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study of the Price Revolution; and in the judgment of the author, “the new 
bank at Barcelona enabled the public banking structure to survive a pro- 
tracted period of severe currency depreciation.” This part of the discussion 
is supported by text and tables showing the available information on Catalan 
coins, with weights, fineness, and tariffs at varying intervals through the 
fourteenth to seventeenth century; but sufficient data have not been found 
for a systematic study of the volume of coinage in the Catalan mints during 
this period. 

At least one reader appreciates the long glossary, in which the author 
defines Catalan technical terms, buttressing most of the definitions with apt 
quotations and translations from contemporary uses in the manuscripls 
consulted. This appendix also includes extensive notes on the structure of 
municipal and regional government in Catalonia—an interesting experience 
in regional autonomy and functional representation which has not yet been 
adequately appraised. Professor Usher’s bibliography, besides furnishing a 
summary of the voluminous manuscript materials embodied in the research, 
supplies a working guide to the study of coinage, banking, interest, ex- 
change, and accounting history. I should like to pass over the mechanical 
errors in the bibliography with a perfunctory notice of their commission, but 
they seem to me unpardunably numerous. The following title, for instance, is 
hardly translatable: “El Valor des las Monedes Corrieron en Castilla Durante 
el Regno Isabel” (p. 615). Patriotism may lead some readers to conclude that 
the Harvard University Press has sent to war a platoon of proofreaders 
familiar with the gender of foreign nouns, cognizant of the conventions of 
accentuation, and sympathetic to the orthographical preferences of the Span- 
ish Academy. 

ROBERT S. SMITH 

Duke University 


The Wisconsin Pine Lands of Cornell University—-A Study in Land Policy 
and Absentee Ownership. By PAuL WALLACE Gates. (Ithaca: Cornell 
Univ. Press. 1943. Pp. ix, 265. $3.50.) 


Economic historians and land economists have for some while been apprecia- 
tive of the work which Professor Gates has been doing on the history of 
American land disposal and settlement. His writings, published in many 
journals, have been characterized by careful documentation and thoughtful 
interpretation. What is also impressive to an economist is that Gates has 
always insisted that histories of land policies are ill-conceived if they are 
not directly related to present land problems. When Gates scolds his fellow 
historians for their failure to follow this principle, one is inclined to suggest 
that perhaps Gates himself should really he classified as “historical economist” 
rather than as “historian.” i 

In his new book, Professor Gates follows his own advice. The book is 
more than a detailed exposition of the land speculation activities of the 
founding fathers of the university at Ithaca. It has so much more than the 
history of the pine lands of Cornell that the volume is more accurately de- 
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scribed by its subtitle, “A Study in Land Policy and Absentee Ownership.” 

Professor Gates does relate the local history of the founding of the uni- 
versity by Ezra Cornell and the New York state legislature, and he describes 
the deal by which the institution was put in line to benefit from any increase 
in the price of the land purchased with its scrip. He faithfully records the 
activities by which the Cornell trustees coéperated in a scheme to rig a white 
pine monopoly, held onto their Chippewa River timber, fought against the 
ambitious development programs of the settlers, and finally disposed of their 
properties at a profit of over five million dollars. 

The story of these machinations really serves, however, to form a consistent 
thread which ties together the unfolding of events of broader dimensions. Gates 
gives a good account of some basic conflicts in national land policy concepts, 
of the effects of the land scrip device on land settlement and tenure, of the 
‘ private and social hazards of land speculation, of the financial and organiza- 
tional characteristics of the lumbering industry, and of the problems of local 
government finance created by inadequate land policies. In his treatment of 
these important economic issues, Gates makes a definite contribution to the 
development of land economics, to an understanding of our present land 
problems. He also renders a service in several of his footnotes by pointing out 
areas of Investigation to which further research attention should be directed. 

And withal, Professor Gates’s book reads, in large part, like a novel. This 
effect is no doubt due both to Gates’s ability as a writer and to the Cornell- 
Wisconsin story around which he builds the larger analysis of land policy 
and absenteeism. This story is in itself one of considerable interest to all who 
have a special concern in either the university or the state of Wisconsin. 

Professor Gates, a member of the faculty in history at Cornell, maintains a 
thoroughly objective point of view even as he digs into the seamy side of 
the actions of those who participated in the Cornell timber land speculations. 
Old school-tie emotions intervene only toward the close of the book as Gates 
urges the brothers of the bond to “cherish the memory of their founder’s wis- 
dom in undertaking the great land venture in Wisconsin.” But the final sen- 
tence is a further reminder that they should not “be unaware of the cost of 
the investment fo the State of Wisconsin.” 

This is a book of high quality and considerable importance. 

i ; _ LEONARD A. SALTER, JR. 

University of Wisconsin 


Essays in American Economic History. By Fritz REDLICH. (Ann Arbor: 
Edward Brothers. New York: Stechert. 1944. Pp. v, 199. $2.00.) 

A student of history ofttimes encounters in his peregrinations personalities 
and events so intriguing as to be irresistible. This author evidently was diverted 
from his main purpose—the explanation of early American banking and eco- 
nomic theories—to retell, in the first of four essays, the story of a truly re- 
markable man, Eric Bollman. Born in Hanover in 1769, Bollman studied 
medicine, but before he could begin practice went on a journey which marked 


1944] BOOK REVIEWS 593 


the beginning of an adventurous life. Wherever he went, he was welcome in 
the highest circles; a thinker, business man, unofficial diplomat, and adven- 
turer, he moved restlessly from one endeavor to another. In his first travels 
he arrived in Paris and was admitted to the salon of Madame de Staël. 
Sympathizing with the predicament of the royal family and the aristocracy 
during the French Revolution, he aided French political refugees, including 
Talleyrand, to escape to London. Later he was jailed for an abortive attempt 
to free, by force, Lafayette from prison at Olmnitz. 

After regaining freedom he left for America, arriving January 1, 1796. 
Here he made the acquaintance of Nicholas James Roosevelt and Alexander 
Hamilton who introduced him to President Washington. He married a daugh- 
ter of Nixon, a wealthy merchant, and entered the importing business. After 
refusing a government appointment by Jefferson, he joined Aaron Burr’s en- 
terprise, apparently without realizing its treasonable character. Leaving ad- 
venture, he practiced medicine in New Orleans for a few weeks, later returning 
to the life of a common laborer in Philadelphia at four dollars a week. He 
promoted a flour mill and a dyeing plant, and then engaged in the refining 
of platinum. It is during this period that he found time to publish his 
Paragraphs on Banks favoring the recharting of the first United States Bank 
(1810) and his Letters to Alexander Baring (1811), and a paper on American 
monetary problems (1812). In 1814, he returned to England, meeting among 
others the partners of the Baring Brothers Company, the Secretary of the 
Royal Academy and Lord Castelereagh, urging them to make peace with 
America on liberal terms, He soon was in Vienna renewing: his acquaintance 
with Talleyrand and working with Prince Metternich. He planned steamship 
lines on the Danube, but failed, tried to promote Austrian-American trade, 
to revamp the Austrian currency system, and to sell six French-built warships 
to the United States. In a brief stay in this country he wrote on a plan to 
improve our monetary system (1816). Returning to London, he started a 
chemical company and continued his writing by publishing three pamphlets in 
1819 (p. 60). On his return from a trip to South America to arrange a loan to 
Bolivar, he died at Kingston, Jamaica, in 1821 from a tropical disease, ending 
a career rich in experience but, for a man of his ability, meagre in results. 
Thus the story of the man transcends in interest, to this reader at least, the 
economic theories of Eric Bollman, the thinker. 

In the second ‘of Redlich’s essays, on Mercantilist Thought in Early Ameri- 
can Banking, a similarity is shown between early American banking theories 
and the mercantilistic theories of Sir James Stewart. The putative connec- 
tions between the two sets of ideas are not, however, well established, and 
although the author claims to have shown a connection (p. 124) it seems 
to be extremely tenuous, resting, as he says, on the acceptance of his philoso- 
phy of history. While the service performed by the author in bringing these 
hypotheses together is altogether admirable, still it seems wise not to sub- 
stitute philosophy of history for historical data. Whether these data would 
prove the connections claimed, we cannot know. In particular, the theory and 
practice of making bank loans on real estate and other fixed assets seems, in 
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the absence of proof to the contrary, to be more readily explained by the fact 
that fixed capital assets were the chief security available for coinage into 
money via loans, than because the banks held particular theories derived from 
mercantilistic writers. Subsequent studies? have shown that the commercial 
banking theory was honored more in the breach than in the observance even 
in very recent times, and as late as 1925 Congress encouraged this practice 
further by amendments to the national banking act. Mercantilistic ideas had 
little to do with these changes. 

The third item—-Essay on Free Banking—brings together the literature 
dealing with banking developments from 1830 to the Civil War when state 
banks with inadequate capital and excessive and unsafe note issues abounded 


all over the country. The core idea of free banking was that self-interest and 


the requirement of specie redemption would limit the volume of note issues. 
That this conception was inadequate was revealed when self-interest was 
used to attain personal advantage at community expense through the spawning 
of banks and the proliferation of note issues which later caused losses to the 
general public. Free banking was an antimonopoly movement as well as a 
device for promoting liberal investment in new enterprises when monied 
capital was unwilling to take new risks. The author discusses the ideas of lead- 
ing writers, including those of John MacVickar, of Columbia, and shows the 
resurgence of the safety motif when the dangers of free banking came to be 
realized. Not much is said here of the recent Keynesian hypothesis concerning 
this period of our history: that wild-cat banking promoted the development 
of the West because it was a means of increasing the quantity of money avail- 
able for risk-taking purposes when conservatively inclined holders of cash 
were hesitant to invest. 

The final essay is on A National Debt Is a Nattonal Blessing, a statement 
originating with Alexander Hamilton to justify his funding operations, but 
later repudiated by him as a statement of principle. The mercantilistic notions 
regarding the use of government obligations as a medium of exchange are 
discussed. The author also shows how slogans expounding the beneficence of 
debt were used to encourage bond sales during the Civil War and to justify 
deficit financing since 1930. The reader certainly must conclude, however, 
that little insight is afforded by the authors cited into the real economic and 
fiscal issues relating to the national debt. 

On the whole, these essays provide instructive reading to the student of 
monetary and economic history, reminding us of the relativity of economic 
slogans, not to say of economic doctrines. , 
WALTER A. MORTON 

University of Wisconsin 
. 1 Moulton, H. G. “Commercial banking and capital formation,” Jour. Pol. Econ., Vol. 
XXVI (May, June, July, Nov.), pp. 484-508; 638-663; 705-731; 849-881. 
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National Economies 


Soviet Labor and Industry. By Leonarp E. HUBBARD. aceon Macmillan. 
1942. Pp. viii, 315, $3.25.) 


When some of Hegel’s contemporaries drew his attention to the lack of 
relation between his theories and realities, his answer was: “So much the 
worse for the facts.” 

Many American observers of the Soviet system refused to see the facts if 
they did not fit in with their established preconceptions. The “Maginot Line” 
of anti-Sovietism began really to crack only under the impact of Russia’s 
truly magnificent resistance to the nazi military might. The undeniable fact 
of Soviet Russia’s economic progress has caused a revision of cherished views 
and estimates. This change in American public opinion, which has a tendency 
to swing erratically from one extreme to the other, has brought about in 
recent years an avalanche of enthusiastic reports concerning all things 
Russian: indiscriminate condemnation has been replaced by indiscriminate 
exaltation. 

Mr. Hubbard’s book has the advantage of having been written before the 
nazi invasion. It provides, like his previous publications (on Soviet money, 
trade and agriculture), a balanced review of the Soviet system in operation. 
The book contains but few excursions in the realin of theory and is largely 
descriptive. To be sure, a theoretical summation of the Bolshevik revolution- 
ary cycle that is nearing its completion and consolidation presents a formid- 
able task. It is obvious that the simple formulas of Marxism-Leninism are 
inadequate and obsolete as an explanation of the peculiarities and complexi- 
ties of the present Soviet economic system, the product of a realistic com- 
promise between rigid dogma and the imperatives of survival and success. 

Mr. Hubbard’s analysis of the economic structure and the living conditions 
in the Soviet Union is based on official Soviet sources and on casual personal 
observations. His facts and figures give a reliable, detailed and vivid, picture 
of the Soviet system prior to the nazi attack. It is regrettable that he has chosen 
in too many cases to omit specific references to the sources of his information. 

The hook discusses a wide range of topics, including a brief chapter on 
conditions under the Czarist régime, the period of “war communism,” the 
Soviet planned economy, taxation and wages, Soviet trade unions, the stand- 
ard of living, the labor market, the rôle of women in Soviet industry; it also 
contains attempts to appraise the Soviet state, the constitution of 1936, the 
rôle of Jews in Soviet Russia, and the gradual appearance of what Mr. Hub- 
bard calls “a bureaucratic elite.” 

In his survey of “war communism,’ Mr. Hubbard contends, with good 
treason, that it was not meant to be just a civil war cxpcdicncy. The real cause 
of the astounding shift to the so-called NEP (new economic policy) in 1921 

s “the utter failure of ‘war communism’ to find acceptance among the 
masses,” Stalin’s economic policy during the thirties showed a similar vein 
of concessions to stark realities. The disappearance of unemployment under 
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“war communism” despite the complete collapse of industrial activities finds a 
satisfactory explanation in the fact that conditions in the cities and other. 
industrial areas were even worse than in the country and brought about a 
mass exodus to rural areas to escape starvation. Unfortunately, Mr. Hubbard 
did not include in his study an analysis of the interesting experiment in the 
so-called “worker’s control,” which preceded the wholesale nationalization of 
Russian industry in the summer of 1918: it was a failure of considerable 
scientific value that deserves a thorough examination. 

The history of Soviet labor and industry is a story of adaptation of utopian 
dreams to the stubborn dictates of efficiency. By the painful method of trial 
and error the Soviet leaders were compelled to graft ideologically alien devices 
of the hated capitalistic system to make their own noble experiment work. 
Thus, for instance, the principle of equalitarianism in the remuneration of 
workers has been discarded so completely that its advocacy at the present 
time is considered by the Kremlin a counter-revolutionary heresy. Appeals 
to unselfishness and to proletarian conscientiousness proved of little effect 
in the desperate attempts to increase labor productivity. Labor turnover 
became phenomenal, Steep wage differentials, piece work, premiums, and 
other material inducements, as well as stern disciplinary measures, had to 
be introduced in the socialistic state to make even a rough fulfillment of the 
ambitious economic Five-Year Plan possible. 

Trade unions under the Soviet régime differ radically from unions in the 
Western world. Originally, according to Lenin’s conception, they were sup- 
posed to protect the workers against their own government that has become 
the greatest monopolistic entrepreneur in the world. Under Stalin they have 
been converted into loyal and docile servants of the party and of the state. 

` They take the lead in raising the productivity of labor, promote “socialist 
competition” for greater and better production, help to break records of 
output, hail the Stakhanov system of labor rationalization and, generally 
speaking, train the workers to serve best their employer—the state. 

Mr, Hubbard believes that “today industrial management bears a strong 
similarity to capitalistic management. Even recent legislation concerning the 
status and duties of foremen has approximated them to factory foremen in 
@ capitalistic enterprise.” The principle of industrial administration by com- 
mittees, which was in accord with the theory of socialist democracy, was 
abandoned long ago as impractical. It is probably not an exaggeration to say 
that a director in a Soviety factory has nowadays in many ways greater 
authority over the workers than his capitalistic counterparts. 

In the puzzling question of the Soviet standard of living, Mr. Hubbard 
has reached the fair conclusion that conditions prior to the war were 
“unusually good” compared with 1930, but were still lagging far behind 
capitalistic standards. However, the absence of unemployment in the Soviet 
country at the very same time that millions of workers in the West, including 
this country, were on relief, must be taken into account in making such a 
comparison. Nor should the so-called “socialized wages” be minimized in an 
appraisal of the Soviet standard of living. Another intangible in a proper 
appraisal of the Soviet economy is the often underrated conviction and pride 
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of the Soviet worker that he is living in the only socialistic country and? is By 
this very fact a pioneer of world socialism. 

Systematic indoctrination and not only coercion and fear of coercion, 
is at the root of the willingness of Soviet trade unions to endorse legislation 
that made the Soviet worker even in peacetime less free and perhaps more 
“exploited” than the American worker in wartime. The startling decree of 
June, 1940, has lengthened the working time from seven to eight hours a 
day and from a six-day week to a seven-day week, without additional com- 
pensation. Mr. Hubbard asserts that as a result of this overnight change “the 
Soviet government now gets about seven weeks’ work in a year from every 
worker for nothing.” The same law made quitting a job without peca per- 
mission a punishable offense. 

Mr. Hubbard’s analysis of the postulates and limitations of Soviet eco- 
nomic planning is illuminating. He emphasizes that planning in the Soviet 
country is an obvious necessity, as there remains no alternative when all 
national wealth is owned by the state and the whole economy is operated or 
closely controlled by the government. The tremendous achievements of Soviet 
industry both in peacetime and in the course'of the gigantic war are before 
our eyes. While Mr. Hubbard may be guilty of oversimplification when he 
declares that “the whole of the Soviet economic system is founded on 
adaptations of capitalistic methods” (p. 249)—he is certainly justified in 
his contention that “planning does not remove all the difficulties and problems 
of capitalistic government while introducing some new ones peculiar to 
itself” (p. 240). There is a certain plausibility in his observation that “Soviet 
government is moving in the direction of abandoning planned price control in 
the lower strata of the price structure and allowing market conditions to play 
an increasing part” (p. 242). This observation fits in the general tendency 
of recent Soviet economic legislation toward decentralization and greater 
flexibility. 

An analysis of some Soviet taxes accounts for Mr. Hubbard’s observation 
of growing income discrepancies in the Soviet Union. He has no doubt that 
the income of the Kolkhozniki (members of codperative farms) is considerably 
lower than the average industrial wage and ventures the questionable pre- 
diction that “the Russian peasant will disappear and the population will 
consist of an industrial and agricultural proletariat” (p. 270). The newly 
emerging “bureaucratic elite” tends to widen the gap between the low income 
majority and the high income minority of the population. Time may show 
whether this trend will degenerate into a revival of classes or castes, as: 
Mr. Hubbard seems to believe. 

The study would have gained in compactness had Mr. Hubbard abstained 
from more or less irrelevant excursions into political prognostication. (On 
page 308 he foresees “a progressive curtailment of the rights of the masses,” 
and on page 310, just two pages later, he predicts “some liberalizing of the . 
Soviet form of government. ”) Asa whole, however, the book is a highly 
informative contribution to the literature on Soviet economic and social 
institutions. 

Though he is not an apologist of the régime, Mr. Hubbard shows a sincere 
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effort to depict objectively both its assets and its liabilities. The study of 
Soviet experiments and experiences, their successes and errors ought to be’ 
helpful to us, especially in the post-war period when we will be faced with 
the necessity of a more rational approach to our economic problems in 
general and to the thorny issue of industrial relations in particular. 
Boris M. STANFIELD 
Columbia University 


The Nazi Economic System—-Germany’s Mobilization for War. By OTTO 
Natan. (Durham: Duke Univ. Press. 1944. Pp. ix, 378. $4.00.) 


With utmost scholarly care and thoroughness Dr. Otto Nathan in his The 
Nazi Economic System examines how Germany prepared for war in the years 
1933-1939, Basing his analysis on careful documentation from German 
sources, he considers in detail the important organizations and techniques 
used by the nazis in building up a military economy which he defines as 
“the over-all planning super-imposed upon capitalism for military objectives.” 

After examining the techniques of control over agriculture, industry, banks, 


- labor, and prices, and after summarizing the methods used in obtaining funds 


for the military economy, he comes to the conclusion that nazism is not 
capitalism in the traditional sense; not state capitalism;. not socialism; and 
not communism. It is, rather, “a combination of some of the characteristics 
of capitalism and a highly planned economy. Without in any way destroying 
its class character, a comprehensive planning mechanism was imposed on an 
economy in which private property was not expropriated, in which the 
distribution of national income remained fundamentally unchanged, and in 
which private entrepreneurs retained some of the prerogatives and responsi- 
bilities which were theirs under traditional capitalism. This was done in a 
society which was dominated by a ruthless political dictatorship.” 

Despite the fact that the book is limited to pre-war years, it still provides 
some of the essential information for an understanding of the nazi economy. 
Although the nazis have taken a series of steps, particularly since 1941, to 
reorganize and improve the war economy, no basic changes were made, as is 
demonstrated by the following summary of events in recent years. In order 
to promote efficiency, the government replaced the cost-plus pricing system 
for government orders by a system of uniform and group price, thus exerting 
pressure for rationalization of firms. At the same time the excess profits tax 
was liberalized so as to provide an incentive for increased output for those 
concerns producing for the government at the lowest group price. The 
Ministry of Armaments and Munitions was reorganized under Speer, who 
was given supreme responsibility for the production of arms. National 
compulsory peak cartels were set up for five branches of industry. Formation 
of these Reichsvereinigungen reflect a desire to rationalize the cartel system, 
to create cartels where cartelization lagged, to allocate raw materials in a 
more direct manner ahd to use the cartel as an instrument for organizing 
joint or community production, Cartel leadership was turned over to the 
most powerful and efficient industrial groups. The integration of the 
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Chambers of Industry, Handicraft, the regional Economic Chambers and the 
regional groups into forty-two District Economic Chambers for each party 
district or Gau simplified the organizational structure. New rulings of the 
Reichsstellen (Federal Boards) which control raw materials abolished pre- 
vious exemptions from controls, and penal provisions for false statements 
were made more severe. Sauckel was appointed General Deputy for Labor 
Supply and as a party “boss” and industrialist was expected to enforce 
maximum utilization of the labor supply and speed the recruitment ‘of 
foreign labor for work in Germany. His appointment meant a more drastic 
application of earlier measures. Everything was the same, only more of it. 

The chapter on the effect of the military economy on civilian consumption, 
unlike the rest of the book, contains a comprehensive statistical summary of 
results. On the basis of a careful examination of changes in income and 
consumption in Germany, Nathan concludes that the expansion of pro- 
ductive capacity, full employment, longer hours, changes in - techniques, 
rationalization, etc., led to an increase of national income of at least 30 
per cent for 1938 as compared with 1929. Wage and salary earners, including 
the unemployed and the pensioned, received a smaller share of the ‘rationed 
product in 1938 than in 1929, but “all the available information tends to 
indicate that the real income and consumption of the German people 
improved greatly in comparison with 1932.” If we compare this with what. 
happened in the United States war economy, the results do not appear so 
unusual. 

In regard to food consumption, of great importance in determining the 
duration of the war, Dr. Nathan agrees with other experts that the full value 
of per capita food consumption for German workers in 1937-1938 was only 
5 per cent below that of 1927-1928. This position has held out surprisingly 
well also for the war years, which are beyond the scope of the book. This 
was true because Germany lowered the consumption of occupied countries, 
diverted substantial production as well as utilization of crops from feed for 
livestock to food for human consumption and lowered the qualitative com- 
position of the nation’s diet. 

Dr. Nathan should apply his scholarship and analysis in another book to 
the problems raised by the nazi spoil of Europe as well as to the other: 
conundrums which are connected with post-war Germany. What kind of 
program would enable the United Nations to redress the balance of economic 
development as between Germany and the rest of Europe? What line of 
economic action would create conditions whereby fundamental changes in 
the organization and conduct of German economic and political life would 
ensure the removal of all National Socialist elements? How can we make 
impossible the repetition of the long series of acts by which Germany in 
time of peace was converted into a war economy and placed in a position to 
launch and sustain a war of aggression? 

One hypothesis which might be suggested by Nathan’s book is that the 
singling out of Prussian militarism as the main element in German life 
which must be absolutely destroyed is an inadequate expression of our war 
aim. It may leave an avenue of escape for the aggressive forces not covered 
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by this term. The nazi régime brought about profound changes in the distri- 
bution of political power in Germany. Industrial concentration and the 
totalitarian integration of the German economy for war led to distribution of 
power in which political control rests not so much with the Prussian mili- 
tarists and nobility but rather with the nazi hierarchy, the interests of heavy 
industry located in western and central Germany and in Upper Silesia, and 
the nationalistic elements of the middle classes and the “intellectuals.” 
MAXINE Y. SWEEZY 
Washington, D.C. 


Financial Burden of the War on India. By C. N. VAKIL. (Bombay: Author, 
Univ. of Bombay. 1943. Pp. 140. Rs. 4.) 


At the very outset, Professor Vakil makes it clear that one of his objectives 
is “to expose [the] myth about British generosity to India.” In attempting 
to do this, he very ably shows the effect of British and Indian war expendi- 
tures on the finances of the country. His facts are well chosen and serve as a 
valuable aid to an understanding of India’s financial and economic condition. 
He also leaves no doubt as to the prevailing Indian attitude toward the 
“burden” which the war has forced on India. 

The author prefaces his chapter on war expenditures in India with the 
significant observation that “war expenditure in India is not necessarily war 
expenditure of India or for the defence of India.” One is left with the 
impression that India has little at stake in this war and, from the Indian 
point of view, the Financial Settlement (the arrangement by which war 
expenditure is divided between the United Kingdom and India) is far from 
settled. 

Among the “burdens” which the war has thrust upon India, inflation and — 
its attendant ills are held to be among the most detrimental. (Professor Vakil 
was largely responsible for drawing attention to inflation in India with the 
publication of The Falling Rupee in January, 1943.) There can be no dis- 
agreement with his conclusion that “. . . inflation started in India some time 
ago and that by now it has reached serious proportions. . . .” Attributing 
inflation largely to the method by which Allied war expenditures in India are 
financed, he recommends that “. . . the British and American Governments 
should either pay us in goods and gold or raise rupee loans in the country 
from the people of the country to finance their requirements.” Or “they may 
also achieve the same object by liquidating their assets in India and by 
converting them into rupees.” 

One of the most striking things about this book is that in the short time 
since its publication in July, 1943, a number of ideas advanced by the 
author have been acted upon. Perhaps chief among these is recognition on 
the part of at least some British thought that India “. . , is, in fact, bearing 
the whole of the real burden represented by combined Indian and British 
Government defence expenditure” (The Economist, October 2, 1943), since 
the sterling which has been given in exchange for rupees cannot now be used 
to supply goods which have been given up in favor of war goods. 
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Since the publication of the book there has also been an extension of the 
various efforts at inflation control, such as the partial financing of Allied war 
expenditures with gold instead of sterling, and the issuing of the Hoarding and 
Profiteering Prevention Ordinance in October, which brought stocks and 
prices of practically all consumer goods under control. Also subscriptions to 
government loans have increased phenomenally. The results of these efforts 
have been, encouraging as the upward trend of wholesale prices came to a halt 
in June, 1943, and prices have since remained fairly steady. 

In January the government released figures giving the total expenditures 
in India for defense and supplies as divided between the British and Indian 
governments, a step which should meet, at least in part, the author’s com- 
plaint that India is kept in the dark as to the proportion of war expenditures 
it is paying. 

Finally, the Finance act of 1944 calls for heavier income taxes in the 
higher brackets and relief for those in the lower income levels, a measure 
which should meet with the author’s hearty approval. Also, an increase in 
the compulsory deposits made in connection with the excess profits tax fulfills 
the suggestion that all excess profits should be immobilized. 

The facts and figures recorded in the Financial Burden of the War on India 
are no longer current, but they serve a useful purpose to all who are interested 
in Indian finance. 

A, KEARNS-PRESTON 

Washington, D.C. 


Economic Systems; Post-War Planning 


The Crisis of the National State. By W. FRIEDMAN. (London: Macmillan. 
1943. Pp. x, 198.) 


The author of this thoughtful little volume believes that the end of the 
national state is at hand. He believes that the national state has been the 
characteristic feature of an important period of modern history. By national 
state he means the state which rests on a unified nation and which possesses 
sovereignty. He does not enter into the complex controversies which have 
raged over this concept, but asserts that “juristically, the State as the 
supreme legal authority in modern national society can no longer be a 
matter of controversy.” Thus, he continues, “the attribute of the national 
State, national sovereignty, means the fundamental impossibility of an 
international legal, political and economic order, as distinct from temporary 
balance of power, alliances or international agreements. . . .” 

Friedman, who is Quain Lecturer in Laws, University of London, then 
traces, in Part II, the decline of the national state. He intends it to be “a 
cool analysis of the forces which, from different directions and with different 
objects, have undermined the national State.” (It is a curiosity of this British 
book, written against a background of German scholarship, that the 
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word “state” is capitalized throughout.) First he shows how the self-determina- 
tion of nations conflicts with the needs of a strong state. Here he effectively 
contrasts the situation in France, Britain and Spain which “were able to 
establish a strong centralized government, before national movements could 
disrupt the structure of the State,” with the newer states where the conflict 
between the needs of the state and the desire for cultural diversity begot a 
crisis. 

One answer to the difficulties is to expand the national state toward an 
imperial one. Quoting Carr, Friedman develops the theme that “nationalism, 
having attained its first objective in the form of national unity and inde- 
pendence, develops almost automatically into imperialism.” He puts forward 
a rather convincing argument in favor of the contention that the fascists, and 
more especially the nazis, really are the destroyers of the national state. With 
Rauschning, he holds that “every essential factor of national cohesion is 
deliberately destroyed in Hitler’s idea of the new society.” Instead of such a 
society they seek a new functional society which cuts across nations and 
determines the position of groups and classes according to functions. It is a 
hierarchical society. “The society of the Nazi empire is planned as an inter- 
national class society.” And again: 

The Nationalist (sic) Socialist Empire is an empire politically and economically directed 
from Germany, based on a homogeneous structure of government, law and social life, 
under the supervision of the Gestapo and its agents, with dominant and subject classes. 
These classes are racially determined in so far as Germans will form the core of the 
dominant Nordic stock and all Slavs are condemned to slavery, while people such as 
Dutch, Swedes, Norwegians, perhaps French, and possibly Britons, might be given a 
chance to assimilate themselves, once they have thoroughly embraced the right creed. 
But racial stock forms only the basis of selection. The actual classes of the new society 
will be bred and educated by rigid selection and under iron discipline, so as to be fit to 
fulfill the allotted function, and regardless of descent. The new empire is entirely 


conceived on the basis of a functional society which as right across national divisions 
and separates people within one nation. 


This extended quotation is given to show what seems to this reviewer the 
mainstay of the author’s argument. He proceeds, of course, to develop his 
theme in other, more familiar directions. (Incidentally, there is a marked 
lack of familiarity with American literature bearing on his problems.) He 
minimizes the rise of nationalism in the Orient, and insists that it is merely 
the first step, and that beyond it lies the international solidarity of “oppressed 
classes and peoples.” I doubt whether this view would be accepted by most 
close students of the situation. Certainly the author’s estimate of the Chinese 
situation, where he believes the feud with the communists to be ended, is 
rather out of date, as is his estimate on Palestine and Zionism. 

In an interesting chapter on Marxism, he traces the relation of working- 
class ideology and policy to the national state, and concludes: that while there 
has developed an increasing attachment between the two, “recent develop- 
ments are reviving certain aspects of international proletarian solidarity.” 
The middle classes, on the other hand, have been abandoning the national 
state of which they once were the principal supporters. This view follows the 
general position taken by Marxists, but implements it by brief sketches of 
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the military class, the intellectuals, the bureaucracy, the white-collar workers 
(black-coated, he calls them) and the peasants. These sketches amount to 
little more than obiter dicta, highly questionable in part, and certainly lacking 
adequate evidential support. The page on the peasants is particularly weak, 
and neglects available, more detailed analyses. The analysis of the business 
man’s rôle is much more careful, and leads Friedman to the conclusion that 
the modern business man is torn between his allegiance to the national state 
and “many international interests and alignments.” This often is not realized 
by these groups subjectively. “The great majority of those who are today 
instrumental in the abandonment of the national state profess to be national- 
ists.” Friedman could have adduced some interesting recent illustrations from 
the records of our anticartel prosecutions. 

Friedman then proceeds to an interesting evaluation of current international 
ideologies. He groups them into six, besides the Marxist: the Fascist Inter- 
national, the ideal of collective security, the multi-national state, the Federal 
Ideal, the Rights of Man ideology, and the Grossraumordnung. All these he 
sees as attempts to transcend the order of the national state. He seems to be 
sympathetic to all but the Fascist International, for even the Grossraumord- 
nung, though coined as a semantic symbol by an apologist of the nazis’ 
New Order, is a universal trend, exemplified by the Soviet Union, America, 
and the Far East, as well as the European continent. “The decisive feature of 
these new super-national ‘formations is their compact character, the ‘inner 
lines of communication.’ ” He believes that the British Empire will break 
under the strain of these new power groupings. “For Britain herself, the 
eventual alternative would be between closer association with the European 
or the American Grossraumordnung.” 

But not the discussion of these continental consolidations—for that is what 
this five-dollar term means—but rather Friedman’s analysis of the multi- 
national state seems to this reviewer to be his most interesting contribution 
in this chapter. For it is based upon the author’s conviction that it is the 
Soviet Union which provides “by far the most important contribution to the 
problem of nationalities.” Basing his analysis primarily upon Sir J. Maynard’s 
analysis in The Russian Peasant (1942) and upon the Webbs’s Saviet Com- 
munism, he believes that the Soviet Union has reverted to a system more 
familiar in Asia which combines strong centralization of government with 
cultural autonomy for subject peoples. But he also insists upon the leveling- 
up of the different nationalities of the Union and insists that others have 
something to learn from it, though “to what extent the social creed of the 
_ Soviet Union will spread is not a matter to be discussed here.” Friédman’s 
discussion of the Rights of Man, federalism and collective security seems less 
interesting, because the important work done in this country in these fields 
apparently is unfamiliar to the author. 

After summarizing his analysis, Friedman finally turns to the problem, 
central indeed to his entire analysis, of the need for a readjustment of values. 
“It has been the object of our study to demonstrate how the most diverse 
forces of our time, political ideology as well as strategic planning, dictator 
power politics as well as monopoly capitalism, the making of empires by 
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conquest as well as the common man’s desire for peace and security, are 
compelled to look beyond the national state.” It is not a question of 
nationalism versus internationalism, but of what kind of internationalism. 
“The issue between the highly organized international class empires of 
National Socialism and of the Rising Sun and an international society of 
free peoples remains urgent and uncompromising.” Friedman is laudably 
clear and specific in saying: “No alternative intcrnational organization of 
free peoples can be built on solid foundations unless it can transfer to its own 
service the loyalty and enthusiasm of service which the national state has 
commanded in the past.” “Nationality can no longer provide a basis for the 
State.” 

It would appear that the author would like to see a large-scale international 
organization, provided with adequate power for insuring collective security, 
but balanced by a strong measure of decentralization and regional association 
in continental groupings, the whole permeated by the higher law of the 
Rights of Man. To the many who share this conception in whole or in part 
his vigorous demonstration of the demise of the sovereign national state should 
be a welcome aid in clarifying their thought. To be sure, on this side of the 
water, similar analyses have been made from a variety of approaches, but 
“the truth needs many mouths to proclaim it.” 


Cart J. FRIEDRICH 
Harvard University 


Business Cycles and Fluctuations 


M obilizing jor Abundance. By RoBERT R. NATHAN. (New York: McGraw- 
Hill. 1944. Pp. xviii, 228. $2.00.) 


This is a very popular exposition of a very simplified version of the familiar 
Keynes-Hansen theory of oversaving. The argument runs entirely in broad 
aggregates—effective demand, saving and investment, The author is imbued 
with boundless optimism. He believes that a free enterprise economy can 
successfully function, if only the government, in order to maintain effective 
demand, takes measures to reduce private saving, stimulate private investment 
and to fill the remaining gap by public spending. The proposed measures 
concern taxation, social security, capital exports, government spending. The 
author believes that nothing he proposes is in any way incompatible with a 
free enterprise economy. 

Diagnosis, prognosis, therapy are very, very simple, straightforward and, 
in the opinion of the author, not open to doubts. There is, of course, no 
room in a popular discussion for theoretical intricacies, But there is also no 
mention of alternative explanations of crises and depressions. There are one 
or two fleeting allusions, but no discussion of problems of price and wage 
policy, of flexibility and rigidity of wages and prices, of mobility of labor and 
similar questions. 


r 
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Professor Pigou, in an important article in the Spectator (November, 
1943), has poirited out that we shall be faced after the war with a mal- 
distribution of resources which will not lend itself to being cured by the 
easy and agreeable medicines prescribed in Mr. Nathan’s book. He referred 
to partial unemployment, concentrated in particular (depressed) areas in 
contrast to general unemployment as we had it during the early thirties. He 
drew the conclusion that the area covered by policies which confine them- 
selves to regulating aggregate effective demand is much more restricted than 
the proponents of these policies believe. There is no mention, let alone an 
adequate discussion, of such complications in Mr. Nathan’s book, There is 
no discussion of the rate of interest or interest elasticity of investment 
demand. And the same-is true of the possibility of the danger of a post-war 
inflation. 

Is it not likely that an economist who ignores all these issues will find 
himself after the war in a position similar to that of many generals and 
military strategists at the beginning of the present war, who were very well 
prepared for the last war (or for the next war), but who had no ready 
answers to the questions posed by the particular war they had to fight? 
Similarly, economists like Mr. Nathan may be well prepared for the depres- 
sion of the 1930’s or the 1960’s, but not for the economic troubles with which 
they will be confronted in the later 1940’s and 1950’s. 

The author probably finds his conscience sufficiently consoled by one or 
two general remarks like this: “There are countless problems dealing with 
wage rates, maximum hours of work, profits and other incentives, monopolies, 
new corporate financing . . . and hosts of other fields which now have 


important economic influences. They are not discussed in this volume 


because it is believed that if the over-all economic environment essential for 
full employment is present, many of these problems will diminish in im- 
portance. Those that continue to be significant can be handled much more 
efficiently and soundly under prosperous conditions than under an unsound 
environment” (p. 227). 

The author is certainly right that partial depressions and other special ills 
can be more easily dealt with, if a general deflationary spiral is not permitted 
to develop. But the matter is much too complicated to be disposed of with a 
few vague remarks like the one quoted. What is the use of such over- 
simplified pronunciamentos, anyway? That a popular exposition and not a 
scientific treatise was intended is no excuse for leaving out essential matters. 
Moreover, by cutting out numerous repetitions, enough room could have been 
found for a rounded analysis. 

In its present form, the book can only mislead the superficial reader. The 
thoughtful lay reader who is assailed by doubts is bound to ask many of the 
questions on which the hook is silent. If the book is meant as an antidote to 
ultra conservatism which regards government spending in depressions, social 
security, and other policies of maintaining effective demand as not much 
better than bolshevism, it could, again, impress only the unthinking but 
hardly convince the thoughtful. 

If after the war our economy is confronted by problems other than over- 
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saving, as may very well be the case (and as will almost certainly be the case 
in most other countries for years to come), the easy cures will be either 
ineffectual or positively injurious (inflationary). In the latter case, supple- 
mentary. anti-inflationary measures such as price control, rationing, alloca- 
tion will have to be maintained or reimposed. All that would discredit the 
proposed policies in the eyes of many people.and make it harder to apply 
them later when a situation arises where they are really needed. 
G. HABERLER 
Harvard University 


Money and Banking; Short-Term Credit 


Central Banking Functions of the United States Treasury, 1789-1941. By 
EstHER Rocorr Taus. (New York: Columbia Univ. Press. 1943. Pp. xii, 
313. $3.50.) : 


It is commonly known that the Treasury since 1933 has had important 
instruments of monetary control under its direct supervision and also that it 
has taken a leading part, to say the least, in policy decisions. without regard 
to the instruments to be used, Perhaps it is less well known how important 
the Treasury’s influence has been in the past. It is the purpose of Dr. Taus’s 
book to show that the present position of the Treasury was not attained 
suddenly but that it is the product of a historical development beginning 
with the establishment of the federal government. 

The first part of the book deals with the period prior to 1846, when the 
Treasury kept its balances largely in the form of bank deposits. This is 
followed by a group of chapters dealing with the central banking activities 
of the Independent Treasury System. The next three chapters consider the 
influence of the Treasury upon Federal Reserve policy down to the Great 
Depression. The last chapters take up the monetary measures of the govern- 
ment to aid recovery during the thirties and their effect in placing monetary 
control largely in the hands of the Treasury. l 

Even during the early period, Mrs. Taus believes, the Treasury occupied 
an outstanding position in the money market. At times it came to the 
assistance of individual banks in difficulty, and it influenced the reserves of 
the banks generally by varying its deposits with them. Also, changes in the 
government debt had a monetary significance since, among other reasons, 
public securities were used as a substitute for specie in certain transactions. 

The Independent Treasury System, Mrs. Taus states, was established with 
the idea of severing the connection between the Treasury and the banks, but 
actually it very much increased the power of the Treasury over the credit 
structure, Since public balances were now held in the form of specie, any 
variation tended to change bank reserves in the opposite direction. The 
common procedure for releasing cash to the market before 1863 was for the 
Treasury to purchase government securities. After that time balances were 


1944] BOOK REVIEWS 607 


held partly in specie and currency and partly in deposits, so that bank 
reserves could be increased etther by purchasing securities or by TACERE 
deposits at the expense of Treasury cash holdings. 

Though there were Secretaries, Mrs. Taus thinks, who took a narrow view 
of their duties, most of them realized the monetary implications of the 
Treasury’s operations and devised various techniques, not only to prevent 
those operations from creating fortuitous disturbances in the money market, 
_ but to regulate credit in a positive way. As time went on the trend was toward 
positive regulation. As regards the pre-1914 era, Treasury intervention in 
the money market was gredtest, Mrs. Taus believes, under Secretary Shaw 
(1902-1907). Shaw not only used existing methods of influencing the money 
market, but he devised additional ones, such as changing the collateral 
requirements against public deposits in order to release government bonds 
for securing national bank notes. And he went so far as to recommend that 
the Treasury be given discretionary control of- the note circulation and of the 
reserve requirements for deposits. 

The Federal Reserve System was also originally intended to free the banks 
from Treasury influence, Mrs. Taus says, but almost immediately, owing to 
the exigencies of war finance, the Treasury assumed direction of Federal 
Reserve policy. And, in her opinion, it continued to have a major, though 
somewhat diminished, influence upon policy until 1929 with a view to 
facilitating the government’s refunding operations. Then, as part of the 
recovery program in the thirties, the Treasury was given monetary powers 
of such magnitude as to place it in effective control of policy. Furthermore, 
because of the drift toward a planned economy, the Treasury is likely to 
continue in control of monetary policy in the predictable future. 

There are many points in the book which it would be interesting to discuss, 
but it will be possible to consider only a few of them. With regard to the 
mechanics of the Treasury’s influence on the money market during the 
nineteenth century, Mrs. Taus frequently reasons that an addition to 
Treasury deposits with the commercial banks would serve as an easing 
influence even where the addition arises from a surplus of revenue over 
expenditure and where no net release of Treasury cash occurs. Individual 
banks in distress might be aided in this manner, but there would be no aid to 
the market generally. In fact, in so far as there was any perceptible effect 
at all it would be contractive, since an increase of Treasury deposits would 
tend to reduce the liquidity of the public and the banks. Exception should 
also be noted to the author’s view that the Treasury largely determined Fed- 
eral Reserve policy through the decade of the twenties and ‘that the principal 
aim of policy then was to further the government’s refunding program. The 
statements of the Federal Reserve officials of that period do not seem to 
support this view. Also, it is difficult to see how the Treasury could itself 
produce a general fall in the long rate of interest during the twenties by 
means of reducing the debt out of surplus revenue. 

But I believe the author’s main conclusions are sound: that the Treasury 
exercised important central banking powers during the pre-Federal Reserve 
era—even though it did not serve as a lender of last resort—and that there 
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has long been a general, though not even, trend toward Treasury control of 
monetary policy. Her study helps us to understand how our banking system 
functioned even as well as it did during the nineteenth century, and it lets 
us see the Treasury’s position today in clearer perspective. 
ELMER Woop 
University of Missouri 


Sound Policies for Bank Management—A Discussion for Bank Officers and 
Directors. By Ropert G. Ropkey. (New York: Ronald Press. Pp. xiv, 
224. $4.00.) 


In the volume under review, Professor Rodkey has made a definite con- 
tribution to the literature of bank management. His book has two outstanding 
merits. First, and most important, it contains a cogent and lucid exposition 
of the management policies he suggests. Secondly, the book is brief enough 
(some 200 pages) so that the average busy bank executive may feel it worth 
while to take the time to read it. Rodkey has wisely refrained from including 
a mass of material which might easily creep into a volume of this sort, put 
which is already adequately covered in other published sources. 

The book is divided into five parts: central problems of bank OEE 
liquidity, solvency, public relations, and interrelationships of topmost man- 
agement, Part I is a general summary of major bank management problems 
and policies which are discussed in detail in the later parts of the book. 

Part II, dealing with the subject of liquidity, is concerned with the size 
and nature of a bank’s asset reserves. Primary and secondary reserves are 
defined in the usual manner and the question of their proper size is discussed. 
The case is then made for a tertiary or “investment reserve” to increase still 
further the bank’s liquidity. This reserve is to consist of the highest grade 
securities with maturities, evenly spaced, of from two to six years. As the 
two year securities come within a year of maturity they are transferred to 
the secondary reserve and a corresponding amount of six-year maturities is 
added to the investment reserve. 

With regard to the minimum size of these three types of reserve, Rodkey 
bases his estimates on the amounts that would have been necessary to meet 
the withdrawals and bond declines of the great depression, in other words, 
amounts sufficient to maintain liquidity under the worst experience of earlier 
years. 

Part IIT is interesting and important, but cannot be given detailed con- 
sideration here. It deals with the size and management of the permanent bond 
portfolio under peace and war conditions, with loan policies, with liability 
reserves and their proper handling, and, lastly, with the capital account—its 
size and investment. 

Part IV, which is devoted to public relations, .is concerned with bank 
statements and reports, service charges and personnel problems. A good deal 
of stress is placed on the desirability of giving to the public fuller information 
concerning the affairs of the bank than now appears either in the average 
published bank statement or in the majority of annual reports to stockholders. 
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Rodkey bases his case for more complete information on the assumption 
that, if a bank is in sound condition, both the stockholders, existing and 
prospective, and the public as represented by depositors would be benefited. 
It is true that all the smaller depositors are completely protected by deposit 
insurance ‘but the larger business deposits are not. The larger business enter- 
prises furnish the banks with their most lucrative deposits and have a right to 
all pertinent information in selecting a bank or banks in which to place their 
funds, information which a bank with nothing to hide might well give to them. 

The questions of service charges and personnel problems are next treated 
in much the usual fashion and, while important in a treatment of manage- 
ment policies, do not require more than mention in the present instance. 

Part V is devoted to a discussion of the board of directors, its proper 
functions and relation to the immediate management by the bank’s officers. 
Appendix A contains a condition statement of the type which should be in 
the hands of directors at their meetings, and Appendix B contains excerpts 
from a monograph by Dr. J. Brooke Willis on financial reports of com- 
mercial banks. 

Three features of the book call for emphasis. The first is the suggestion for 
an “investment reserve.” Second, the greatly increased importance of invest- 
ment analysis in modern banking is properly recognized. Lastly is the plea 
for more adequate information regarding individual banks. Also, this volume, 
while devoted chiefly to peacetime policies, recognizes the: influence of the 
present emergency and treats certain topics under both war and peacetime 
conditions. The banker will find a careful perusal of the book well worth his 
time and effort. 

FREDERICK A, BRADFORD 

Lehigh University 


International Trade, Finance and Economic Policy 


Quantitative Trade Controls—Their Causes and Nature. Prepared by Gort- 
FRIED HABERLER AND Martin Hit for the Economic, Financial, and 
Transit Department of the League of Nations, Geneva. (New York: 
Columbia Univ. Press. 1943. Pp. 45. 50 cents.) 


This short study is one of a series being prepared by the Economic, 
Financial and Transit Department of the League of Nations with a view to 
contributing to “the elimination of all forms of discriminatory treatment in 
international commerce” and to “the reduction of tariffs and other trade 
barriers.” These objectives, long advocated by the League of Nations, have 
more recently been endorsed by the governments which have become parties 
to the Mutual Aid (Lend-Lease) Agreements. 

The term, “quantitative trade controls,” calls most definitely to mind 
import and export quotas. Quota systems, however, have frequently been 
closely related, either as supplementary or alternative arrangements, to the 
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control of foreign trade through the requirement of import or export permits 
or through regulation of foreign exchange transactions. All such arrange- 
ments are properly regarded as involving quantitative control because under 
them the volumes or values of particular imports or exports are officially 
fixed. Tariffs and subsidies, on the other hand, may be considered non- 
quantitative controls; they do, of course; influence, but they do not fix, the 
volumes of trade in various kinds of goods. This study deals more particularly 
with import quotas but is intended in a general way to analyze the reasons 
for, and consequences of, the application of eee controls in the more 
general sense. 

The authors refer briefly to the use of quantitative trade controls during 
the First World War when these were used for special purposes, such as to 
conserve shipping and to prevent the movement of goods through neutral to 

enemy countries, This type of control was also employed by some countries, 
particularly the new and truncated states of central and eastern Europe, 
during the period ‘of severe dislocation that followed the war. Even in central 
and eastern Europe, however, quantitative controls of trade were gradually 
abandoned with the introduction of tariff systems considered appropriate for 
' the various countries and with the achievement of a measure of political and 
financial stability. For a period after 1925, therefore, quantitative controls 
represented in no part of the world the main obstacles to trade. Such 
restrictions continued to be applied to a few commodities in several countries 
but even these were being whittled down in importance. 

The movement away from quantitative trade controls was, as the authors 
point out, reversed with the depression. When several countries introduced 
this type of trade restriction on a large scale in 1930 and 1931, the arrange- 
ments were, however, still regarded as emergency ones. Several food-importing 
countries of western Europe introduced import quotas to protect their agri- 
culture from the drastic fall in world prices; similar restrictions were intro- 
duced by several predominantly agricultural countries on account of balance 
of payments difficulties. Further impetus was given to the use of quantitative 
trade controls when, in the latter part of 1931, Great Britain and other 
countries allowed their currencies to depreciate in terms of gold. Several 
countries that maintained the gold parities of their currencies introduced or 
extended import quota systems to limit the competition in local markets of 
goods from depreciated currency countries. 

Not until the middle thirties did import quotas, licensing systems, and 
exchange control attain a place among the accepted instruments of commercial 
policy. They then came to be conceived as integral parts of recovery programs. 
Their appeal in this connection lay in the view—to which some support is 
given by this study—that quantitative trade controls enabled countries 
independently to adopt reflationary and unemployment relief programs which 
could not have been pursued in the absence of more precise control of foreign 
trade than non-quantitative measures afforded. Quantitative trade controls 
tended to become more or less chronic also because of the importance they 
assumed in commercial bargaining. Such regulation permitted countries to 
make the quantities of specified imports admitted from particular sources 
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dependent on special concessions for their exports. Thus, quantitative controls 
became incorporated with a network of bilateral agreements. 

In many countries this type of restriction doubtless constituted in the 
years preceding the outbreak of the present war the most serious obstacle to 
international trade and it was also the basis of highly discriminatory treatment 
of imports from different sources of supply. This study indicates that the 
principle of equal treatment as generally understood almost inevitably be- 
comes a dead letter in the face of such restrictions. It is for these reasons 
that the elimination of such methods of trade control, or at least some much 
less irresponsible application of them than was common before the war, is 
essential to improved international commercial relations in the post-war 
world. In addition the authors believe one of the aspects of quantitative trade 
controls to be that they “constitute a much more serious interference with 
the individualist economy based on the price mechanism and free enterprise” 
than do tariffs and subsidies. This is because with the latter, prices of com- 
modities in exporting and protected markets retain their flexibility under the 
influence of varying market conditions; however, where quotas, import and 
export licensing, or exchange control systems are the effective restrictions on 
the movement of goods in international trade, adjustments of quantities to 
changing circumstances can be made only through official action. Thus with 
quantitative restrictions, international trade becomes the object of continual 
governmental supervision and determinations. 

As to the outlook for the future, the authors apparently believe that 
quantitative trade controls are likely to be quickly abandoned after the war 
only if concerted action is taken by the major powers to meet the problems of 
readjustment of national economies from war to peace. In the longer run 
they feel that currency and economic stability and the expectation of a 
durable peace are prerequisites to the restoration of an international trade 
system free of detailed government supervision and regulation. They suggest 
that such stability and the likelihood of such a peace are dependent in turn 
upon collaboration between the great states to prevent or arrest deflationary 
spirals. In the opinion of the reviewer, this outlook is justified and it is 
important that it be appreciated. 


LOYLE A. Morrison 
United States Tariff Commisston 


Public Control of Business; Public Administration; 
National Defense and War 


The Independent Regulatory Commissions. By R. E. CUSHMAN., (New York: 
Oxford Univ. Press. 1941. Pp. xiv, 780. $5.00.) 

The title of this volume is rather misleading. It is both less and more than 

a work on the independent regulatory commissions. There is little considera- 

tion of the operations of these agencies or appraisal of their performance and 
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accomplishments in terms of their functions or otherwise. On the other hand, 
although “this study,” to use ‘the author’s words, “deals with the problem? 
of the independent regulatory commission” (p. 4), it actually undertakes to 
cover a great deal more territory.? The resulting impression of conglomeration, 
however, is not alone a matter of the coverage attempted. It is also one of 
organization.® With qualifications, perhaps, for the British experience, most 
of the material could have been used to develop a well-integrated discussion 
or analysis of the problem or problems constituting the essential theme of 
his study. Instead, various aspects and phases of these problems are scattered 
through the first half of the book in connection with the discussion of the 
individual commissions in addition to his analysis of these problems in 
Chapter VI and the four concluding chapters. Sections or subsections relating 
to aspects of the “merger” or “separation” of powers, “independence of 
commissions,” “personnel,” “planning’* and the like are repeatedly and 
bewilderingly interspersed with similarly repeated subsections or sections 
, entitled “background,” “legislative history,” “topics and issues,” and “content 
of the legislation.”* In the single chapter on the Interstate Commerce Com- 
mission there are nearly sixty of these sections and subsections, only eight of 
which appear in the table of contents. 


*The “problem,” it develops, is a somewhat hydra-headed one. There are (1) problems 
of a constitutional and legal nature, (2) problems of the independence of these regulatory 
agencies, (3) the problem of the merger of incompatible powers, (4) problems relating 
to the structure and personnel, and (5) the froblem of what administrative techniques 
and procedures are best adapted to carrying out any specific program of regulation on 
which the government decides to embark (pp. 11-13). 


*In addition to the study of his “problems,” he wished to present (a) “a comprehensive 
and accurate survey of the legislative history of the independent regulatory commission 
movement” (p. 13), yet at the same time (b) “more the history of an idea and a method” 
(p. 14), (c) to put “on record the more important facts about the independent regulatory 
commissions as they now exist” (pp. 15-16), (d) to present a bird’s eye view of the 
British administrative agencies (p. 16), and (e) “a rapid-fire summary of the highlights 
of a study of the American state commissions by another author” (p. 16). 

? Points (a), (b), and (c) in the preceding footnote are to be found substantially in 
three chapters devoted to a discussion of’ each commission, agency by agency. This, with 
two brief introductory chapters, takes up the first half of the book. These five chapters 
are followed by one on constitutional status, assumed to be point 1 of his “problems.” 
The continuity is then broken by a 20-page chapter on the state commissions, ((e) in the 
preceding note), and 185 somewhat irrelevant pages on the British experience ((d) above). 
After these digressions the author returns at last to his “problem” or “problems” in four 
concluding chapters ((2) to (5) above). 

*For example, sections or subsections on some aspect of the merger of powers appear 
in the discussion of the Bituminous Coal Commission, National Labor Relations Board, 
Shipping Board, and at three points in the discussion of the Interstate Commerce Com- 
mission, There is one section or subsection on either the personnel of the commissions or 
boards or on the qualifications of members under the discussion of the Interstate Com- 
merce Commission, Federal Reserve Board, Federal Power Commission, Shipping Board, 
and two of them under-the discussion of the Bituminous Coal Commission. 


"For each of the ten commissions there is usually one or more (depending upon the 
number of statutory enactments) sections or subsections on (1) “background of legisla- 
tion,” (2) legislative history (with special emphasis on the author’s problems), (3) topics 
and issues in the hearings and debates, (4) content of the legislation, (5) proposals for 
changes in the functions, structure, and organization, etc., etc. 
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Although the first half of the volume dealing separately with each of the ten 
commissions is easily the most interesting part of the volume, it contains some 
rather extraordinary, not to say glaring, omissions. It is not apparent that 
any of these agencies, still less which ones, possess (1) the power to require 
reports, (2) to prescribe uniform accounting systems, or (3) except for the 
Trade Commission, effective investigatory authority. 

‘he power to conduct investigations with its necessary legal implementation 
and the power to require reports have rather commonly been regarded as two 
of the most important powers of any regulatory agency. Both powers were 
given to the Interstate Commerce Commission by “An act to regulate com- 
merce’’® and this initial pattern has been followed in the Trade Commission’ 
and other statutes. Primarily it is through the exercise of these powers that 
the agency procures the information essential to successful regulation. With- 
out either of them the agency is practically’ stymied so far as obtaining 
information is concerned, With only one of the two it is still badly handi- 
capped.® 

One of the results of these omissions is that the extension of the reporting 
powers of the 1.C.C. to the private car lines goes unnoticed. There is no 
legislative history of the report-requiring provision of the Federal Trade 
Commission act and consequently no indication of the probably profound 
effect on that agency had its organic act retained earlier proposals for 
mandatory annual reports from large corporations® and the authority to 
prescribe a uniform system of such reports.’° Finally, there is omitted all 
consideration of the scope and limitations of the report-requiring power 
although the constitutionality of the delegation of this power in the case of 
the Trade Commission remains unsettled.” 

At page 187 Professor Cushman attempts to summarize the investigatory 
authority of the Federal Trade Commission and subsequently discusses 
investigations by that Commission (pp. 218-20). Space does not permit 


*Secs. 12 and 20, Public No. 41 approved Feb. 4, 1887. 


T Not entirely because with the passing years more and more information has become 
obtainable on a codperative and voluntary basis. 


* See the complaint of the Commissioner of Corporations, Annual Report, 1911-12, p. 14. 


? See Section 9, H.R. 15613, Union Calendar No. 174, p. 13, April 14, 1914, accompany- 
ing House Report 533, 63rd Cong., 2nd sess. 


*The April 14 draft referred to in the last footnote calls attention to another 
omission. Where the author obtained his version of the origin of the unfair competition 
provision (pp. 186-87) he alone knows. Facts of record are that certain members of the 
House Committee dissented from the majority (April 14) draft of H.R. 15613 because 
of the failure to prohibit unfair competition and that this prohibition was contained in 
both H.R. 15660 introduced on April 14 by Congressman Stevens, one of these dissenters, 
and in the amendments of even date by Congressman Lafferty to the majority bill. 
Minority Views and Minority Report, H.R. Report No. 533, 63rd Cong., 2nd sess., 
April 14, 1914, Pts. 2 and 3 and appendix to Pt. 3 showing draft of H.R. 15613 as 
amended, Union Calendar 174, ibid. 

The High Court dodged the fundamental issue of the power delegated. F.T.C. v. 
Claire Finance Co., 274 U.S. 160, 47 Sup. Ct. 553, 71 L. Ed. 978, argued and reargued 
before the Supreme Court and not decided for more than three years after the initial 
argument, 
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quotation of the statute but the summarization is patently inaccurate, Also 
inaccurate is his discussion of that power.* His conclusion as to the scope 
nf the Trade Commission’s power of investigation is substantially identical with 
that voiced by that staunch conservative, former Commissioner W. E. 
Humphrey, in the late 1920’s.28 

Professor Cushman’s general discussion of his problems (Chap. VI and 
the four concluding chapters) is open to too many criticisms, both general 
and specific, to permit reference to more than a few. His approach is fre- 
quently either theoretical or unrealistic. The theory of the separation of 
powers too often constitutes the criterion of his judgments rather than critical 
appraisal in terms of performance by the agencies.** 

For the most part the author’s problems are no more new than the 
independent regulatory commission is new. Over a period of sixty years most, 
if not all, of these problems have been considered and subjected to analysis 
in the rather respectable body of economic, legal, and other literature relating 
to these agencies. But the author’s streamlined or modernistic method!’ does 
not apparently warrant adequate consideration or discussion of analyses made 


“For example, the appropriation riders referred to (p. 220) were not, as stated by 
the author, limitations on the use of appropriated funds for general economic investiga- 
tions but merely limited House and Senate resolutions to matters involving violations of 
the antitrust laws with a qualification for concurrent resolutions. This was in effect 
confining the two bodies to resolutions within the language of the original act and had 
nothing to do with the Commission’s general investigatory authority. He also misses 
entirely the fact that the 1934 appropriation rider prohibiting new investigation as a 
result of a legislative resolution unless concurrent was permanent legislation and in effect 
amended the act. 


“Cushman: “The statute limits this power [investigation] by providing that it may 
extend to ‘any corporation alleged to be violating the antitrust Acts’” (p. 219). 

Humphrey: “To any lawyer, it is too plain for discussion that the Commission has no 
authority to investigate where there is no violation of law.” (Views of Commissioner 
Humphrey to accompany F.T.C. report on DuPont Investments, an investigation under a 
resolution of the Commission dated July 29, 1927). 

In order to correct the record, according to Professor Cushman, as well as bring it 
down to date, the following may be quoted from an article appearing many months 
before the volume under review: “The construction of the Federal Trade Commission 
Act whereby it is held not to sanction investigations of such a nature [general fact 
finding] finds no support in the statute itself... . The legislative history of the act is 
likewise unavailable as authority for this view, since it reveals that the grant of authority 
was one of the major purposes of the Act.” (McChesney and Humphrey, Investigatory 
and Enforcement Powers of the Federal Trade Commission, 8 G.W. Law Rev. 581, 591, 
and authorities collected therein.) 


“A good specific example of this is his discussion of the administration of the Safety 
Appliance Acts by the I.C.C. (p. 704). Among other things, he concluded, “There seems 
no sound reason for making a change... but the arrangement ought not to be copied.” 
But why not? The answer apparently is that it does not accord with the author’s ideas 
of the separate compartmentalization of legislative, executive, and judicial powers. 

**'This method assumes that the selected problem or subject is not only new but 
urgently important, that nobody except the researcher has adequately considered it 
before and that if any have done so, their judgments and conclusions are of no significance 
and should be disregarded anyhow. 
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by other presumably equally, not to say more, competent students of the 
same problems.?® ; 

A third criticism which flows in large measure from the two foregoing ones 
is his signal failure often to refer to, much less consider, the comparatively 
obvious rebuttals of his own arguments or conclusions. For example, one or 
two of his five conclusions against commissions as planning agencies (pp. 
731-33) are merely naive, others easy to refute. Factors such as increased 
expense, duplication, and waste, on the other side, are not considered except 
inferentially.?? 

Another of his conclusions is that there should be a range of policy control 
allotted to the executive. Commission policies impinge upon the general 
policies of the President at many points, “policies for which the President 
as the head of the nation is responsible” (p. 698). That there is an opposite 
side to this question seems rather obvious but certainly it is not developed. 

The Commissions should also be accountable to the President in the field 
of “administrative efficiency” (p. 698). Granting that the author knows more 
than vaguely what he means as this reviewer does not, what are the standards 
or the criteria of administrative efficiency? This statement may be taken to 
imply that greater administrative efficiency in whatever sense it is used by 
the author is to be found in the executive departments than in the commis- 
sions.’ One wonders. Also, whether the author realizes it or not, considera- 
tions other than mere administrative efficiency are involved in this question.’® 

In problems of structure and personnel (at the commissioner level) Pro- 
fessor Cushman offers some defense of political appointments on the ground 
that they “are not ipso facto and inevitably bad” (p. 752), blandly ignoring 
the fact that that is equally true of bipartisan, geographical, and group interest 
appointments which he condemns in practically unqualified terms. Moreover, 


“The most conspicuous omission, of course, is Sharfman’s work on the I.C.C., a 
monumental five-volume study of administrative law and procedure. Most of the author’s 
problems were considered by Sharfman with conclusions not always in agreement with 
Professor Cushman’s. The only reference to Sharfman is for a comment on the Hoch- 
Smith Resolution. 


That he is aware of the other side of the case is rather apparent from his conclusions 
that planning bodies should be established as adjuncts of the independent commissions. 
To have developed adequately the reasons in favor of planning by the commissions would 
have largely defeated his argument for “adjuncts.” Thus there is little in the functions, 
organization, and methods of these proposed adjuncts (pp. 740-41) to indicate that 
equally good or better results could not be obtained by the regulatory commission itself, 
given (1) the authority or direction and (2) adequate financing, the sine qua non of 
research and hence of planning. The second consideration is conveniently ignored. 


3 For example, greater in the Department of Agriculture in the administration of the 
Packers and Stockyards act and original Grain Futures Administration acts than in the 
F.T.C. or I.C.C. in the administration of their respective acts. Or it may be taken to 
imply that from the standpoint of administrative efficiency it is fortunate that the 
regulation of the Packers and Stockyards was given to the Department of Agriculture 
rather than the Trade Commission. 

3 Such, for example, as the suspension of the Grain Futures Reports by the Secretary 
of Agriculture. Suspension of Reports of Large Speculative Accounts in Grain Futures, 
Senate Doc. 61, 73rd-Cong., 1st sess., 1932. 
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conclusions similar to his on political appointments?” are equally applicable 
to geographical, bipartisan, and group interest appointments. 

On the whole, therefore, the author’s discussion of his problems very much 
resembles the brief of the advocate who glosses over or ignores as far as 
possible everything unfavorable to his argument.”* It is largely, if not pri- 
marily, a vehicle for the author’s theories or beliefs.?? It is not an impartial 
critical analysis and appraisal leading either to sound conclusions or laying 
the foundations for such conclusions. 

W. H. S. STEVENS 

Washington, D.C. 


Wartime Prices. Part I: August 1939 to Pearl Harbor. By Joun M. BLAR 
and MELVILLE J. ULMER. Bur. of Lab. Stat. bull. no. 749. (Washington, 
U. S. Dept. of Labor Bulletin 749, 1944, pp. 272. 35c. 


Gradually, and in the midst of active combat, a respectable body of eco- 
nomic literature describing the evolution of the American war economy is 
being woven from the threads of current events. The present volume offers a 
survey of prices of primary markets in the U.S. in the critical twenty-eight- 
month defense period from August, 1939, to December, 1941. In these years 
the relationship between prices in different markets and between prices and 
wages emerged, and remained to affect market pressures and price trends in 
the months following Pearl Harbor. In them, too, government controls over 
markets and prices, farm products and labor relations were formulated and 
applied. 

Some of the most interesting parts of this book are those concerned with 
the efforts of the government to'hold down the prices of key commodities 
under the premise that, by placing formal price ceilings upon basic industrial 
commodities, sufficient restraint could be exercised upon costs at later levels 
of production and distribution to curtail the general advance of prices. These 
measures, however, were not uniformly effective. In some fields, such as 
basic primary metals, the government enlisted the coöperation of producers 
and secured the wholehearted observance of its requirements. In other areas, 


% “There is no solution to this problem except to use pressure and education to develop 
a tradition against playing politics with the independent commissions” (p. 752). Italics 
supplied. 


aI except from this statement his discussion of the separation of prosecution and 
adjudication where the author rebuts his own and the Brownlow Committee’s proposals 
by the majority report of the Attorney General’s Committee. Although the author’s 
attitude is clearly indicated in the space given to the Brownlow report and the views of 
the supporting minority of the Attorney General’s Committee, there is apparently a 
reasonable attempt to present the case contra. It is a pity that this was not done 
throughout. 


The author believes that the results of the requirement of Senatorial confirmation 
“have been thoroughly bad in very many more cases than those in which the public 
interest has been protected by it” (p. 758). “Unfortunately there are just enough cases 
where objectionable appointments have been blocked by the Senate to prove” that it 
“provides an outside check against thoroughly bad appointments on the part of the 
President” (p. 759). Italics supplied. 
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for example textiles, there was so much resistance to price orders that they 
had to be modified, and in the automobile industry certain manufacturers 
refused to recognize and comply with the orders. 

In spite of the absence of direct statutory authority for price control until 
two months after Pearl Harbor, the measures adopted proved eminently 
successful in retarding the price advance, especially in the industrial sector 
of the economy. Prices of farm products, on the other hand, increased 50 per 
cent but it should be remembered that they were abnormally low in the 
summer preceding the invasion of Poland. By September, 1941, the increase 
was sufficient to restore the parity ratio to 100 per cent for the first time 
in more than two decades. 

Price increases during the period under review were most marked for 
imported goods and for farm products, while the smallest market advances 
were registered for the products of heavy industry. As compared to the 
average rise of over 23 per cent for all commodities at wholesale, the increase 
for all items, except farm products and foods, was only 16% per cent. The 
general rise of prices may be considered to be moderate as in the com- 
parable years of the last war the average wholesale price level rose nearly 
45 per cent. 

One valuable contribution of this book is the emphasis it places on 
divergencies in price control experience of the two World Wars. The actual 
extent of the increase in prices was considerably narrower from 1939 to 1941 
than in the comparable period of the last war, but important differences were 
apparent in the sections of the economy in which the advance was most 
pronounced. Prices of metals and metal products, for instance, increased 
54 per cent from July, 1914, to November, 1916, compared with 11 per cent 
_ from August, 1939, to December, 1941; iron and steel, 103 and 2 per cent, 
respectively; nonferrous metals, 114 and 14 per cent; building materials, 34 
and 20 per cent; chemicals and allied products, 93 and 23 per cent; and 
fertilizers, 176 and 19 per cent. The increase in the price of farm products 
was more moderate in the First World War than in the Second, while advances 
for textiles and foods were nearly the same in both conflicts. 

The underlying reasons for the contrast in price behavior in the two wars 
may be traced to the earlier development of control mechanism in this con- 
flict and to the greater willingness of industrialists to codperate in the stabiliza- 
tion plan. Improvement, also, has been made in the methods of government 
procurement and in the codrdination of Allied purchases to avoid competitive 
bidding for vital materials. 

Wartime Prices provides a statistical record of price changes for foods, 
hides and leather products, textiles, house furnishings, chemicals, fuels, metals, 
building materials, paper and pulp, and rubber during the period from August, 
1939, to December, 1941. It is the reviewer’s hope that additional volumes 
will bring the entire war under scientific scrutiny in order that our policy 
makers may receive the data essential to the development of a sound price 
control program for the challenging years of peace. 

Mary E. MURPHY 

Hunter College 
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Industrial Organization; Price ind Production Policies; 
Business Methods 


_ Price Making in a Democracy. By Epwin G. Nourse. (Washington: Brook- 
ings Inst. 1944, Pp. x, 541. $3.50.) 


For the past decade the Brookings Institution has been expounding the 
doctrine of low prices as a means of insuring the effective functioning of a 
private capitalistic economy in a political democracy. The doctrine as ex- 
pounded by the Institution may be stated, simply, as follows: the long-run 
interests of business men in an economy where prices are determined ad- 
ministratively lie in a price policy designed to pass on to consumers the 
gains of technological advance in the form of lower prices. Only by such a 
policy ‘of enlightened self-interest can effective purchasing power be main- 
tained, resources fully utilized, and profits in the long run maximized. 

Dr. Nourse seems to be the Brookings Institution’s leading exponent of 
this idea. The doctrine of the social efficacy of low prices was initially set 
forth in a somewhat fragmentary manner in Income and Economic Progress 
in 1935. Although Dr. H. G. Moulton was its immediate author, Nourse’s 
contribution to Income and Economic Progress was, in the language of 
Moulton, “such as to entitle him to joint authorship.” The idea was carried 
forward in Industrial Price Policies and Economic Progress, published in 
1938 under the joint authorship of Nourse and Drury, and reaches its most 
complete and carefully formulated statement in Price Making in a De- 
mocracy under Nourse’s independent authorship. This book consists largely 
of previously published materials—a series of a dozen pamphlets published 
between January, 1942, and July, 1943. These have been revised extensively 
or rewritten, and to them have been added three additional chapters and 
an appendix of about a hundred pages, consisting of two previously published 
articles by Nourse, and an article or address each by A. Stewart Freeman of 
the Dennison Manufacturing Company, John E. Webster, formerly with 
the Westinghouse Electric and Manufacturing Company, and Charles E. 
Wilson of the General Electric Company. There is also a dissenting comment 
by C. O. Hardy. 

Despite the impression of heterogeneity which the above account of the 
origins and structure of the book may give, Nourse’s discussion is well knit 
and closely integrated. At the outset he points out that in an economy or- 
ganized and conducted primarily in terms of money exchanges, a study of 
price making is the key to economic analysis. He recognizes prices as falling 
into three broad categories: on the one hand are the spontaneous prices 
which emerge automatically in a free and atomistic market; on the other 
are authoritarian prices established under a bureaucratic centralization of 
power, which in its extreme form is represented by the totalitarian state; 
between these two extremes lies the middle ground of administered prices in a 
private capitalistic society. 

Nourse believes that the free market of classical and neo-classical economists 
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is incompatible with the demands of modern technology and is gone forever 
——if, indeed, it ever existed. He is likewise skeptical of the social efficacy of 
competition, if and where attainable. Particularly he questions the two 
premises upon which the high regard for competition is said to rest: (1) 
that the individual is the best judge of how to attain his own interests, and 
(2) that all persons can simultaneously attain their individual interests, 

Nourse likewise rejects authoritarian price making as incompatible with 
freedom and democracy. This leads him to a consideration of the problems 
and promise of administrative price making. In this regard he accepts the 
widely spread notion that the power of price making in most industries rests 
with a relatively small number of business executives who formulate the 
policies of our modern corporations. Can the power which these executives 
wield be relied upon to promote the general welfare? Nourse’s study suggests 
that it can bc, and, although there is a good deal of advice-giving that 
smacks of homiletics, he would vigorously deny that he resorts to preaching 
or that his case rests merely upon an economics of stewardship. On the con- 
trary, he seeks to show by economic analysis that the professional managers 
can best promote the long-run interests of the organizations which they serve 
through the formulation of price policies which will bring the cost structure, 
the price structure and the income structure into a continuous working 
balance which will permit an ever-expanding economy with substantially 
full employment. 

As a part of this task Nourse examines certain problems which have a bear- 
ing upon what he terms a “low-price policy”—a somewhat indefinite term 
which he uses in contrast to the “high price or ‘charge-all-the-traffic-will-bear’ 
policy which is traditionally associated with ideas of monopoly and only 
in a less degree with any situation in which prices are administered in im- 
perfectly competitive markets.” This excursion into the realm of problems 
involves a consideration of the areas within which low-price policies are, 
applicable, an analysis of the problem of measuring the responsiveness of 
markets to price changes, a discussion of the wastes of distribution with 
particular reference to advertising and high pressure salesmanship; an 
appraisal of wages as costs and as markets; an inquiry into the problem of 
proper timing of price changes; and, finally, an examination of the “basic 
criteria of price changes.” ; 

This section of the study contains much sound economic analysis. It is 
here that Nourse develops in detail his basic thesis (a thesis held with some 
modification perhaps by most economists) that a low-price policy persistently 
pursued in response to technological gains will promote economic stability and 
contribute to the general welfare. Low prices become the means of keeping 
effective purchasing power in the hands of those who will use it to buy goods; 
they tend to check savings which may find no adequate outlet for profitable 
investment and hence which tend to dry up the stream of purchasing power 
essential to expanding national income. They have an advantage over wage 
increases as a means of passing on to the public the gains of technological 
innovation because they are non-inflationary as wage increases may tend to 
become, they affect a larger body of consumers, and the gains effected are more 
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likely to be translated into the purchase of additional consumer goods. 

It is here also that Nourse reiterates the identity of the long-run interest 
of the business men and the public. Since corporations can not prosper 
when the streams of purchasing power ‘dry up, the corporation managers 
can acquit themselves of their responsibility to the public as trustees of the 
economy and their responsibility to their organizations as employee-managers 
by adopting a low-price policy. Properly understood, a recognition of their 
long-run interest will lead business men to adopt a socially sound price 
policy, Otherwise, “capital the creator” becomes “capital the waster” and 
is itself wasted in the process. 

What are the prospects that a socially beneficent price policy will be 
generally pursued in a privately administered economy by those upon whom 
the power of administration falls? Nourse is aware of failure, or only partial 
Success in the past, but he gives, on the whole, an impression of optimism 
with regard to the future. This optimism apparently rests upon his conviction 
of the identity of the long-run interest of private business and of the general 
public and upon his belief that business men may sooner or later discover 
what he has already learned. In this regard he points to certain scientific aids 
which are becoming more generally and readily available to the business 
Managers and which may be expected to contribute to sound business 
policy. These include systematic investigation of the problems of business 
administration by market analysts, cost accounting techniques which will 
contribute to the maintenance or expansion of business operations on a 
remunerative basis for the indefinitely extended future, scientific management, 
an enlargement of the concept of public relations through the use of public 
relations specialists, and, finally, the use of trained economic analysts whose 
rôle shall be “limited to the analysis of issues, defining of alternatives, and 
qualitative and, so far as possible, quantitative judgments as to the result 
or train of consequences that will be set in motion by a given action.” 

Since some business men may learn faster than others and since each 
may be reluctant to inaugurate a policy the full benefit of which can only be 
realized through its general adoption, he looks, not without some reserva- 
tions, to private trade associations to foster the general adoption of low- 
price policies; but more particularly he looks to the leadership of big con- 
cerns in key industries, e.g., automobiles and electricity. Will they meet this 
responsibility? While on the whole Nourse’s study leaves the impression 
that they may be expected to do so, his optimism with respect to the ultimate 
assumption of responsibility by price-making executives for the inauguration 
and continuation of price policies which will in the long run contribute both 
to the effective functioning of the economy and to the maximization of profits 


is not unalloyed. On the contrary, it is tempered by such recurring doubt 


and skepticism as to give to his general conclusion a tone of gentle wistful- 
ness, But on balance he seems to feel that social wisdom will prevail. “We 
can only hope that ultimate intellectual judgment of private businessmen 
will be not merely that responsibility is the best policy in the limited terms 
in which it has already been put in practice and validated by experience but 
also in that broader and more comprehensive interpretation of responsibility 
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that requires the individual businessman to follow practices that sustain the 
sources of general business prosperity” (p. 446). Thus, it appears that despite 
the treacherous bypaths of monopoly and the deceptive pitfalls of shurt-run 
profits, eventually the “invisible hand” can be expected to guide the selfish- 
ness of business men toward the goal of the general good. “Adam Smith’s 
recognition of self-interest. as a perennial and dependable spring of human 
conduct is as true today as it was in his time” (p. 449). 

The foregoing summary of Nourse’s thesis and of the steps by which he 
has developed it does not do justice to the broad and intimate knowledge of 
the business processes and the high quality of economic analysis which his 
study generally manifests. To appreciate this, it is necessary to read and 
study the text. Such study may well bring out differences on points of 
theory between some readers and the author. As for myself, I accept the 
basic thesis that low-price policies which pass on to the consumer the 
pecuniary gains of technological advance (aside from that amount necessary, 
to maintain and expand capital equipment) contribute to the effective func- 
tioning of the economy, and for the most part I agree with the reasoning 
by which Nourse develops this thesis. I find no justification, however, for 
certain assumptions upon which Nourse’s analysis appears to be based, nor 
for what seems to me to be a major conclusion which runs as a basic thread 
throughout much of his discussion and which is finally expressed in summary 
form in his concluding chapter, viz., that in a society in which decisions are 
centralized under the control of a few price-making executives, reliance may 
be placed upon the unseen hand of enlightened self-interest to guide the 
economic processes toward the general welfare. 

First, with reference to his conclusion. Optimism with respect to the wide- 
spread, voluntary and continuous resort to low-price policies by business 
managers who possess the power to formulate and execute such price policies 
as they deem wise, seems to me to find little justification in theory or ex- 
perience. The gains to be derived from a “business-like” exploitation of 
monopoly or near-monopoly power are apt to be immediate, certain, and 
highly concentrated; the benefits to be derived from a contrary policy are 
generally remote, contingent and diffused. Under these circumstances the 
value of a bird in hand is likely to be generally recognized. Moreover, the ex- 
tent to which even the long-run interests of any particular monopoly seller (or 
group of oligopolistic sellers) will be jeopardized by what transpires in the 
rest of the economy will vary with the nature of the costs, the type of 
product and the nature of the demand for it. For example, sellers of incan- 
descent electric lamps and transporters of crude oil apparently are able to 
maintain a high rate of profit in good times and bad. 

Encouragement to the pursuit of such a high-price policy may be found in 
the contingency to which the realization of the benefits of a low-price policy 
by a particular enterprise is subject, in virtue of the possibility that other 
enterprisers, similarly situated, may “upset the applecart” by obtusely 
following more short-sighted policies, But quite apart from this contingency, 
business men certainly recognize, as do economists, that the anticipated 
consequences, alike for themselves and, it may be, for society, of their far- 
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sighted contributions to the preservation of a balanced economy are subject 
to other “slips twixt the cup and the lip.” In particular, in so far as cyclical 
fluctuations in investment, cmployment, and trade are conditioned by 
monetary and fiscal policies substantially beyond the control of industrialists 
themselves, either collectively or, a fortiori, individually, they may well con- 
clude that, with the pursuit of their long-run interests subject to such 
hazards, enlightened self-interest points, rather, toward “making hay while 

the sun shines.” l 

In truth, Nourse himself finds little comfort for his hopes in the whole 
history of business. It is only in isolated spots, for the most part the newer 
segments of the economy, and as he looks toward the future that he finds 
promise. And even those instances which Nourse regards as exemplifying the 
policies he advocates are not altogether convincing. That is not to say that 
the Fords and Firestones have not prospered by a deliberate policy of un- 
restrained mass production, low costs and low prices. It is to say that, while 
they have done so in a period in which the automobile was transformed 
from a novelty to a necessity, they have apparently found it less advantageous 
to do so in a period of “saturated” demand and declining purchasing power. 
The automobile industry as it has reached maturity has come to rely more 
upon competitive advertising than upon price as a sales appeal, while the 
tire industry in recent pre-war years apparently had placed reliance both 
upon advertising and the techniques nurtured by N.R.A. as a means of 
maximizing profits. 

Nourse’s illustrations of sound industrial price policies can no doubt be 
matched industry by industry with instances where output restriction and 
price stabilization policies have been persistently or sporadically relied upon, 
e.g., steel, rubber, copper, magnesium, glass containers, electric lamps, high 
grade zinc, industrial alcohol, farm implements, ete. Likewise, his testimonials 
. by business men acknowledging the benefits of mass production and low prices 
can be matched by similar testimonials of those who believe industry’s salva- 
tion lies in output restriction and price stabilization. Indeed, Nourse quotes 
cons as well as pros. But the answer will not be arrived at by a counting of 
noses. 

Although N.R.A. was struck down by the courts, its philosophy is by no 
means dead. It still permeates modern business and its ramifications are 
world-wide rather than national. The problem of educating the business men 
beyond our borders (the Continental and British cartel exponents, for 
example) and our own business men in dealing with them is completely ig- 
nored by Nourse. In truth, he seems to regard the American economy as an 
isolated economic unit. Nor does he give attention to the réle which the 
investment bankers and captains of finance play in the determination of price 
policy. l 

Secondly, with reference to Nourse’s assumptions. Two debatable assump- 
tions, implied if not expressed, appear to run through the whole of Nourse’s 
discussion. These are (1) that modern technology tends inevitably to result 
_in business units of substantially the size we find in the business world— 
units of such magnitude and so few in numbers that they cannot be relied 
upon to maintain economically effective and socially salutary competition; and 
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(2) that these few sellers have the power independently to determine such 
price policies as each deems wise in his efforts to maximize profits. With 
reference to assumption (1), I find no convincing reasons in history or theory 
for assuming that “technological need and organizational efficiency” re- 
quire business units generally of the size and ramifications that we find in 
the industrial world about us. There are no doubt exceptions, but a study 
of the combination movement or the life history of particular combinations 
makes rather clear the fact that industrial consolidations have been primarily 
devices of commercial and financial strategy, not an expression of “‘tech- 
nological need” in any positive or narrow sense. That would appear to be 
true both of the consolidation movement at the turn of the century and that 
of the 1920’s. This is well known, of course, but likewise generally ignored. 
While no person with any knowledge of the technology of steel would suggest 
that we atomize a blast furnace, the continued disappearance of business 
units throughout many industrial areas might well give pause to all those 
interested in the maintenance of a system of free enterprise. I am somewhat 
fearful that instruments of market control have come to be regarded as an 
expression of American genius for efficiency and mass production. Monopoly 
like vice may be 


“ , .. & monster of such frightful mien, 

, “That to be hated needs but to be seen, 
“But seen too oft, familiar with her face, 
“We first endure, then pity, then embrace,” 


This is not to suggest that modern technology will permit markets of pure 
competition. Any realistic consideration of the state of technology must lead 
to the conclusion that in many market areas we are destined to have relatively 
few sellers. But that in steel, copper, lead, zinc, chemicals and business 
generally we might have retained a good many more sellers than we now 
have without loss of technical efficiency is highly probable. E 

I must also dissent from a widely held notion to which Nourse, as judged 
by this study, subscribes, viz., that such price policies as have prevailed 
in recent decades are the expression of the independent judgments of rela- 
tively few sellers of what for each constitutes a wise price policy. It is very 
doubtful that high-price policies of the sort which disturb Nourse could 
have long prevailed without some other factor than prudent policy determina- 
tion on the part of the several sellers, e.g., without a measure of collusive 
“action.” Where there are several sellers in the market, differently situated 
with respect to size, corporate structure, cash reserves and credit ratings, 
fixed and variable costs, joint products, accounting practices, whose judg- 
ments differ with respect to the responsiveness of demand to price changes, 
there are bound to be conflicting notions with respect to sound price and 
production policies, Nourse, of course, recognizes this when he points to the 
socially sound price policies pursued by the Fords and Firestones. What he 
does not take adequate account of is that the “unsound” price policies which 
he deplores when generally followed in an industry of several sellers are apt 
to be the product of some measure of either coercion or conspiracy. A federal 
grand jury proceeding or an antitrust investigation, although an awkward 
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and ineffective method of enforcing competition, will throw a good deal of 
light upon the economics of imperfect competition. 

Although this influence is recognized in Income and Economic Progress, 
in the present study Nourse ignores all such artificial restraints upon trade, 
many of which represent an unlawful exercise of power over the market. 
Likewise, he neglects entirely the influence which patents and trade marks 
exercise upon output and price policies, and finally he remains silent as to 
the significance of the holding company interlocking directorates, com- 
munities of interests, and the use and abuse of corporate power as instruments 
for securing control of the market. 

Nourse’s pessimism with respect to authoritarian price making in a de- 
mocracy seems well grounded, but under a régime of finance capitalism and 
monopolistic competition, it is a faint hope for sustained and generally socially 
beneficent price making which rests primarily upon the guidance of the 
unseen hand. 

GEORGE W. STOCKING 

University of Texas 


Economic Control of the Motion Picture Industry—A. Study in Industrial 
Organization, By Mar D. Huettic. (Philadelphia: Univ. of Pennsylvania 
Press. 1944. Pp. x, 163. $2.00.) 


In contrast to the publicity lavished on it, remarkably little has been written 
about the structure and economics of the motion picture industry. Extreme 
product differentiation and the unique interdependency of the eight highly 
integrated major corporate units! have produced a maze of intricate relation- 
ships of which no one aspect is intelligible except as part of the whole. Utiliz- 
ing numerous sources and putting together fragmentary evidence, the author 
has built an admirable synthesis of the economics of the industry as a whole. 
“With concentration and control and their effects as its core, this excellent 
- study analyzes the development and structure of the industry, the marketing 
of films, trade practices, and profits, Careful and meaningful scholarship is 
demonstrated throughout the book in the discriminating selection of data, 
use of salient statistics, manner of emphasis in treating facts and opinions, 
and care in word-use. The book is stimulating and can well serve as a model 
for the economics seminar. The sections on intercorporate relationships and 
financial policy, for instance, will be refreshing to those who seek clear exposi- 
tion free from the bloodless semantics of double-entry bookkeeping. 

The book reveals how the eight “majors,” which account for about 50 per 
cent of the feature films, by means of the ownership of only 16 per cent of 
the theaters, have achieved within twenty years, “apparently stable control 
over an industry consisting originally of thousands of independent units” (p. 
5). All other companies are usually referred to as “independents”—inde- 


1 Warner Brothers: Paramount Pictures, Inc.; Loew’s Inc.; Twentieth Century-Fox; 
Radio-Keith-Orpheum Corporation; Columbia Pictures, Inc.; Universal Corporation; 
and United Artists. The first five are fully integrated, 7.e., engaged in production, distribu- 
_ tion, and exhibition. ~ 
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pendent in the sense that they finance their own productions, in whole or part, 
secure talent, and make pictures. Since access to the market for their pictures 
is dependent upon distribution by a major company, throngh arrangements 
usually made in advance of production, their independence is nominal only. 
The advent of sound in the late twenties gave impetus to concentration of 
theatres. Moreover, outside financial interests, heretofore negligible, entered 
on a large scale. 

Control, the author emphasizes, is not synonymous with pure monopoly. 
Although preference is given to its own films, each of the theatre-owning 
majors needs supplementary product from two or more of the other companies. 
The control mechanism flows from the fact that films receiving first-run 
releases are usually distributed by the majors who own almost all the key 
first-run theatres. These are “a strategic segment of the market for films and 
form a kind of bottleneck through which the films of all producers must flow 
in the course of becoming national entertainment” (p. 143). The majors are 
thus able to (a) “skim the cream off the market and influence a much larger 
number of theatres than they own”; and (b) “prevent films other than those 
released by them from reaching the market, thereby enhancing the value of 
their product to the independent theatre owners who are left with no alterna- 
tive but to buy the major’s films if they are to continue operations” (p. 6). 

Since the first-run theatres provide the bulk of film rentals to the producers, 
the majors are their own best customers and can block the path for inde- 
pendent producers to the most lucrative share of the market. The influence 
of the majors on distribution and exhibition is even more direct than in the 
case of production. Although theatres affiliated to the majors make up but a 
small part of the total theatre market, films which do not appear in the first- 
run theatres are not welcomed by independent exhibitors. Thus, by virtue of 
their dual position as both buyers and sellers of films the majors determine 
the trade practices of the entire theatre market. 

The film itself is but a part of the commodity sold. In its entirety the 
product consists of the right to look at a film, in a given type of theatre, at a 
given time with reference to the original release date of the film. Affiliated 
theatres receive preferential treatment from the majors with respect to prod- 
uct, playing time, and terms. Hence, the majors are able to dominate the re- 
mainder of the market to the point of “dictating the exact sequence in which 
each competing theatre receives films, the price of admission charged, and 
other such matters” (p. 144), and “may designate the days in the week on 
which the film may be exhibited, the nature of the accompanying program, the 
amount and kind of advertising...” (p. 114). In few other industries, in- 
cluding those practicing some form of control over resale prices, does the dis- 
tributor have such complete and detailed power as he has in this industry. 

Elements of competition, nevertheless, are found in the motion picture 
business. In film production, the majors frequently struggle to outbid each 
other for new talent, story material, and executives—partly accounting for 
the high cost of Hollywood films. In distribution, there is competition be- 
tween the major distributors for the unaffiliated theatre market. Among 
theatre operators, “there is probably more competition . . . than in any other 
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phase of the motion picture business” (p. 147). It rarely takes the form of 
cut-rate admission, however, for rates normally cannot be reduced without 
the theatre suffering a corresponding loss in run. Bingo, multi-feature offer- 
ings, dishes and other special attractions were not for art’s sake. 

The book abrades the glamour and points up significant implications. The 
` facts indicate clearly that there is a connection between the form taken by 
the film and the mechanics of the business. “The production of films, essen- 
tially fluid and experimental as a process, is harnessed to a form of organiza- 
tion which can rarely afford to be experimental or speculative because of the 
regularity with which heavy fixed charges must be met” (p. 69). And, “to a 
larger extent than most other industries, motion picture companies have op- 
erated on borrowed funds” (p. 98). 

This has accounted, in‘substantial part, for the absence of maturity in 
our films; has operated as a drag on their artistic coming of age. Unless com- 
petition can break through the present structure sufficiently to threaten the 
majors, audiences are doomed to a devitalizing diet of boy-meets-girl, with 
accidental variations. The author finds little ground for optimism. “Only by 
springing forth as a fully integrated unit, equipped for production, distribu- 
tion and exhibition simultaneously,” she concludes, “could a new company 
secure a substantial share of the market. The costs and risks currently at- 
tached to any such venture make it unlikely” (p. 149). 

Myron L. Hocu 

The City College 
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The Mining Industries, 1899-1939; A Study of Output, Employment and | 
Productivity. By HAROLD BARGER and Sam H. Scuurr. (New York: 
Nat. Bur. of Econ. Research. 1944. Pp. xxii, 447. $3.00.) 


As a display of the colorful array of devices that the resourceful statistician 
has at his disposal this volume is impressive. In addition, the authors have 
applied their handicraft to the most reliable basic data that are available-and 
have provided a convenient summary of the long-time trends of production and 
employment that should be useful to students of mineral economics. Finally, 
the study is well contrived and skillfully put together. 

Apart from these undeniable virtues, the book cannot be regarded as a 
significant contribution to the literature on mineral economics. During the 
past decade the field covered by this volume has been thoroughly explored; 
first by the late F. G. Tryon and his associates, and more recently by the 
mineral technology and output-per-man studies that were made under the 
direction of O. E. Kiessling. To be sure there are quantitative differences in 
results, but in all essential respects the conclusions of the authors correspond 
closely with the findings of the earlier studies. The slightly different results, 
however, are explained in their entirety by the elaborate statistical procedures 
that have been used by the authors. 
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Despite the ingenious statistical procedures and the extreme care exercised 
by the authors, it is doubtful whether quantitative precision has been ap- 
proached any more closely by the present study than by its predecessors. 
Undoubtedly the Edgeworth formula has its uses in statistical analyses, but 
to expect it to compensate for deficiencies in the basic data seems to this 
reviewer to be asking considerably more than it is capable of yielding. In 
the mining industries the official statistics on both production and employ- 
ment are notoriously defective. These shortcomings are due in large measure 
to the difficulty of determining definitely whcre mining activity begins and 
ends, The definition of the mining industry accepted by the authors is the 
extremely narrow concept that has grown out of the decennial censuses of 
mines and quarries. It is probably true that no other course was open to the 
authors, but it should be clearly recognized that such a limited concept is 
entirely inadequate for following the trend of productivity. 

A good example of the shortcomings of the decennial census reports is 
afforded by the petroleum and natural gas industries. Prior to the Census of 
1939 the employment statistics of the petroleum and natural gas industries 
reported by the various censuses of mines and quarries included only the 
wage earners employed by producers. Wage earners employed by private 
contractors for a wide variety of service work were not covered by the Bureau 
of the Census. On the basis of the 1939 Census these workers accounted for 
fully one-fourth of the labor force employed by the industry and failure to take 
adequate account of the employment provided by such contract work has 
been a serious defect of the employment data for the oil and gas industry. 
In the report of the National Research Project on the petroleum industry esti- 
mates were made covering both the number of wage earners and manhours 
worked by wage earners rendering contract work, but the probable error in the 
estimates is considerable and the results can only be used for measuring pro- 
ductivity in the crudest fashion. 

Although the data on employment in the oil and gas industry are least 
reliable, there are important shortcomings in the statistical record in many 
other segments of the mineral industries. In the bituminous coal industry, 
for example, it is generally recognized that the employment figures reported 
by the Bureau of the Census tend to overstate the number of wage earners 
actually employed by the industry. On the other hand, the census figures 
usually understate the number of workers employed in nonferrous metal min- 
ing because large numbers of workers engaged in exploration are excluded. In 
any event, the census figures of employment in mining were not compiled and 
are not suitable for measuring productivity. 

Nor does the record of production afford a precise measure of accomplish- 
ment. In the mining of the nonferrous metals, for example, it is quite im- 
possible to measure productivity accurately by the record of output because 
of the great changes that have taken place in the metallic content of the ores 
and concentrates produced. In other branches of mining, notably. coal and 
petroleum, the end products have undergone significant changes. 

H. O. Rocers 

Washington, D.C. i 
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The Power Industry and the Public Interest: A Summary of the Results of a 
Survey of the Relations between the Government and the Electric Power 
Industry. Factual findings by Epwarp Eyre Hunt, editor; program 
by THE Power COMMITTEES. (New York: Twentieth Century .Fund. 
1944, Pp. xiv, 261. $2.00.) 


This volume is a summary of the results of a survey of the relations be- 
tween the government and the electric power industry, which was made under 
the direction of a special committee’ appointed by the Trustees of the 
Twentieth Century Fund late in 1938, and of which J. Henry Scattergood was 
chairman. A research staff,? set up early in 1939 with Arthur R. Burns as 
‘director and Walter E. Caine as associate director, completed an authoritative 
and comprehensive document comprising the factual findings covering more 
than a thousand pages. Although the Research Staff’s findings were com- 
pleted in 1943, much of its contents was prepared in 1941, and hence does not 
reflect some “developments in the power situation since that date.” In order “to 
cover the more important changes,” Dr. James M, Herring “made a fairly 
extensive revision of the material.” The text as revised therefore “does not in 
all instances reflect the work and views of the research staff.” Chapters 1 to 11 
“are a condensation by Edward Eyre Hunt of the full text of the factual find- 
ings.” In Mr. Hunt’s words, any resemblance of the result to his own views 
is “purely incidental.” The members of the Committee made suggestions to 
the Research Staff and to Mr. Hunt in their preparation of the factual find- 
ings but have “assumed no personal responsibility for, or approval of the 
material contained in the first eleven chapters.” The last chapter, the ‘Pro- 
gram” (chap. 12), for which “the Committee itself is wholly responsible,” 
presents the Committee’s conclusions and recommendations, Because of paper 
limitations “and a large increase in the number of other Fund titles,” pub- 
lication of the full report “had to be postponed.” “For those who wish to 
go more deeply into the subject or to check the sources of the facts” in this 


‘The committee was J. Henry Scattergood, Chairman (Director, Philadelphia Transpor- 
tation Company and other companies; former member of the Public Service Commission 
of Pennsylvania); James C. Bonbright (Professor of Finance, Columbia University; 
Trustee and Chairman, New York State Power Authority); Larue Brown (Counsel to 
municipalities in rate cases and to the Massachusetts Public Service Commission; formerly 
Assistant Attorney General of the United States); Samuel Ferguson (Chairman and 
President, The Hartford Electric Light Company); Murray D. Lincoln (Executive Secre- 
tary, Ohio Farm Bureau Federation); and Paul A. Schoellkopf (President, Niagara Falls 
Power Company; Chairman of the Board, Niagara Hudson Power Corporation). Also 
originally on the Committee were William L. Batt, President, SKF Industries, Inc., who 
resigned to join the staff of the War Production Board in February, 1941; and Charles O. 
Rose, Lawyer, and President, Cincinnati Bureau of Governmental Research, who died in 
June, 1942. 

* The research staff was Arthur R. Burns, Research Director, Walter E. Caine, Associate 
Director, Walter H. Beidatsch, Blanche Bernstein, Melvin G. de Chazeau, Hubert F. 
Havlik, C. Emtry Troxel, Patricia Van Deraa, William Vickrey, and others. 
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summary volume, “the Fund can only counsel patience until the complete 
text may finally appear.” 

The first eleven chapters present a very valuable condensed factual summary 
of the entire survey. The first six chapters (pp. 1-98) focus on the develop- 
ment of the industry, rate regulation, regulation “in practice” by local, state 
and federal agencies, financial regulation, and the regulation of market area 
control. Among important matters presented in these six chapters are factual 
information regarding the agencies of control—federal, state and local—and 
facts regarding regulation of rate base policies, rate making, service, financing 
and corporate structures. Consideration is given to the effects of regulation 
on the price of securities, earnings, rate reductions; of competition between 
private utilities and public plants, federal, state and municipal. Among the 
Research Staff’s findings regarding regulation were that it is an acceptable 
substitute for competition only if it stimulates management to reduce operating 
costs to a minimum consistent with satisfactory service. Unless recognition of 
efficiency in public utility management is made an issue of importance by 
commissions, a “cost plus” system will result. Important conflicts in regulation 
are considered as between the Federal Power Commission and the Securities 
and Exchange Commission as well as among federal, state, and local agencies. 
The need is indicated for a more unified federal policy and better codrdina- 
tion of federal and state policies of regulation. 

Chapters 7 to 10 inclusive (pp. 99-189) are concerned with municipal 
ownership and operation, public rural electrical systems, federal and state 
projects, a separate chapter being given to the Tennesseee Valley Authority. 
In these chapters on public ownership attention is given, among other things, 
to the importance and relation of municipal operation to other power projects, 
both public and private; to the effects of municipal operation and its competi- 
tion with private utilities, especially to costs and earnings of municipal and 
private systems; to factors underlying cost differences; to state and federal 
control over municipal systems; and to the purposes and terms of rural 
electrification loans by the Rural Electrification Administration, its supervision 
of rural electric codperatives and accomplishments of public rural service. One 
chapter is devoted to “Federal and State Projects,” in which the facts regard- 
ing federal projects other than TVA and important state electric enterprises - 
are presented. In a separate chapter, the objectives, powers and duties 
of TVA are presented, together with consideration of such other matters as 
rate and marketing policies in the sale of power directly or through distributing 
companies, and of the questions of subsidies and yardsticks. 

Chapter 11, which is the last of those presenting the factual findings of 
the Research Staff, is entitled “Meeting the Nation’s Needs.” Among the 
problems considered in this chapter are “the effect of public competition on 
private investment, power in national defense and war, interconnection of 
power sources, codrdination of the facilities of generation, transmission and 
distribution; the scope and functions of administrative agencies and the courts, 
and public versus private operation.” 

The Committee presented its “Program” in the last chapter in the volume, 
entitled “Report and Recommendations of the Power Committee.” After some 
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general observations regarding the impact of the war on the electric power 
industry, the first issue to which the Committee gave consideration is the 
taxation of utilities. It pointed out that if capital was to be secured by pri- 
vately operated utilities, taxes should not be so high that the investor furnish- 
ing capital to these utilities would be unable to secure a fair return on that 
capital; that with an excess profits tax of substantially nine-tenths of gross 
profits, advances in rates to offset advances in taxes would not be feasible 
because an increase of $100,000 in rates would yield only about $10,000 in 
net income. The Committee said it was “open to question ‘whether the same 
formula that is applied to industries which, by their practice of increasing 
prices to cover rising operating costs, are of a distinctly inflationary character, | 
should in equity also be applied to an industry which by reason of rigid prices 
is anti-inflationary in its nature”; also that many industrial corporations with 
large volume and “relatively small invested capital, ‘turn’ their capital as 
often as once a year, whereas the utilities because of the high ratio of fixed 
capital to gross earnings turn their capital much more slowly”; that even in 
the case of enterprises that have a slow turn of capital similar to that of the 
utilities, they do not have in normal times a regulation of their “profits” as 
do the utilities. Professor Bonbright added a statement to that of the Com-~ 
mittee to the effect that, while the fact that “electric utilities operate to a large 
extent under conditions of decreasing costs for increasing quantities of service 
adds weight to the argument that they should be given especially favorable 
treatment by tax laws,” he believed such treatment should be accorded the 
utilities only if the full benefit of such treatment be passed on to consumers 
in lower rates. In his opinion, “Utility tax reform must go hand in hand with 
reform in utility rate control.” 

With regard to government ownership, the Committee said the research 
report of the Staff tended at least to show that private ownership and opera- 
tion had no such demonstrated margin of superiority as to be conclusive 
against a post-war proposal for nationalization of the power industry. Profes- 
sor Bonbright believed that the statistical data not only of the Research Staff 
but also of the Federal Power Commission “make a prima facie showing of 
superior performance by the larger publicly-owned plants.” But despite the 
showing of relative efficiency of public and private plants, the Committee 
said it did not seem likely that there would be any general abandonment of the 
principle of private ownership of “major electric utilities.” On the other hand, 
the Committee did not believe there would be any “serious retrogression as to 
the direct participation of the government in the production and distribution 
‘of electric power.” While the Committee stated that it was perhaps too early 
to attempt an appraisal of great multi-purpose power projects, Professor Bon- 
bright believed that while a final appraisal was, of course, impossible, the 
development of “multi-purpose projects—notably the projects of the Tennes- 
see Valley Authority—-was one of the greatest national achievements of the 
1930’s.” But the Committee also believed that if “privately-owned utilities. 
regrouped as may be required, are to continue side by side with governmental 
projects there must be devised: (1) a workable system of regulation of private 
effort which will insure its continuance by safeguarding the public interest, 
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both investing and consuming, without improperly limiting initiative and 
discretion on the part of responsible management; (2) a proper codrdination 
of private and direct governmental effort in the production and distribution 
of electric energy to the end of an efficient national system.” 

Two aspects of regulation stressed by the Committee as important were, 
first, the control of rates and service, and second, “control of capital structures, 
of security markets and of all the complicated but necessary mechanism for 
attracting and wisely employing the capital required by a great and expand- 
ing industry.” While the Committee sees the need for increasing federal 
regulation, it rightly sees great dangers in too high a degree of centralization 
of federal control for a country as large as the United States, and it urges 
regional federal control in a program of federal regulation. The Committee 
also emphasizes the need for “retention of the maximum of local” control over 
certain aspects of the industry. Much emphasis is properly put on the need 
for improvement of the state utility commissions, An effective division within 
the regulatory field, federal, state and local, the Committee feels would be 
logical in view of a possible separation of the industry into production and 
distribution organizations. The Committee fecls that the historical combina- 
tion of generation, transmission and distribution of electric power is already 
undergoing a change with an increasing number of distribution systems, both 
private and public, being “divorced from the generating unit.” 

The Committee’s criticism of long-drawn-out valuation cases and the 
resulting rigidity of rates, will strike a responsive chord in those who are 
familiar with the fruitless expenditures of much time and money in such 
long-drawn efforts to find a rate base, often unsound from an economic 
standpoint and hence unusable after it is found. The Committee properly 
points out that many of the regulatory delays may very well continue even 
though original cost is substituted for reproduction cost. While the economic 
problems involved in using original cost as a rate base under striking advances 
in the arts and marked changes in prices are not adequately discussed in 
this volume, these issues may be given more consideration in the compre- 
hensive volume. 

The Committee sees hope in a type of rate negotiation which provides for 
the frank and open discussion of the issues involved and which would make 
feasible whatever rate changes were necessary within a comparatively short 
time. The Committee believes that the lack of flexibility in rate making 
resulting in large part from great delays in making changes in rates has 
caused utility uperators to be less inclined to experiment with progressive 
policies of rate reductions in order to encourage increased consumption and 
thus lower the utility’s unit costs; that regulation which would provide 
greater elasticity in rate making would also make it easier to repair the 
effect of “over-optimistic ventures” in lowering rates. 

With regard to regulation of electric utilities by the S.E.C. under the 
Holding Company act, the Committee expressed concern that in the enforce- 
ment of integration, involving divestment orders under the act, “the ruin 
would fall, not upon the evil doers of the past but upon the present holders 
of the parent securities,” although one declared purpose of the act “was to 
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protect so far as possible those very interests.” The Committee believed that 
investors’ interests ought to receive some consideration in the policy of the 
S.E.C. requiring separation of gas and electric companies; that it was “not 
clear that Congress in the Holding Company act had attempted thus to solve 
one of the most controversial questions in the whole field of public utility 
economics.” In the Committee’s opinion the legislative history of the Holding 
Company act indicated “the obvious purpose of mitigating the effect upon 
investors and consumers of the single system limitation” and the Committee 
believed that in the S.E.C.’s interpretation of this part of the act “the 
preservation of flexibility and adaptability to specific situations, always so 
necessary to the effectiveness of the administrative process, is peculiarly 
important.” Professor Bonbright expressed the belief that sound policy 
dictated “the acceptance of a strong presumption against the retention of 
both electric and gas properties in the same utility system,” while Mr. 
Ferguson believed the gain of competition between gas and electricity “ 
open to question” and in some places had brought about “the crippling or 
abandonment of gas service.” 

Likewise the Committee was critical of the policy of the S.E.C. with regard 
to the rights of various grades of security holders to share in distributions, or 
under recapitalization plans. In the opinion of the Committee, the S.E.C. is 
not required to work out plans under the Holding Company act “upon value 
predicated upon present conditions or today’s market”; but rather it was 

“permissible and proper to take a long-rang view which assumes that the 
present heavy burden of the war with its concomitant disturbances and very 
heavy taxation will not last forever, and that the country will within a 
measurable period, return to a peacetime economy.” The Committee believed 
this sort of consideration was an easier task in the utility field than in the 
case of “more volatile industries”; that if the “Commission intends now to 
proceed with the formulation of plans of reorganization it cannot in fairness 
to present and future investors in equity securities” adopt “a pessimistic view 
about the future of the American business economy”; that money invested 
in “common stock must be treated with scrupulous fairness as compared 
with senior investment so that equity investments will be encouraged in the 
future”; that nothing should be said or done by the Commission which might 
be “construed to reflect a punitive disposition towards holding companies and 
their public security holders”; that “this.is especially true of a public body 
such as the Commission which has reason to complain of an attitude of 
uncompromising opposition to its efforts on the part of some of those whose 
interests are affected.” 

In securing future capital for “many operating utilities” the Committee 
believes no good substitute has been found for the holding company in spite 
of its weaknesses; that even if a holding company persuaded the investment 
market to provide capital it faced two major deterrents in supplying it to its 
subsidiaries: (1) the possibility that it might be compelled to “dispose of the 
very subsidiary which most needs its help”; and (2) “the danger that its 
existing investment in the subsidiary will be reduced in value by subordination 
or some other device to accomplish equitable distribution of voting power and 
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to bring senior capitalization in line with Commission standards.” The Com- 
mittee said where new equity capital “is unobtainable or is not justified by 
existing conditions, and yet new money must be had,” it seemed “clear that 
the pressure towards capital structures with a relatively rigid ratio of common 
stock to senior securities must, as the Commission in its more recent decisions 
seems to have recognized, be relaxed”; that in “extreme cases, however, en- 
forced reorganization of the company’s existing capital structure should be 
considered as a preferable alternative to the grant of permission to further 
borrowing.” 

The Committee believes a “restudy of the whole matter of federal utility 
regulation in the light of experience since 1935 is desirable, with a view to 
devising an improved federal power statute which will avoid the defects and 
strengthen the weaknesses of the existing mechanism.” Professor Bonbright 
added that “such a restudy should consider whether or not in addition to the 
present provisions requiring the disintegration of holding company systems 
that are uneconomical, there should also be provisions providing for com- 
pulsory consolidation into systems found to be economical by the admin- 
istrative commission pursuant to standards of economy set forth in the act.” 

The Committee points out that its report has left unanswered many im- 
portant questions raised in the research report of its Staff. Likewise, in the 
space assigned to this review it has not been possible to cover many points 
of interest in this valuable compact summary of a very comprehensive study 
of the electric power industry. It is to be hoped that the thousand-page 
report of the Research Staff will be made available as soon as possible. One 
point, for example, which may be covered in the comprehensive research 
report but which has not been given adequate consideration in this volume 
is the need for careful appraisals of the economic characteristics of a public 
utility’s market as a basis for determining whether a given capital structure 
is sound. 

C. O. RUGGLES 

Harvard University 
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Food, War and the Future. By E. PARMALEE PRENTICE. (New York: Harper. 
1944, Pp. xii, 164. $2.50.) 


This is a puzzling book. The first two chapters revive the Malthusian 
specter of overpopulation, in support of which are cited, among other authori- 
ties, a pamphlet written by C. Wood Davis in 1891, and Sir William Crookes, 
who in 1898 predicted a wheat famine after 1931. Yet the Western world 
has been moving for some time toward a stable and even declining population 
as Baker, Dublin, Thompson and Whelpton and others not quoted have 
abundantly shown. The author makes reference to this in his last chapter but 
in the second chapter devotes only one page to the falling birth rate and claims 
that it is due to “great hardship in many continental countries.” He adds, 
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“unless the result of foresight and prudence,” a falling birth rate “is often 
merely evidence of rising need and misery” (pp. 60 and 61). No reference is 
made to the effect of industrialization, urbanization and the “luxury check” 
on human reproduction, It is true that the Malthusian principle still operates 
in China, India and the tropics, but the author has very little to say about 
these parts of the world, confining mt discussion principally to western 
Europe and America. 

With overpopulation as the setting, the reader naturally expects a discus- 
sion of the possibility of increasing the food supply, especially in a chapter 
called, “A New Agriculture for the Twentieth Century.” However, this 
chapter, the longest in the book, is practically all devoted to a discussion of 
the claim that the breed associations have built up the fiction that purebred 
farm animals per se are better than animals not purebreds or- registered, and 
a castigation of agricultural college professors for maintaining this fiction and 
using false historical evidence to support it. Mere reference is made to a 
“new fountain of comparative abundance” (p. 66), “untouched sources of 
supplies which come from our knowledge of inheritance” (p. 64, also pp. 7 
and 8), and to Mendel’s law. Beyond this there is hardly a sentence describing 
the “new agriculture for the twentieth century” and its promise of abundance. 

In the fourth chapter, “Democracy in America,” the author discusses the 
doctrine of “inherent rights” of the individual and the establishment of 
complete local self-government as the purpose of the federal constitution. He 
contends that all governments tend toward tyranny and that we have been 
protected from this increase in power by “the equal administration of equal 
laws” (p. 123). In support of these statements, Gibbons, George Ticknor 
Curtis, Lafayette, Macauley and Motley are quoted. The author claims that 
it was the rise of private wealth with an “equal ballot” that prevented govern- 
ment from increasing its power. He takes a definite stand against government 
promising to protect its citizens from fear and want and quotes with approval 
an Australian editor’s statement that “Fear of poverty has kept men alert- 
and hard at work ... poverty is the stepmother of genius” (p. 130), which 
is hardly in agreement with the author’s own view that progress came only 
with the surplus provided by the “century of grace” (p. 16). 

The last chapter called “Conclusions” has a few references to population, 
food and democracy but is devoted chiefly to the author’s view of the 
distribution of power and dominance of the great nations in post-war Europe. 
‘It is difficult to summarize or evaluate the different ideas expressed in this 
chapter, particularly those relating to a post-war policy for the United 
States, especially since the conclusions have so little relationship to the other 
chapters. Indeed the reader leaves the book with the feeling that the author 
has discussed four unrelated subjects held together by a very fragile thread of 
unsupported Malthusianism. 

GEORGE S. WEHRWEIN 

The University of Wisconsin 
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American Housing, Problems and Prospects. The factual findings by MILES 
L. CoLEAN; the program by the Housinc COMMITTEE. (New York: 
Twentieth Century Fund. 1944. Pp. xxii, 488. $3.00.) 


The title notwithstanding, this volume deals primarily with the economics 
of the housebuilding industry. Many significant aspects of American housing 
are not covered. The book is important not alone because the housbuilding 
industry is important, but also because it comes at the end of an era of 
curiosity concerning housing problems which has stimulated scattered explora- 
tions into the nature of the industry. The study contains some original ma- 
terial, but is primarily valuable as an ordered though somewhat uncritical 
summarization of the work of pioneers of varied insight and professional 
competence. The greatest contribution lies in a convincing demonstration that 
a primary housing problem is the problem of industrial organization and eff- 
ciency; that the reduction of housing costs must he a leading objective of 
housing reform; and that a significant cost reduction can be accomplished 
only by a multiplicity of remedies affecting almost every aspect of the 
production and distribution of housing. Although the author holds little hope 
for the early rationalization of the industry, a less cautious interpretation 
might have found more promise in recent tendencies in the direction of 
large-scale building operations and in the impetus to mass production grow- 
ing out of the war housing experience. 

In the Introduction, the author essays to define “the housing problem,” 
and, with few preliminaries concludes that the problem is one of industrial 
organization and efficiency. The thesis of the report is “that only by creating 
an industrial environment conducive alike to volume expansion and cost re- 
duction can an approach to meeting the housing need be accomplished. . . .” 
To many students of housing, this statement stands as a misleading over- 
simplification. Certainly the production of more houses at lower costs will 
contribute to the long-term social objective of improving housing standards 
for the entire population. But the most pressing housing objective is the 
release of hundreds of thousands of American families from dangerously sub- 
standard housing accommodations, The study is fat with evidence which 
blights any hope for early cost reductions sufficient to solve this problem. 

Even though the thesis had been pruperly qualified to limit its scope to 
long-term objectives, the focus upon the initial cost of housing is too restric- 
tive. Upon completion, fixed within a dynamic environment, the house stands 
for its physical life helplessly vulnerable to external forces which diminish 
its utility and depreciate its value. Physical forces bring deterioration and 
wear which call for burdensome expenditures for upkeep; changing fashions 
and living habits and technological advances create obsolescence destructive 
of value; the ever-shifting ecological structure of the community spawns 
neighborhood decline and blight. The prophylaxis of housing disease cannot 
be limited to the construction industry. 
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The volume is organized in three major parts: the first part deals with the 
` production of housing, including the provision of land; the second part con- 
siders the marketing process and covers the topics of housing finance and 
governmental intervention; the final part contains the conclusions and recom- 
mendations of the Twentieth Century Fund Housing Committee, a “non- 
partisan committee of qualified experts to review factual findings and suggest 
a program for action.” 

The study attributes our housing ills to the relatively high cost of housing 
which has resulted in an industry which serves only the top third of our 
population with new housing and forces the middle and lower income groups 
-© to find accommodations in used houses which “filter down.” It is proposed 
that by reducing production costs the new housing may be made available 
at a lower economic level. The result would be an improvement in housing 
conditions for the low income groups by speeding up the “filtering down” 
process; a further result would be a dampening of the fluctuations in the 
volume of house building through the sustaining influence of a broader market. 

The effectiveness of “filtering down” is the crux of much of the disagree- 
ment between the proponents and opponents of public housing. The one 
group holds that the “filtering down” process is slow and inefficient and that 
the inadequacy of the process as a device for solving the housing problem 
is demonstrated by the observable results. Housing filters down but seldom 
out. The solution, therefore, is the retirement from use of substandard 
housing and the building of new accommodations directly for families of low 
income. Tf private initiative fails to supply such housing, public action is 
required. 

The opponents of public housing contend that families who cannot afford 
new housing must be satisfied with second-hand dwellings and that private 
builders can, if they really try, build a sufficient number of low cost dwellings 
to permit the retirement of substandard units. It would have been helpful 
if the author had given more attention to the testing of this hypothesis. The 
brief discussion of the subject ends with the conclusion that housing is not 
“an article which filters well or in sufficient quantity.” If this be true, it 
would seem to call for an important qualification of the primary thesis of the 
study that the housing problem can be solved by greater production at lower 
costs, 

The author finds that high housing costs are in part a reflection of a 
deficient land system. Subdivision activity has been separated from building 
activity; land speculation has been wasteful and has created a great surplus 
of subdivided land, much of it undigestible, thus forcing new building into 
more remote areas; land controls are inadequate and land planning short- 
sighted and inefficient. - 

The backwardness of the house building industry itself is found by the 
study to be the major cause of high costs. The industry is composed of small 
units and lacks capable and responsible management. There is an absence of 
unified ,control over the whole of the production process. The industry is 
technically antiquated and harassed by price-fixing agreements and com- 
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binations in restraint of trade. Building codes are generally obsolete and 
often require unnecessary materials and labor. The wide fluctuations in build- 
ing activity contribute to the insecurity of building labor and lead to the 
adoption of practices which increase costs and inhibit technological advance. 

The part of the volume which treats of the housing market is a useful 
presentation of largely deductive interpretations of ohserved market phenom- 
ena. The fact is that we have much to learn about the economics of the real 
estate market. It has only recently been subjected to exploration; quantitative 
analysis is handicapped by the absence of organized market machinery and 
by the difficulty of discovering the terms of individual transactions. There is 
almost a complete lack of information on real estate sales prices; the avail- 
able rent indexes are useful but leave much to be desired; and construction 
cost indexes are woefully inadequate in the housing field. 

Institutional rigidities have delayed the adjustment of land transfer and 
home financing methods to the needs of modern society, according to the 
author. The property tax is antiquated and unduly burdensome. Federal in-. 
tervention in housing finance has been only a palliative. Two rival mortgage 
systems have been created in the forms of the Federal Housing Administration 
and the Federal Home Loan Bank System. Neither system reduces the risk 
of home ownership, nor is there.any effective device for encouraging the pro- 
duction of rental housing. Neither agency is capable of performing adequate . 
central banking functions in the mortgage field. In an excess of pessimism, 
the author concludes that the rivalry between the two systems might contrib- 
ute to the development of a boom. The study performs a service in bringing 
into the open the duality of federal participation in the mortage market. 
The author’s implication, however, that the Federal Housing Administration 
and the Federal Home Loan Bank systems are inherently antagonistic does 
not appear to be fully justified. Rivalry and duplication do in fact exist, 
but the objectives of both agencies as expressed in the original legislation 
are much the same: to improve lending practices, to create a sound mortgage 
market, and to facilitate the flow of mortgage money. The mechanics differ, 
but many lending institutions have chosen to accept the benefits of both 
systems without apparent interference with operations. The real cause of 
friction is not a fundamental antagonism but rather the fact that neither 
system is comprehensive, and that the Federal Home Loan Bank System 
serves primarily savings and loan associations while the FHA-approved mort- 
gagee insttiutions are predominantly commercial banks and mortgage brokers. 
Thus the long-standing competitive rivalry between these groups is crystal- 
lized and each agency is subjected to political pressures by its particular 
clients. The evaluation of the contributions of the Federal Housing Adminis- ` 
tration and the Federal Home Loan Bank System fails to give full credit 
to their accomplishments and potentialities, and the preoccupation of the 
author with the notion of mutual antagonism between the two agencies sug- 
gests the mountain-mole hill analogy. 

The estimate of post-war housing needs—which is inevitably a part of any 
current statement on housing—must, as usual, be interpreted with caution. 
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The figure is “more than one million” dwelling units per year for ten years 
which “could be used.” One might question the value of an estimate which is 
not a forecast of expected production, not a prognostication of market demand 
nor of the capacity of the industry, but a hybrid kind of guess of need based 
to a large degree on subjective and unsupported hypotheses. For example, 
400,000 units per year are included toward the replacement of some 11 mil- 
lion nonfarm units judged to be substandard in 1940. No justification for 
the selection of this proportion is attempted. 

Following the customary pattern of Twentieth Century Fund studies, the 
findings of the research staff are followed in the last chapter by the con- 
clusions and recommendations of the Housing Committee. The Committee 
concludes that in the post-war period the cost of housing will be too high 
to permit a continued large volume of construction; and that the most im- 
portant line of attack on the housing problem is the elimination of unneces- 
sary production costs and the reduction of various other elements of cost 
which enter into price. A few of the Committee recommendations may be 
reported: l 

1. The treatment of raw subdivision land as a public untility involving 
a demonstration of necessity as a condition of approval for development. 

'2. County or state zoning for suburban lands and the creation of pub- 
licly-owned land reserves. 

3. Use of the power of eminent domain to permit pooling of interests 
by owners in blighted areas for conservation or redevelopment; and the 
public acquisition of lands in blighted areas for redevelopment by the munic- 
ipality or for lease to private re-development companies. 

4. The strengthening of federal antitrust and antiracketeering laws to 
remove restraints within the building industry. 

5. A reduction of production costs through the encouragement of larger 
producing organizations. 

6. A reduction in marketing costs through the greater integration of the 
production and marketing functions, the simplification of transfer pro- 
cedure, and the encouragement of large-scale owning and operating organi- 
zations in the rental field. 

7. Authorization of investment by insurance companies in the debt-free 
ownership of housing property; and a scheme for the federal insurance of 
a minimum yield on such investment. 

8. The integration of the Federal Housing Administration and the Fed- 
eral Home Loan Bank System into a codrdinated mortgage system. 

9. A public housing program for families unable to command adequate 
housing in the market through the agency of local housing authorities en- 
gaging in the construction and rehabilitation of low-rent housing with sub- 
sidies set as a portion of the economic rent of the housing developments. 

‘Few readers will disagree with the proposals to rationalize the industry. 
The redevelopment plan and the authority for direct investment by insurance 
companies are already crystallized in law in a few states. The yield insurance 
idea was proposed five years ago by Frederick M. Babcock. The proposal to 
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integrate the two federal mortgage systems is sound but not thought through. 
The present public housing approach, with some technical alterations, is en- 
dorsed. The most courageous proposals are the suggested land policies, none 
of them original and some of them politically unapproachable for some time 
to come. But there is real significance in the selection and endorsement by 
the Committee of a combination of proposals carefully culled from among 
many alternative remedies as most logically growing out of the findings of 
the study. 

It is so refreshing to read a discussion of the housing problem which sticks 
to the economic fundamentals and eschews the welfare approach that one is 
- inclined to overlook such minor defects as a certain diffuseness in the presen- 
tation of the material, frequent repetitions, overediting and even that rather 
rambling afterthought which is Chapter 11. Readers who wish to extract the 
essence of the findings of the study will find the section on Conclusions in 
Chapter 12 to be useful. This section presents in concise form the essential 
indictment of an industry suffering from institutional inertias which hamper 
adjustment to the needs of an indefinitely expansible demand. It is meat for 
the institutional economist and wormwood for the classicist. The book is too 
long to be popular; it contains too few original ideas to be exciting to the 
ultrasophisticated in the field. But it is the first comprehensive statement 
of its kind, it is a useful compendium, and it will help to break up the dog- 
fight of housing ideologists with a dousing in the cold water of economic 
realism. 

Ricwarp U. RATCLIFF 

Washington, D.C. 


Labor and Industrial Relations 


Wage Determination under Trade Unions. By Joun T. Dun op. (New York: 
Macmillan. 1944, Pp. ix, 231. $3.50.) 


This small volume is one of the most significant studies of wages which has 
appeared in recent years, About half of the essays in the book are concerned 
with the cyclical behavior of wages, while the remainder deal with aspects of 
trade union wage policy. The author’s main object was to raise questions and 
advance hypotheses, and he has succeeded admirably in these purposes. The 
book does not profess to provide a comprehensive body of knowledge or theory 
concerning wages; but it is rich in intriguing research suggestions and will 
prove highly stimulating to investigators of wage phenomena. 

The section of the book devoted to cyclical variations in wages, labor 
income, and labor costs contains significant factual conclusions as well as 
suggestions for further study. After a careful analysis of wage data for the 
period 1929-1939, the author suggests that wages tend to fall first and rise 
last in such industries as boots and shoes, hosiery, cotton manufacturing, 
furniture, lumber, silk and wool, while the movement of wages in the heavy 
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industries is much more sluggish. An explanation of this pattern is found in 
the high degree of competition in product markets and the high ratio of wage 
costs to total costs in the first-mentioned group of industries. “Declines in 
product prices and not unemployment constitute the effective downward 
pressure on wage structures. . .. Wages fell last (and probably least) in the 
sector of the economy in which unemployment was clearly relatively greatest 
and rose first where it was also relatively greatest” (pp. 146-148). Unionism 
does not appear to have been a significant factor in the differential movement 
of wages, for the light industries were at least as well organized as the heavy 
industries during this period. 

The analysis of cyclical variations in the ratio of labor income to national 
income begins with a demonstration that the behavior of the ratio is 
markedly affected by the method of defining and measuring the two items. 
A high degree of stability in the ratio is obtained by using employee com- 
pensation and total income paid out, as reported by the Department of 
Commerce. But this result is misleading. Labor’s share in income paid out 
rises markedly in depression in certain segments of the economy, but it 
happens that these are also the sectors in which output falls most. Changes 
in the ratio for individual industry groups are thus offset by weight changes, 
yielding a relatively stable weighted average. The author emphasizes the need 
for detailed analysis of the data for individual industry groups and criticizes 
the conclusions which Kalecki derived from aggregates for the entire economy. 
With respect to the behavior of labor costs, Dr. Dunlop points out that 
the ratio of wage payments to sales was for most industries no higher in 1937 
than in 1927. While this does not refute the contention that high wage rates 
were a major impediment to expansion of employment during the thirties, it 
suggests a reéxamination of what constitutes a “high” wage, and a possible 
modification of inferences drawn from crude wage data. 

A considerable part of the section on union wage policies is devoted to the 
construction of economic models. While the logic of these chapters is im- 
peccable, the author has not succeeded in establishing a connection between 
them and the remainder of the book, and they serve little purpose except to 
demonstrate the limited usefulness of this approach to the study of trade 
unionism. It is precisely the limited usefulness of economic models in this 
field which has led to adoption of the “institutional and historical methods” 
(p. 1) which Dr, Dunlop wishes to supplant. The reviewer does not wish to 
be understood as defending the purely descriptive writing which so often 
passes as “institutionalism” or “history.” Analytical models are essential if 
the study of unionism is to be raised to a higher level of generality. But in this 
attached to the union at each wage rate, which thus takes the place of the 
field models of the type used by Pareto and Weber are likely to be found 
more useful than those which economists are accustomed to construct. 

The author’s model of a trade union consists of a demand function for 
labor and a membership function depicting the amount of labor that will be 
the ordinary curve. If one knows what the union is trying to maximize— 
whether the wage bill of its members from the industry, or the wage bill 
plus public funds for support of the unemployed, or some other quantity—the 
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wage rate which the union will prefer is formally determined. But the assump- 
tion that effort is being bent toward maximizing some value quantity, which 
requires a considerable leap of faith even in the study of business manage- 
ments, is still less plausible when one is dealing with union officers. The fact 
that Dr. Dunlop’s model would be unrecognizable to union leaders is not a 
basic objection to it—practical men may act economically by intuition. The 
basic question is whether the observable behavior of union officers in bargain- 
ing about wages can be in any way related to such a model, 7.e., whether it 
has any empirical usefulness. On this question, the reviewer would venture a 
negative judgment. . 

More attention might well have been paid to the question of what is meant 
by “the union” in this connection. Who determines what wage rates are to be 
asked, how is the decision arrived at, through what administrative mechanisms 
is it effectuated? These questions, analogous to those which arise in the study 
of policy making in business corporations, must be anwered before union 
behavior in wage bargaining can be properly interpreted. 

An attempt is made in Chapter V to define the elusive concept of “‘bar- 
gaining power” and to examine the effect on wage rates of competitive 
conditions in related markets. The definition used is similar to Lerner’s 
definition of monopoly power, and rests on the difference between the actual 
wage rate and the rate which would have been paid had pure competition 
existed throughout the cluster of product and factor markets involved. It is 
thus not a definition of bargaining power in the ordinary sense, since labor 
may have negative (though never positive) “bargaining power” even though 
pure competition prevails in the labor market. The main conclusion reached 
is that, other things being equal, wages will be highest if pure competition 
prevails in the product market, lower if monopsony exists, and still lower if 
monopoly exists. This result, which contradicts the common sense impression 
that wages will be highest if sale of the product is monopolized, is due partly 
to the assumption of a rising supply-curve of labor to the industry. This 
assumption would seem to be of doubtful usefulness in view of the very 
frequent existence of underemployment in our economy. 

Much more useful, in this reviewer’s opinion, are the two chapters in which 
the author outlines in more pragmatic fashion the main issues which every 
union must face in dealing with wages. The questions discussed include the 
importance of the size of the bargaining unit, the interest of unions in wage 
differentials between occupations and between firms, the ways in which the 
wage-structure may be used to achieve non-wage objectives, the extent to 
which unions take account of the effect of wage rates on employment, and 
the ways in which unions may secure a larger wage-bill by influencing the 
market for the product. Most of these questions have long been recognized as 
important by students of trade unionism. The author’s contribution consists 
in a skillful arrangement and exposition of the problems in brief compass, 
frequent illustration of the problems from the experience of particular unions, 
and an occasional challenging hypothesis, for example, the suggestion that 
“wage structures are bargained for in an essentially non-cyclical time setting” 
(p. 68). In short, these chapters are a surveyor’s chart of the economic issues 
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with which any inductive study of union wage policies must deal. They should 
do much to stimulate more and better work on these issues. 

The final chapter reveals a refreshing lack of reverence for market- 
determined wage rates and provides some reasons for hope that administered 
labor markets may be used to achieve a better allocation and utilization of 
resources than has existed in the past. 

Lioyp G. REYNOLDS 

The Johns Hopkins University 


Organized Labor and the Negro. By Herpert R. Norturup. (New York: 
Harper. 1944. Pp. xviii, 312. $3.50.) 


This book, as indicated by its title, is devoted mainly to an examination 
of trade union policies with respect to the admission of Negroes to member- 
ship. Though incidental to the main theme; a review of the Negro’s position 
in various industries since the depression of the 1930’s takes up considerable 
space. The industries thus touched upon include the building trades, rail- 
roads, tobacco, longshore work, shipbuilding, textiles and clothing, coal 
mining, iron and steel, and automobiles and aircraft. 

Negroes, it need hardly be stated, have traditionally occupied the lowest 
Tung in the industrial ladder. They have been confined largely to the poorest 
paying and least desirable occupations. Until World War I the vast majority 
were in agriculture and domestic service in the southern states. But in the 
decades of the twenties large numbers of them migrated to the industrial 
centers of the North. While their entrance on a large scale into mass pro- 
duction industries brought an improvement in their status, Negroes were 
assigned mainly to unskilled work with slow advancement to better occupa- 
tions. Even when employed in skilled jobs their work more often than not 
was the kind least desired by white men. For example, in the automobile 
industry virtually all skilled Negro employees were employed at Ford’s River 
Rouge plant. Although engaged in nearly every skilled occupation, including 
tool and die making, they were heavily concentrated in the foundry where 
the work is hazardous and dirty. Again in coal mining where Negroes have 
been a long established part of the working force and where they worked in 
all capacities by the side of white men, only a relatively small proportion 
were employed in machine occupations. The overwhelming majority of Negro 
coal miners were handloaders, and this has rendered them particularly vul- 
nerable to technological displacement. On the railroads, it should be men- 
tioned in this connection, displacement of Negro maintenance-of-way em- 
ployees by machinery has also been taking place. 

. From the depression of the thirties to the entrance of this country into 
World War II, the position of Negroes in industry gradually deteriorated. 
In the South, which was hardest hit by the depression, they suffered severe 
reverses in the building trades, on the railroads, in shipbuilding, and in long- 
shore work. The employment policies of the federal housing program brought 
some relief in the building trades. But on the railroads their position grew 
increasingly precarious and even now, the wartime labor shortage has not 
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improved the situation in the transportation branch of the industry. By 
means of such featherbed devices as the ‘full crew bill” and by agreements 
which keep employment at a minimum and prevent promotions, the unions 
are gradually pushing Negro firemen and trainmen out of the service. The 
author points out that the unions’ program of Negro exclusion has been 
greatly implemented by the procedure of the National Mediation Board and 
the Adjustment Boards. 

Since the entrance of this country into the present war the position of 
Negroes in industry has been bettered. Still, progress has been slow in many 
places. One of the most painful headaches of our wartime manpower problem 
has been connected with the introduction and upgrading of Negro labor in 
various war industries. In aircraft the employment of Negroes in considerable 
numbers in other than menial capacities began only recently. In shipbuilding 
the loses sustained by them during the depression have not been altogether 
regained. With a view toward narrowing the area of racial occupation dis- 
crimination and thus toward easing somewhai the manpower shortage in 
critical centers, the Fair Employment Practice Committee was created by 
executive order of the President. Though the Committee has not worked 
the miracles many expected, its success must be considered rather remarkable 
when we take into account the fact that the enforcement of its so-called 
“directives” rests mainly upon the support of public opinion. 

Today the total volume of employment among Negroes as among whites — 
has reached an all-time high. But the author, like others who have given 
thought to the subject, pictures the post-war industrial outlook for Negroes 
as none too bright. He feels that in converting to a peacetime economy the 
impact of the change is bound to be greater upon Negro employees. These 
employees are late comers in the major branches of industry. They have, 
accordingly, acquired less seniority on an average than white workers. Even 
if seniority rules were strictly observed in dismissals, a much larger propor- 
tion of Negroes than whites would be the first to go. 

The Negro’s historically inferior industrial status is due to a complexity 
of factors. No single cause will explain, for example, the loss of his former 
monopoly of skilled work, especially in building trades, in the South. It is 
true, of course, that the entrance of white men into these trades after the Civil 
War, the attitude of organized labor, and the policies of employers were 
important factors. But just as important was the vocational unpreparedness 
of the masses of Negroes. This deficiency has often been ascribed to the 
victory of the forces of “higher education” as led by W. E. B. DuBois over 
the industrial education program of Booker T. Washington. Undoubtedly this 
change in educational values in Negro community life, itself a reflection to 
some extent of the Negro’s reverses in the labor market and more generally, 
in political life, played an important rôle. But there is another seldom men- 
tioned factor. This was the failure of the proponents of industrial education 
among Negroes to keep abreast of the technical changes in industry and 
vocationally to prepare the masses to meet them. 

At the beginning of the conversion of industry in the present war, it was 
not simply race prejudice but also the Negro’s lack of vocational training 
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that handicapped his employment. No apology is offered here for manage- 
ment’s refusal to hire qualified Negroes or its reluctance, except in emergen- 
cies, to recruit Negro labor. As the author indicates, the employment and 
the promotion of Negroes is management’s responsibility. Yet it should also 
be said that management’s failure in these respects is often due to fear of 
arousing their white workers’ antagonism. A retiring member of the Fair - 
Employment Practice Committee reports that at the time of his resignation 
the Committee’s failure to bring about employment of Negroes was due in 
90 per cent of the cases to the opposition of white employees. But the racial 
attitudes of white workers, like those of white employers, reflect the prevailing 
racial mores of the community. 

The racial attitudes of American wage-earners are perhaps best reflected 
in labor organizations. As these attitudes vary from community to community 
it is not surprising that the “racial policies of American trade unions vary 
from outright exclusion of Negroes by some organizations to the full 
acceptance of them with all privileges of membership by others” (p. 1). 
Negroes are excluded from twenty-two unions, This is accomplished either 
by a provision in the ritual (one union) or in the constitution (13 unions), 
or by tacit consent (8 unions). The single union in which exclusion was 
effected by means of the ritual was the International Association of Ma- 
chinists, an AFL affiliate. Of the thirteen unions that excluded Negroes by 
clauses in their constitutions, six were affiliated with the AFL while the 
remaining seven were unaffiliated. These seven unaffiliated’ unions were in 
-the railroad industry—the four big railroad transportation Brotherhoods, the 
two unions of yard masters, and the train dispatchers. Of the unions that 
excluded them by tacit consent, six were affiliated with the AFL and two 
were independent. The author appears to be in error when he includes the 
Seafarers’ Union in this last category as this union does admit Negro 
stewards. 

A number of unions have adopted the policy of organizing Negroes into 
auxiliary bodies as distinguished from separate locals. The policy is followed 
by seven AFL unions and two unaffiliated organizations. Mr. Northrup thinks 
this policy is more reprehensible than outright exclusion, since it is a means 
of controlling the competition of Negroes while at the same time denying 
them effective bargaining representation and a voice in the union’s internal 
affairs. 

The racial policies of the CIO and its unions as portrayed by the author 
are in decided contrast with those of the AFL and many of its affiliated bodies. 
No union affiliated with the CIO excluded Negroes from membership—at 
least none are cited by the author. Furthermore, Negroes are admitted to all 
CIO unions on an equal footing with white members. The AFL has time and 
again declared itself in favor of organizing all workers irrespective of race. 
But when it has been confronted with the issue of race discrimination as 
practiced by some of its unions, it has dodged behind the principle of the 
local autonomy of its constituent unions. The stand of the CIO, according to 
Mr. Northrup, has not been confined to pronouncements of noble sentiments. 
It has encouraged the national officers of many of its affiliates in their efforts 
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to eliminate discrimination of Negroes on the job and in local union affairs. 
In many cases, however, the position of AFL unions is as liberal as that of 
CIO unions. Among such unions are to be found the hodcarriers, the plasterers 
and cement finishers, and the longshoremen, four of whose vice-presidents 
are Negroes. 

That the author is biased in favor of the CIO and its unions seems fairly 
evident. He does not give much weight to the removal of the color bar by 
- some local AFL unions although this directly violates their national constitu- 
tion or ritual. Though the practice may not have become general, it is a 
significant step and the unions inaugurating it should at least have been 
credited with courage. On the other hand, according to Mr. Northrup’s own 
account, CIO locals have struck in numerous instances against the intro- 
duction and upgrading of Negroes in war industries in direct defiance of their 
officers and the agencies of the federal government. 

The author appears to view the problem of the relation of Negro workers 
to organized labor as a question exclusively of admission to membership in 
trade unions. He thus fails to explore the bearing of some general policies of 
unions and the federal government upon the problem. For example, in 
referring to the displacement of Negro maintenance-of-way employees, he 
more or less casually mentions as a contributing factor the payment of the 
40 cents minimum under the Fair Labor Standards act. The displacement of 
Negro coal miners is also mentioned by him. In this case we are left to 
infer the causes which appear to be connected, on the one hand, with 
federal stabilization of coal prices and, on the other, with the wages policies 
of the union. It is, of course, quite proper for the author to stress the 
enlightened attitude of the United Mine Workers toward Negro membership 
and participation in the uniun. But if the policies of government and the union 
result in a continued decline in the employment of Negroes, the question of 
their relation to the union becomes a purely secondary consideration. 

A final critical word may be said concerning the author’s proposals for 
remedying racial discrimination as found in industry and as practiced by 
trade unions. To curb discrimination in industry he proposes the passage by 
Congress of a Fair Racial Practice act. The act as proposed is to be admin- 
istered by a board with functions similar to those of the National Labor 
Relations Board. If present attitudes of political parties are any indication 
of what Congress will do in the future, it appears safe to assume that the 
creation of a permanent Fair Employment Practice Committee is more than 
likely. Still, it is altogether improbable that Congress will clothe this agency 
with the broad powers and functions proposed by Mr. Northrup. The author 
further proposes that unions practicing race discrimination be denied the 
use of public-supported boards of mediation, labor relations, and so forth. 
In making this proposal he fails to take into account the present intrenched 
powers of labor unions under federal laws and the fact that these powers 
would most certainly be used to defeat the adoption of his proposal. 

It seems to the reviewer that the first step toward Mr. Northrup’s goal 
would involve curbing the expanding powers of organized labor. Indeed, the 
author himself suggests that just such a step be taken with respect to railway 


646 THE AMERICAN ECONOMIC REVIEW [ SEPTEMBER 


labor organizations. He proposes that the Railway Labor act be amended 
so as to provide for public representation on the Adjustment Boards and for 
court appeal for the losing party. But he ignores the vast extension of trade 
union power in other branches of industry, the result of the closed shop and 
the trend toward industry-wide collective bargaining supported by federal laws 
` and policies. Simply to have the government forbid unions that engage in racial 
discrimination to enter closed shop agreements leaves this power untouched. 
Even where union membership is open to all, irrespective of race, such power 
is not consistent with the general interest of the public nor with the particular 
interest of Negroes as a minority. Furthermore, Mr. Northrup’s proposal 
forbiding the closed shop where unions discriminate racially, would probably 
be confronted by public indifference as well as by trade union opposition. The 
reviewer is of the opinion that it would be better to amend the laws to make 
the closed shop contrary to national policy. This too would be opposed by 
organized labor, but public support would probably be sufficient to offset 
the resistance, 

In spite of our strictures, Mr. Northrup’s investigation fills an important 
gap in our knowledge of the racial policies of trade unions and the status of 
Negroes in industry since the last depression. In addition to the results of his 
independent research, he has brought together a considerable amount of new 
unpublished materials from government ° and other sources, notable the 
Carnegie-Myrdal study. 

ABRAM L. HARRIS 

Howard University 


The Rubber Workers—Labor Organization and Collective Bargaining in the 
Rubber Industry. By Harotp S. Roperts, (New York: Harper. 1944. 
Pp. xiii, 441. $4.00.) 

As a “story of the efforts to organize one of the ‘citadels’ of anti-unionism” 
Dr. Roberts’s new book, The Rubber Workers, will be welcomed by labor 
economists as an authentic account of the growth of unionism in one of 
America’s great mass production industries. 

Starting out with a short description and analysis of the growth and 
importance of the industry, the author proceeds to give a fairly exhaustive 
chronological account of the efforts to organize the industry from the days of 
the Knights of Labor down to the current war period. Throughout the story 
he pays particular attention to the spectacular events, such as labor disputes 
and strikes, which have marked the struggle for union recognition. This 
struggle is well pictured in a chronological case history of developments in 
the Goodyear Tire and Rubber Company which played the part of the “Lone 
Wolf” in forestalling unionization and collective bargaining long after the 
other companies had given in. Securing most of his information “from pub- 
lished documents of the LaFollette Committee Hearings, the author outlines 
in dramatic fashion the various devices used by the company in frustrating 
the attempt of the United Rubber Workers (CIO) to secure bona fide 
collective bargaining status. His study deals almost-exclusively with the fight 
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to achieve collective bargaining status rather than with the process of col- 
lective bargaining as such. 

There follows a chapter entitled “The National Labor Relations Act and 
the Rubber Industry” in which several typical NLRB cases are summarized. 
The next chapter entitled “Collective Bargaining” catalogues the substantive 
provisions of the various union agreements and presents a statistical analysis 
of the time involved in negotiating the various agreements in the industry. 
In another chapter, the problems of decentralization and migration of the 
industry from Akron are outlined in some detail along with a discussion of 
wage differentials and difficulties in organizing the unorganized outside of 
Akron. ' 

In his final chapter the author concludes that the “outlook for the existence 
of collective bargaining in the rubber industry is bright” since the United 
Rubber Workers (CIO) have considerable numerical strength and have 
“achieved a fair degree of internal unity, sensible, aggressive, but conservative 
leadership, and a membership which, although new to the trade union move- 
ment, is actively interested in what the future holds in store for it.” He 
concludes also that the outlook for the industry is equally good because 
“industrial disputes are being effectively curtailed and the orderly procedures 
set up under collective agreements are superseding the strike and lockout.” 

It is unfortunate, however, that there is no description of the structure of 
the union (the United Rubber Workers) and little analysis of the internal 
problems of union ‘government nor of the specific difficulties involved in 
developing “sensible, aggressive but conservative” leadership in the locals. 
The reader, therefore, is given no picture of the strength or weakness of the 
union as an organization nor any impression of its structural or idealogical 
effectiveness in coping with the fundamental problems of the rubber industry. 

The author measures the effectiveness of the union in terms of the number 
of agreements negotiated, the increase in membership and the decrease in 
frequency of strikes. He does not trace, however, the development and relative 
merits of different types of grievance procedures, nor does he analyze, for 
example, other collective bargaining problems such as the intra-union diffi- 
culties involved in the development of the seniority clauses in the rubber 
agreements, For this reason, the study makes only a limited contribution to 
research in the field of economics of collective bargaining. 

FREDERICK H. HARBISON 

University of Chicago. 
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Wartime Labour Developments in Australia, with Suggestions for Reform in 
the Post-War Regulation of Industrial Relations. By ORWELL DE R. 
FoENANDER. (Melbourne: Melbourne Univ. Press. 1943. Pp. xxix, 177. 
17s. 6d.) 

Labour in New Zealand. By A. E. C. HARE. (Wellington: Mics Univ. Coll. 
1944, Pp. 71. 2s. 6d.) 


Anthropologists have a theory of “diffusion of culture” which may account 
in part for the extraordinary similarity in the patterns of wartime controls in 
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countries thousands ‘of miles apart and in varying stages of economic de- 
velopment. The history of industrial relations in Australia, a continent almost 
as large as the United States, was different from ours. Unionism has been an 
accepted part of the scheme of social organization and has full legal sanction. 
Courts were set up to fix minimum wages and sanction collective bargaining 
long before we in the United States accepted the concept. Individualism and 
free enterprise are regulated in Australia within the prescribed limits of generally 
accepted standards. To be sure, Australia’s entrance into the global war was 
accompanied by the recognition that union rights must shrink in the face of 
the greater common peril. 

In order to achieve and maintain continuous production at the highest 
possible level the Australian Industrial Relations Council was created. The 
Commonwealth Court of Conciliation and Arbitration became concerned with 
the defense as well as the industrial organization of the country. Schemes of 
price control and capital rationing were put into operation. Certain classes 
of workers were restricted as to their freedom to transfer their jobs, and limita- 
tions were placed on the maximum rates which workers were permitted to 
receive. The National Security (Industrial Peace) Regulations of 1940 en- 
larged the powers of the Federal Arbitration Court to extend beyond the limits 
of any one state, and even beyond the declared industrial dispute. Any in- 
terruption of work, or stop-work meeting, or potential dispute, now came within 
the jurisdiction of the Court. 

Problems arose, however, involving non-codperation of employers as well 
as the problems of absenteeism, due to health and industrial fatigue, and the 
infiltration of new workers. In February, 1942, an amendment to the 
National Security Act banning strikes and prescribing penalties was enacted. 
The shortage of skilled labor became a pressing problem and the attempt to 
solve the problem by the dilution of labor, through the use of semi-skilled 
workers, and mechanical devices was made. All of these changes were effected 
with the consent of organized labor and employer organizations. 

One of the most interesting chapters is that on post-war readjustments and 
change. The author frankly faces the various possibilities of government 
controls, even including complete socialization of industry. He is cognizant 
of that fact that any program depends on the outcome of the war and the will 
of the people. 

' A thousand miles away from Australia is New Zealand, with an economic 
and political history that has long been considered that of a real working de- 
mocracy. Mr. Hare in his little pamphlet on Labour in New Zealand in 1943 has 
introduced a new note in his analysis. The class struggle can be minimized if 
workers have a psychological “cordial entente” with employers or supervisors. 
If workers feel that they have status in industry, if they feel that they are 
important to production, then class bitterness will be lessened. Industrial 
psychology is indeed a new science. Unfortunately it is too often applied in 
periods of labor shortage and abandoned in periods of labor surplus. 

Mr. Hare describes the program of wartime controls in New Zealand which 
parallel those in Australia. The control of manpower was effected by the 
appointment of a Minister of Industrial Manpower in July, 1943. His powers 


1944] BOOK REVIEWS 649 


are similar to those of our Man-power Commission. Other wartime problems 
which face New Zealand are an increase of child labor, absenteeism, accidents, 
and industrial disputes. The Stabilization Regulation, like that of Canada, 
provides for an increase or decrease in the general level of wages following 
the increase or decrease of the level of prices as indicated by the government 
price index, This fact, accompanied by rigid price controls, has been in part 
responsible for the decrease in strikes in essential war industries. 

The significant fact about the controls of both Australia and New Zealand 
is that they are but an intensification of the peacetime controls already accept- 
ed by capital and labor in both countries, There is little discussion of post- 
war abandonment of these controls. 

| THERESA WOLFSON 


t 


Brooklyn College _ 


Independent Unions Under the Wagner Act, By Samurt M. Sarny. (Boston: 
Hildreth. 1944, Pp. viii, 342. $8.50.) 


Section 8 (2) of the National Labor Relations act declares it to be an 
unfair labor practice for an employer “to dominate or interfere with the 
formation or administration of any labor organization or contribute financial 
or other support to it.” The author of this book outlines what the Board and 
the courts have found to be the meaning of this phrase. 

It seems to the student of labor economics that in Section 8 (2) Congress 
obviously intended to outlaw the type of company-dominated union that 
during the NRA days flourished so vigorously under the guise of a collective 
bargaining agency. On the other hand, as the author points out, workers do 
have a right to join an independent union in which their employers have not 
had a dominating influence. To the laymen, it would seem that all a company 
would have to do is to refuse to try to dominate or interfere in any labor or- 
ganization of its workers. Apparently, however, some employers have 
attempted to see how nearly they could come to domination without actually 
overstepping the bounds of the law, and Mr. Salny cites several hundred 
cases by means of which the Labor Relations Board and the courts have 
attempted to define these boundaries. 

Of considerable importance to the whole subject of independent unions 
under the Wagner act is the answer to the question, “What must be done to be 
saved from the stigma of past domination?” In an adequate chapter the author 
presents the findings of the courts and the Board on how company-dominated 
union can be purged or “disestablished,” as the Board calls it. Each case, 
to be sure, must be handled individually, but in most of the cases cited there 
was apparently little difficulty in determining that the disestablishment had 
taken place, if only the employer had made up his mind fully to accept the 
inevitable. The border-line cases seem to be those in which the employer 
wanted to hold just a mite of control, if his lawyer could only show him how 
to do so legally. 

This chapter on disestablishment can presumably be considered historical, 
for surely nine years after the passage of the Wagner act, there should not 
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be many company-dominated unions left to be disestablished. The remaining 
chapters in the book, however, deal with current problems which any employer 
may face today. Here again, the cases seem to show that if the employer makes 
up his mind that he is not going to try to dominate or interfere with his 
workers’ organization, he does not have a great deal of trouble even though his 
workers do decide to have an independent union. But this is not always true. 
A careless word, the careless talk or actions of subordinate supervisors, too 
friendly relations with the independent union when the CIO or AFL union 
is also on the ground—these may bring the employer before the Labor 
Relations Board on charges of interference. Apparently, however, if the 
company is not guilty of trying to interfere or dominate, no cease or desist 
orders are issued. In several chapters the principles of correct action on the 
part of employers are thoroughly discussed. 

In one of his later chapters, the author describes the practice and evidence 
before the National Labor Relations Board. Built around the specific subject 
of independent unions, ‘this discussion, nevertheless, is most interesting in 
portraying the type of evidence acceptable under the law and rules of the 
- Board. As Mr. Salny says, the subject deserves a more extensive treatment 
than part of one chapter, but he has given us the good beginnings of such a 
study. 

In a final section are reproduced twenty-one forms ranging from copies 
of circular letters which workers may send to their fellow workers, advising 
them of the formation of an independent union, to a draft of the last speech 
which the employer can legally make, urging his workers to join the inde- 
pendent union. Even a constitution for the independent union is included. 

One puts the book aside with mixed feelings. The book carries a subtitle, 
A Manual for Attorneys, Labor Relations Advisors, and Union Officials Acting 
for Employers, Employees, or Unions, in Relation to the National Labor Rela- 
tions Act, It is a manual and it does bring together in good legal form the 
the boundaries established by the Board and the courts in interpreting 
section 8 (2) of the law. Yet one wonders whether a more correct title would 
not be How Legally to Build Company Unions Despite the Wagner Act. 

FRANK T. DE VYVER 

Duke University 


Maintenance of Union Membership. By Bryce M. STEWART and WALTER 
J. Couper. (New York: Industrial Relations Counselors. 1943. Pp. vii, 
83. $1.25.) 


This study examines analytically and statistically union security cases before 
the War Labor Board and its predecessor and details company experience with 
the union security provision. It traces the evolution of the union security issue 
from the groping by the public members of the War Labor Board for a policy 
which would assuage union discontent over their weakened position in dealing 
both with possible company hostility and the organizing activities of rival 
unions. It becomes clear from an analysis of the cases that the Board applied 
the clause in a most hesitating manner—varying the scope of application for 
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diverse reasons—until it became the standard demand of petitioning unions. 
The employer members, failing to obtain any measure of union regulation as 
a quid pro quo, voted against union maintenance in the great majority of 
cases even after it had become established policy. 

The analysis of the returns nf 49 companies regarding their experience with 
union maintenance provisions shows less than 10 per cent withdrawals during 
the escape period; moderate but uneven observance by unions of requirements 
placed upon them; some, but no spectacular, increase in union membership; 
and no over-all improvement in industrial relations. 

The authors indulge in some reflections on the union security issue, based 
partly on the returns of the 59 companies and partly on an interpretation of 
the labor policy of encouraging the growth of union activity. The conclusion 
is inescapable that employers are still “reluctant dragons” and are altogether 
unconvinced of the value of the “maintenance of membership” provision in 
improving industrial relations. The unions themselves regard the provision 
as an unsatisfactory compromise of their demands for the closed shop. This 
is quile certain to be a bone of contention soon after the war. 


GUSTAV PECK 
Washington, D.C. 


Manpower Mobilisation for Peace. (Montreal: Internat. Labour Office. 1943. 
Pp. 78. 25 cents.) 


This pamphlet presents a general summary of the problems of labor market 
readjustment in the post-war transition period, with primary reference to 
the measures now in effect or under discussion in the United States, Britain, 
and the British Dominions. 

‘Great stress is laid in the introductory and concluding sections upon the 
importance of full employment in the post-war period, and upon the necessity 
for advance planning to bring it about. “Now is the time,” it is urged, “to 
prevent the return of the unemployment which was symptomatic of the ill- 
health of our pre-war way of life and to plan for full employment of all our 
human and material resources after the war.” 

Yet the pamphlet itself carefully avoids any discussion of this central 
problem or of the direction in which its solution may be sought. Attention 
is concentrated exclusively on the marginal problems of minimizing frictional 
losses and providing a measure of economic security against the hazards of 
short-term unemployment. After a brief review of the wartime changes in the 
size and distribution of the labor force, the pamphlet proceeds to a discussion 
of the readjustment to peacetime conditions. The problems of military demo- 
bilization, industrial demobilization, and those connected with the abnormal 
wartime expansion of the labor force are discussed in turn. Emphasis is 
placed on problems of reémployment preference, dismissal pay, more adequate 
unemployment compensation, retraining, and especially improvement of 
employment exchange machinery. Though it is repeatedly pointed out that 
success in solving these problems will be largely dependent upon maintaining 
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a high general level of employment, this problem itself is regarded as beyond 
the scope of the pamphlet. 

The purpose served by such a pamphlet is not clear. Limited largely to 
general descriptive material and noncontroversial exhortation for the collection 
of more adequate information and the extension and coérdination of govern- 
mental facilitative services, it is too cursory a treatment to be of value to those 
who already have some familiarity with the field. The limitation of its scope 
to marginal problems renders it of slight value in providing orientation for 
the general reader. The disparity between the scope suggested by the intro- 
duction and that of the pamphlet itself may lead to the dangerous miscon- 
-ception that the problem of full employment will solve itself if the marginal 
problems are effectively dealt with. It is not sufficiently emphasized that 
retraining, improvement of the organization of the labor market, and even 
extension of unemployment compensation and social assistance, important 
though all of these may be, are not measures which can contribute significantly 
to the solution of the central problem. 

: LoRING Woop 
Washington, D.C. 


The Unemployed. By ELI GINSBERG and Associates. (New York: Harper. 
1943. Pp. xii, 418.) 


This study of the effects of unemployment upon people was carried on under 
the auspices of the Columbia University Council for Research in the Social 
Sciences. 

The book endeavors and fulfills its purpose by describing unemployment 
in a dynamic fashion. It differs from many other treatises on the subject by 
‘discussing individuals and families rather than by describing unemployment 
as an abstract entity. 

The Unemployed is divided into two books. Book I, “Interpretation,” con- 
siders the background of the families and includes data relative to the time 
when the breadwinner was still in private employment, the period of unem- 
ployment prior to going on relief, and the experiences of families on Home 
Relief and the W.P.A. Lastly, Book I takes up the various obstacles to reém- 
ployment -and discusses the significance of the findings. An epilogue sum- 
marizes the impact of the war on reémployability. There is an Appendix 
which describes methodology and contains twenty-five tables. While the 
Appendix explains in full the techniques used, it would be very helpful to the 
reader if an introductory chapter dealt with the methodology employed, the 
sample, and criteria for selecting cases, etc., or if footnotes to the text referred 
to the pages in the Appendix where the specific information could be located. 
For instance, on page 32 the reader is confronted with a statement on “the 
private group” and is completely at a loss as to what is meant until he reads 
the Appendix. 

Book II contains twelve cases which include an equal number of Irish 
Catholic, Jewish, and Anglo-Saxon Protestant families. To determine whether 
unemployment was responsible for changes noted in families on relief, a 
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control group was included of families from the same background who had 
escaped relief. Moreover, a second control group was sclected, composed of 
families on relief who had returned to private employment. In order to find 
out whether racial-religious factors influenced the adjustment of individuals 
on relief, the sample was limited to an equal number of Irish Catholics, Jews, 
and Anglo-Saxon Protestants living in New York City. The sources utilized 
were the case records of social agencies, the files of the public employment 
office, and data obtained in interviews with members of the families surveyed. 

The sample contained 180 cases and all calculations were based on this 
number, a relatively small sample from which to draw any generalized conclu- 
sions. For instance, the authors found that “there were ten, aliens among the 
twenty-five foreign born women whose husbands were on W.P.A. Of the 
thirty-three foreign born men on Home Relief, seventeen were aliens; and of 
the thirty-seven foreign born women, twenty-five had failed to obtain citizen- 
ship.” The authors conclude from these figures “that the schools, the churches, 
and other communal organizations have been remiss in furthering an Ameri- 
canization program.” 

The tables present detailed data on the families studied but would prove 
more helpful if the terms were defined. For instance in Table 5, “Extent of 
United States Education or Equivalent,” one would like to know what is 
meant by “some high school education.” Is it a semester of work or two 
years? Table 15 considers unions and attitudes toward unionization. The 
latter are indicated by the symbols +, —, 0, and ?, which respectively mean 
“favorable,” “negative,” “ambivalent,” and “unknown.” Actually how is 
“favorable” defined? Does it mean 100 per cent in favor of unions or does 
it connote a positive attitude with reservations? Likewise, Table 18 deals with 
‘housing and such words as “good,” “adequate,” “poor,” and “crowded” are 
employed. These are relative terms and a house for three people might be 
“good” while the identical home for seven might be “poor.” Tables 24 and 
25, “Attitude towards Future” and “Evaluation of Home Relief Record,” 
raise the same question of definition. In the former one finds “optimistic,” 
“ambivalent,” and “pessimistic,” while in the latter the legend indicates that 
+, —, and 0 are equivalent to “great,” “little” and “moderate.” All these 
terms are rather meaningless without specific definition as to their use in this 
study. 

According to Mr. Ginzberg and his associates, two hypotheses were selected 
for testing: (1) Was work relief superior to home relief? and (2) Was the 
adjustment of the unemployed greatly influenced by their racial-religious 
background? 

In detailed fashion the authors attempt to answer these questions and the 
findings indicate that: 

1. Almost all persons on Home Relief and W.P.A. suffered serious reduc- 
tions in income and thus the families had to adjust to less food, less clothing, | 
and less medical care; 

2. Many men suffered a loss of status, though this was less marked in the 
W.P.A. families, where the men worked for the money they received; 
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3. W.P.A. was superior to home relief in that (a) families on W.P.A. 
suffered less of a break with the past—the breadwinner continued to work— 
and (b) families on W.P.A. escaped the periodic visits made on home relief 
recipients; 

4. Racial-religious factors played a minor rôle in determining the behavior 
of the groups studied, which was accounted for by the fact that those surveyed 
lived in the same type of apartments, worked at similar jobs, traveled in the 
same conveyances, read the same newspapers and saw the same movies. 

In addition to these conclusions, one finds throughout the study discussion 
of the rôle of private agencies, the techniques of social workers, and the merits 
and demerits of home relief and work relief. 

The case studies which comprise Book IT have value in that they present 
unemployment as a vivid living experience. 

This volume should be useful for teaching purposes and for the lay public 
interested in the effects of unemployment on people. 

| Frances T. CAHN 
Washington, D.C. 


Consumption; Income Distribution; Coöperation 


War-Time Pattern of Saving and Spending. By CHARLES Mance (Cambridge: 
Univ. Press. New York: Macmillan. 1943. Pp. viii, 137, $1.50.) 


This study of the British wartime pattern of spending and saving was 
made possible by grants from the National Institute of Economic and Social 
Research. The author, stimulated by Keynes’s writings on savings and en- 
couraged by him to undertake this field investigation, attempted to “find out 
how much of their income was being saved by wage-earner families” (p. 1). 
The method of collecting the data during the first part of the investigation is 
described as “being to ask a random sample of them [wage-earner families] 
a series of questions about their savings,” and during the last nine months 
“to get details of spending as well as saving, so as to see whether in each case 
the account given balances with what is known of the family income.” 
Successful interiews with 715 families in Leeds compose most of the source 
material for the later part of the study. The number of families interviewed 
earlier in Glasgow, the second largest source of data, is not disclosed, but does 
not appear to exceed the 586 familes tabulated on page 59. Still less detail 
is given about the collection of data in York, Bristol, Slough, Bradford, 
Coventry and Blackburn. 

The author, despite the slight coverage, the change in methods, and the 
absence of homogeneity in these data owing to the period of time through 
which the investigation stretched, has drawn many interesting conclusions. 
The strongest factor affecting the amount which any wage-earning family 
saves is found to be its income. As next in importance, the “propensity to 
save” and the number of children in the family are listed as the determinants 
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of saving. The “propensity to save” is apparently nothing more than the 
family’s desire or liking to save. The number of children to be clothed and 
fed greatly affects the amount of excess income (evidently income above that 
required for “‘necessities”) from which savings are possible. On this point, 
however, the author states on page 65, “It therefore seems clear that the 
addition of a child to a family does not correspond straightforwardly with a 
reduction of income, in terms of its effect on the spending and saving pattern.” 
The results of savings are shown to foreshadow important social effects. 
On page 67 the author states “the most striking feature of our data on 
saving,” is “the way in which the heavy saving tends to be concentrated 
among a few families.” For example, “10% of the budget families saved 13s. 
or more per week and were responsible for 51% of national saving, though 
their earnings were only 14% of gross earnings” of this group. This is taken 
as the means by which (p. 82) “a fairly small section of the wage earners 
will accumulate savings and from that vantage point will assimilate itself in 
other ways with the middle-class.” This tendency “from the social and 
political point of view, is perhaps the most interesting result of our inquiry.” 
The methods used in analyzing the data are of considerable interest for 
students of economics. One of these is the analysis of “equivalent income” in 
which an answer is attempted for the question of (p. 123) “How much 
additional income does a family of given size require to compensate it for 
the costs of upkeep of an additional child?” Regression equations of “excess 
income” on “net income” are derived and the variation due to the cost of the 
child calculated. The results were found to be inconclusive, either because - 
_ of the size of the samples or because of errors in the fundamental concept. 
Another analysis concerns the relation between national and insurance 
savings to income and excess income, Here again the underlying data were 
apparently not strong or consistent enough to accommodate the refined 
methods used in the analysis. Most of the correlation coefficients are not 
statistically significant. Moreover, rank correlation is used as a measure of 
the degree of association whereas it can be used only to show the existence 
of correlation. A carefully worked analysis of Glasgow savings bank accounts 
classified by type of holder is of considerable interest. , 
Most success has been shown in the exposition of the case studies on 
savers. Appendix II deals with the general traits of high and low savers and 
presents thirty-two case studies of savers with their reasons for saving or 
not saving. Appendix III sets forth the impressions that wartime Slough and 
Glasgow made on the interviewers. The striking picture of poverty, the 
standards of living of families whose breadwinners were in the services, and 
the struggle of all for a minimum income during a period of intense industrial 
activity delimit problems that will carry over into the post-war scene. These 
impressions may be of real importance for future historians. 
MARGARET R. PABST 
Washington, D.C. 
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Population Problems—A Cultural Interpretation. By Paur H. LANDIS. (New 
“York: American Book. 1943. Pp. xii, 500. $3.75.) 
This book is a college text on population problems. Its purpose is to 
interpret population data and statistics, to study recent trends, and to set 


` > forth the result of research in terms of social and cultural factors. Part I 


gives population facts, growth in numbers, and population theories. Part IIl— 
cultural forces in vital processes—deals mainly with differential fertility and 
mortality. Part ITI discusses the composition of the population. Part IV 
analyzes the sociocultural factors in the distribution of the population, and 
Part V interprets recent statistics and studies of migration in their sociological 
aspects. A final chapter shows the need for the development of a population 
policy for the United States and then proceeds to outline a possible policy. 

Landis uses the phrase “a cultural interpretation” as a part of the title of 
his book. The purpose of this book is to provide a text which considers human 
population phenomena within a sociological frame of reference. For example, 
we must come to look upon reproductive behavior as a sociological phe- 
nomenon, Landis has not only emphasized this sociocultural approach, but 
has done so in the terminology of sociology. He thinks that, although courses 
in this subject are generally taught by sociologists, the field of population has 
_not yet been weaned from a strong biological and economic orientation. 
Therefore, considerable historical material and discussions of controversial 
subjects found in other texts are omitted. Students of population will un- 
doubtedly agree to the importance of this sociological approach. Among 
economists, except for the relatively few who are interested in the field of 
population, there hus been a failure to appreciate generally these cultural 
factors. For example, they often seem to assume that there is a necessary 
relation between population growth and standards of living and also that 
economic incentives increase the birth rate. As is well known and as Landis 
stresses, European population policies, with the possible exception of Ger- 
many, built largely on economic incentives have not been effective. It is true 
that there has too often been a failure to interpret population data in their 
social and cultural aspects. Whether or not people who write and study in 
the field of population fail to appreciate this cultural approach is quite 
another matter. Are not the well-known texts also cultural interpretations? 
This is certainly what the authors intended them to be. The difference seems 
to be that Landis makes this approach the central purpose of his book, and 
makes his interpretations in the nomenclature of sociology. 

In his discussion of population theories, Landis deals mainly with those 
of Malthus, Gini, and Pearl. Many of the less important theories covered by 
other texts are omitted. As would be expected, there is no discussion of the 
optimum theory. The material on such topics as’ the differential birth rate 
and immigration are about the same as is found in other texts, except that 
it is expanded to greater length, and the social factors are stressed. In his 
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treatment of such topics as the differential birth rate and sterilization, Landis 
omits the biological side almost entirely. To him the differential birth rate ` 
has its greatest significance when approached frum the social, rather than . 
from the biological point of view. Landis does not think that it is important 
to give the student any summary of genetic research. Although he includes a 
short discussion of sterilization, he does not set out the very limited knowl- 
edge which we have concerning “carriers” and the uncertain information 
which we have as to who the hereditary defectives are. 

To many the most interesting material in the book will be that dealing. 
with controlled fertility and a future population policy for this country. It is 
his opinion that a population policy will take the form of an attempted 
increase in the birth rate rather than a possible reduction of the death rate, 
or immigration. In this Landis shows that we must not rely upon economic 
incentives alone. We musi sel lu work to change the cultural attitudes toward 
the whole problem. The author believes that this can be done. The people 
of this country will come to see that the population question means whether 
or not the nation Is to survive. Where there is this question of survival, Landis 
believes that human desires and attitudes are susceptible to control through 
publicity and propaganda. He cites as an example of this the change in 
public opinion which took place in the United States during recent years in 
regard to our entering World War II. Landis would also include grants in 
kind, improved housing, health and security programs, and other forms of 
public services. Especially important in his opinion is a program to improve 
the conditions of farm life. Birth control knowledge would be given to all- 
classes. This must be done even at the risk of lowering the birth rate. There 
must. he a modification of the mares of the peaple, and there must also be a 
shift of many of the burdens and responsibilities of child rearing from the 
family to the state. In general, Landis finds much that is worth while in 
the Swedish program and suggests that we might well follow along the same 
lines in this country. His conclusions are much the same as those given by 
Lorimer and his associates in Foundations of American Population Policy. 

Landis does not think that the rôle of population in international affairs is 
of sufficient importance to justify a separate or detailed treatment. Apparently, 
he does not regard population pressure as an explanation of war. “In a world 
at war, a simple and easy explanation for the conflict of nations is population 
pressure” (p. 12). Again he says: “Density of population alone gives no 
explanation for war, nor does population increase” (p. 13). It is more correct, 
he thinks, to interpret international problems from the standpoint of public 
opinion, political organizations, law, and technology rather than from popu- 
lation pressure, These things are more important than absolute numbers. 
Pressure alone does not mean much unless accompanied by cultural values. 
This position does not seem entirely consistent with the statements which he 
makes in talking about the international factors in population policy. In 
this chapter he states: “Less favored peoples who develop a philosophy of 
ageression are likely to threaten nations with abundant natural resources 
unless a more equitable division of the world’s resources is achieved by some 
form of international organization” (p. 459). Again on the same page, he 
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in a struggle for space, resources, and markets, will tend to make all nations 
‘ more conscious in the future of the importance of populations in world affairs, 


a _ and no major nation such as the United States can longer assume a laissez- 


faire attitude toward population.” These statements read much like those 
of W.S. Thompson, It seems that the scant material on this aspect of popula- 
tion which he gives reflects a considerable difference of opinion from the 
_ familiar thesis of Thompson. 

' It ‘is true that the popular ideas held a décade or more ago sardas 


i “comparative densities, colonies as outlets for population, the question of 


whether colonies pay or not, and many other conceptions have been modified. 
This is not to say that economic and population pressures have been ruled 


o ‘out as important factors among the complex forces which turn people from 


peace to war. Although it is true that these economic factors are neither 


- rational nor final, they do‘ seem to afford the base and ‘the fertile soil in’ 
. which the cultural factors of which Landis speaks, and which lead to war, . 


may ‘grow. Probably all the forces of war will never’ be analyzed in a satis- 
factory way. Should not such factors as population pressure still remain 
among the list of those to be carefully examined? 

This is a well-written and carefully-thought-out text incorporating the 


-Jatest statistics and research in the subject of population. It will prove a 


valuable addition to the texts now available. Whether or not a teacher will 
‘want to use it will depend upon the extent to which he thinks the socio- 
cultural approach of the book should be emphasized. 

LAWRENCE R. CHENAULT ' 


„H unter College. 


states: “. .. a ‘conflict involving. races and nations and political pphilodophies O 
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30, 1944. Pt. 6. May, June, 1944. (Washington: Supt. Docs. 1944. Pp. 491-531; 533-642. 
10c.) . 


Renegotiation and termination of war contracts, 1942-1944, (Ann Arbor: Univ. of Michi- 
gan. 1944. Pp. 152. $1.50.) 


Public Control of Business; Public Administration; 
National Defense and War 


Bocs, H. S. and Hoserrrz, B. F. Economics of military occupation—selected problems. 
Rev. ed, (Chicago: Univ. of Chicago Press. 1944. Pp. xii, 157. $2.) 

Farry, J. S., Harz, L. M. and Bercer, M. S. British wartime price administration, 1939-1943. 
(Washington: Office of Price Admin. 1944. Pp. 102, mimeo.) 

GL, N. N. Municipal research bureau movement. (Washington: Am. Counc. on Public 
Affairs. 1944. $3.) 

Grecory, Sır T., chairman, Report of the foodgrains policy committee, 1943. (Delhi: 
Manager of Publications. 1943. Pp. 160.) 

Jounson, C. O. Government in the United States. 3rd ed. (New York: Crowell. 1943-44. 
Pp. 863. $3.75.) 

KAPLAN, A. D. H. The liquidation of war production; cancellation of war contracts and 


disposal of government-owned plants and surpluses. Committee for Econ. Development 
research study. (New York: McGraw-Hill. 1944, Pp. 148. $1.50.) 


Krout, J. A., editor. Problems of war and the transition to peace. Proceedings, Vol. 21,. 


no. 1. (New York: Acad. of Pol. Sci., Columbia Univ, 1944. Pp. 132. $2.50.) 

Livincston, J. A. Reconversion—the job ahead. Pamph. no. 94. (New York: Public 
Affairs Committee, 1944. Pp. 32. 10c.) 

Macruper, F. A. American government—1944; a consideration of the problems of democ- 
racy. (Boston: Allyn and Bacon. 1944. Pp. 766. $1.80.) 

MEYER, A. The patent and irade mark laws in the USS.R. Pamph. ser., no. 2. (New 
York: Russian Econ. Inst. 1944. Pp. 19. 50c.) 

von Mises, L. Omnipotent government—the rise of the total state and total war. (New 
Haven: Yale Univ. Press, 1944. Pp. ix, 291. $3.75.) 

Mock, J. R. and Tuurser, E. W. Report on demobilization, (Norman: Univ. of Oklahoma 
Press. 1944. Pp. 268. $3.) 

Vivas, J. B. La concentracion del poder economico en los Estados Unidos de America. 
(Buenos Aires: Lib. y Ed. El Ateneo. 1944. Pp, 127.) 

Wicxizer, V. D. Tea under international regulation. (Stanford University, Calif.: Food 
Research Inst. 1944. Pp. vi, 198. $2.50.) 

Cancellation of war contracts: report of the Special Committee on Post-War Economic 


Policy and Planning to the War Contracts Subcommittee of the Committee on Military 
Affairs, Senate, in reference to S. 1718, pursuant to S. Res. 102, creating Special Com- 


~ 
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mittee on Post-War Economic Policy and Planning. 78th oe and sess., S. rept. 539, 
pt. 3. (Washington: Supt. Docs. 1944. Pp. 25, 10c.) 


Contract termination: hearings [Senate Military Affairs Committee], 78th Cong., Ist sess., 
on S..1268, to facilitate termination of war contracts; S. 128, to provide authority to 
Secretary of War to use funds now or hereafter appropriated for adjustment of con- 
tracts; and S.J. Res. 80, to prohibit use of cost-plus-a-fixed-fee system of contracting 
in connection with war contracts. Pts. 1-5. Oct., Nov. 1943. Pt. 6. Appendix 1, letters 
from business; Appendix 2, letters from government agencies. Pt. 7. Cost-plus-a-fixed- 
fee contracts. Mar, 1944, Pts. 8-9. Cost-plus-a-fixed-fee contracts, 2. Mar. 1944. (Washb- 
ington: Supt. Docs. 1944, Pp. 290; 391-589; 591-624; 625-664; 665-746, 45c; 25c; 10c; 
10c; 15c.) 


: hearings [Senate Military Affairs Committee], 78th Cong., 2nd sess, on S. 1730, 
to create Office of Demobilization, establish general policies for operation of that office, 
provide for settlement of claims arising from terminated war contracts, provide for dis- 
posal of surplus government property, and for other purposes; S. 1823, to establish an 
Office of Wur Mobilization und Adjustment; and S. 1718, tu provide Jur settlement of 
claims arising from terminated war contracts, and for other purposes. Pts. 6-8, 10-14. 
Mobilization and demobilization problems. Apr., May, June, 1944. (Washington: Supt. 
Docs, 1944. Pp, 191-248; 249-300; 301-421; 747-805; 807-844; 845-884; 885-916; 
917-971. Pt. 8, 15c; others, 10c each.) 


Contract termination and related post-war legislation: report of the War Contracts Sub- 
committee to the Committee on Military Affairs on S. Res. 198, to investigate war con- 
tracts, the termination of war contracts and related problems. 78th Cong., 2nd sess. 
(Washington: Supt. Docs. 1944. Pp. 17. 5c.) 


Cumulative supplement to the Code of Federal regulations of the United States of America, 
containing a codification of documents issued by federal agencies, June 2, 1938, to June 
1, 1943, inclusive, including Presidential proclamations, .Executive orders, and other 
Presidential documents in full text, Title 10-17; title 18-25; title 26, chap. 1, Pts. 2-178. 
(Washington: Supt. Docs. 1944. Pp. 2961-4519; 4521-5871; 5873-7243. $3 each.) 


| Emergency Price Control act: hearings [House Banking and Currency Committee], 78th 
Cong., 2nd sess., on H.R. 4376, to extend period of operation of the Emergency Price 
Control act of 1942 and of act of Oct. 2, 1942, entitled “An act to amend the Emer- 
gency Price Control Act of 1942, to aid in preventing inflation, and for other purposes.” 
Vol. 1, Apr. and May 1944. (Washington: Supt. Docs. 1944. Pp. 1297 » $1.75.) 


. Vol. 2, May 1944. (Washington: Supt. Docs, 1944. Pp. 1299-2477. $1.75.) 


National war service bill: hearings [Senate Military Affairs Committee], 78th Cong., 2nd 
sess., on S. 666, to provide for the successful prosecution of the war through a system 
of civilian selective war service with the aid of the Selective Service System. Pt. 3, Feb. 
and Mar. 1944. (Washington: Supt. Docs. 1944. Pp. 177-309. 20c.) 


Office of Price Administration: eighth quarterly report for period ended Dec, 31, 1943. 
(Washington: Supt. Docs. 1944, Pp. 71. 15c.) 


Renegotiation: Renegotiation act of 1943, Renegotiation act of 1942, including also sec. 
3806 of internal revenue code, as amended, title 13 of 2nd War Powers act, 1942, re- 
pricing of war contracts, Title 8, Revenue act of 1943. War Contracts Price Adjustment 
Board. (Washington: Supt. Docs. 1944. Pp. 30. 10c.) 

Surplus War Property Administration: regulation 1. War Mobilization Office. (Washington: 

` Supt. Docs. 1944. Pp. 30. 10c.) 

Termination of contracts for the convenience of the government. Army Service Forces, pro- 


curement regulation 15. (Washington: Supt. Docs. 1944, Pp, 1501-1575. $1, per year.) 
This publication with 12 monthly changes is sold on subscription. 


United States code, suppl. 3, Jan, 3, 1941-Dec. 23, 1943, containing general and permanent 
laws of United States enacted during the 77th Congress and first session of the 78th 
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Congress. House Committee on Revision of Laws. (Washington: Supt. Docs. 1944. Pp. 
1178. $3.) 


Industrial Organization; Price and Production Policies; Business Methods 


ALLEN, C. H, Is small business doomed? Outlook for small business and U. S. free enter- 
prise. (New York: Forbes. 1944. Pp. 64. $1.) 


Cogs, H. V., and others. Production control and factory postwar planning. Prod. ser., no. 
149. (New York: Am. Management Assoc. 1944. Pp. 32. 50c.) 


RUTHENBURC, L., and others. Reducing production costs in the postwar period. (New 
Wilmington, Pa.: Econ. and Business Found. 1944. Pp. 34. 25c.) 


ScHELL, E. H., and others. Methods improvement and cost reduction. Prod. ser., no. 148. 
(New York: Am. Management Assoc. 1944. Pp. 44. 50c.) 


American small business: hearings [Senate Special Committee to Study and Survey Prob- 
lems of Small Business Enterprises], 78th Cong., 1st sess., pursuant to S. Res. 66 ex- 
tending S. Res. 298, 76th Cong., to appoint select committee to study and survey prob- 
lems of American small business enterprises. Pt. 30. Navy yard subcontracting and the 
type C contract, Oct., 1943. Pts. 31-35. Small business in the changing war program, 
1-5. Apr., May, 1944. (Washington: Supt. Docs. 1944. Pp. 4027-4192; 4193-4235; 4237- 
4281; 4283-4313; 4315-4333; 4335-4390. Pt. 30, 40c; others, 10c each.) 


Tke engineer in the post-war world, Proceedings no. 1. (New York: Research Bur. for 
Post-War Econ. 1944. Pp. 88. $2.) 


The foundation survey of postwar production and sales planning. 2 vols. (New York: 
Management Research Inst. 1943. Looseleaf. Leather, $25.) 


Scientific and technical mobilization: hearings [Senate Military Affairs Committee], 78th 
Cong., 1st sess., pursuant to S. Res. 107, authorizing study of possibilities of better 
mobilizing the national resources of the United States; and on S. 702, to mobilize the 
scientific and technical resources of the Nation, to establisk an Office of Scientific and 
Technical Mobilization, and for other purposes. Pt. 8. Monoply and cartel practices, 
universal oil products. Pt. 9. Monoply and cartel practices, tanning materials, Pt. 10. 
Monopoly and cartel practices, hormone cartel. Nov., Dec., 1943. (Washington: Supt. 
Docs. 1944. Pp. 981-1045; 1047-1115; 1117-1281, 15c; 15c; 20c.) 


Marketing; Domestic Trade 
‘Cratc, D. R., and others. Postwar retail marketing management policies. (New Wilmington, 
Pa.: Econ. and Bus. Found, 1944. Pp, 31.) 


Lyon, L. S., and others. The economic aspects of marketing management policies. (New 
Wilmington, Pa.: Econ. and Bus. Found. 1944, Pp. 32. 25c.) 


Sampson, W., and others. Postwar industrial marketing management policies. (New Wil- 
mington, Pa.: Econ. and Bus, Found. 1944, Pp. 35c.) 


SONNENSCHEIN, L. U. S. giant department stores from slump to boom and beyond. (Chi- 
cago: Author, 4544 N. Hazel Ave, 1944. Pp. 92. $1.50.) 


“ Codperative marketing of rice and its part in the war emergency. Farm Credit Adminis- 
tration. Circular C-129, (Washington: Supt. Docs, 1943. Pp. 46. 15c.) 


Mining; Manufacturing; Construction 
Frouicn, P. K. Petroleum; past, present and future. (New York: Standard Oil Co. 1944. 
Pp. 25.) 


Director of Bituminous Coal Division to the Secretary of Interior: annual report for fiscal 
year ended June 30, 1943. (Washington: Supt. Docs. 1944, Pp, 112. 10c.) 
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Minerals yearbook, 1941. (Washington: Supt. Docs. 1943. Pp. 1573. $2.25.) 


Post-war capacity and characteristics of the construction industry. Bur. Lab. Statistics, 
bull. 779. (Washington: Supt. Docs. 1944. Pp. 28. 10c.) 


Progress report no, 5. Rubber Director, War Production Board. (Washington: Supt. Docs. 
1944. Pp. 12. 10c.) 


Transportation; Communication; Public Utilities 


Hurcuison, K. Freedom of the air. Pamph. no. 93. (New York: Public Affairs Com- 
mittee. 1944. Pp, 31. 10c.) 


Jounson, E. R. The railroads and public welfare; their problems and policies. (New 
York: Simmons-Boardman. 1944, Pp. iv, 336. $3.) 


Mutter, F. W. Public rural electrification. (Washington: Am. Gune on Public Affairs. 
1944. Pp. 191. $3.) 


VAN ZANDT, J. P. Tke geography of world transport. Vol. I. America faces the air age. 
(Washington: Brookings Inst. 1944. Pp. viii, 67, $1.) 


VINTNER, A. U. Twenty-five years of power development in the U.S.S.R. (New York: 
Am. Russian Inst. 1943. Pp. 48. 25c.) 


Amendments to the postal laws and regulations, edition of 1940. Inserts 176-215. Aug. 6, 
1943-Jan, 22, 1944. (Washington: Supt. Docs. 1944. Pp. 8. 10c.) 


Annual airline statistics, domestic carriers, calendar years 1938-1942. eager Supt. 
Docs. 1943, Pp. 139. 50c.) 


Air traffic rules, as amended Aug. 1, 1943. Correction in introduction as of Mar. 31, 1944. 
(Washington: Supt. Docs. 1944. Pp. 39. 15c.) 


Interregional highways, message from President of United States, transmitting report of 
National Interregional Highway Committee outlining and recommending a national 
system of interregional highways. 78th Cong., 2nd sess., H. doc. 379. (Washington: Supt. 
Docs. 1944, Pp. 184. 75c.) 


Interstate Commerce Commission: fifty-sixth annual report on the statistics of railways 
in the United States, for the year ended Dec. 31, 1942. Prepared by Bur. of Transport 
Econ. and Stat. (Washington: Supt. Docs. 1944. Pp. xi, 582. $1.75.) 


. summary tables of the 56th annual report on the statistics of railways in the 
United States, for the year ended Dec. 31, 1942, (Washington: Supt. Docs. 1944. Pp. 
227. 50c.) 


Little known facts about the scheduled air transport industry; domestic and international 
airlines of the United States. 5th ed, (Washington: Air Transport Assoc. of Am. 1943. 
Pp. 25.) 


The power industry and the public interest—a summary of the resulis of a survey ol the 
relations between the government and the electric power industry. Factual findings by 
E. E. IHuxnrt, editor; program by THe Power Commeirrse, (New York: Twentieth 
Century Fund. 1944. Pp. XIV, 261. $2.) 


Rural Electrification act: hearings [Senate Agriculture and Forestry Committee], 78th 
Cong. 2nd Sess., on S. Res. 197, authorizing employment of assistants and expenditure 
of funds in proposed investigation of the administration of Rural Electrification act. 
Pt. 2. Jan., 1931, Feb., 1944. (Washington: Supt. Docs. 1944. Pp. 123-609, 65c.) 


Scientific and technical mobilization: hearings [Senate Military Affairs Committee], 78th 
Cong., 2nd sess, pursuant ta S. Res. 107, authorizing study of possibilities of better 
mobilizing national resources of United States; and S. Res. 702, to mobilize the scientific 
and technical resources of the nation, to establish an Office of Scientific and Technical 
Mobilization, and for other purposes. Pt. 12. Monoply practices, railroads. Feb., 1944. 
Pt. 13. Use of radio for railroad communication and signalling. Feb., 1944. Pt. 14. 
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Railway Express Agency. May, 1944. (Washington: Supt. Docs. 1944. Pp. 1347-1558; 
1559-1653; 1655-1728, 25c; 15c; 15c.) 


Agriculture; Forestry; Fisheries 


CRUIKSHANK, J. W. North Carolina forest resources and industries. U. S. Dept. of Agric. 
misc. pub. no. 533. (Washington: Supt. Docs. 1943. Pp. 80. 25c.) 


Dickson, M. R. The food front in World War II. Introduction by C. Wickarp. (Wash- 
ington: Am. Counc. on Public Affairs. 1944. Pp. 194. $3.25; paper, $2.50.) 


FARNSWORTH, H. C. and TrmosHenxo, V. P. World wheat survey and outlook, May 
1944. Wheat stud. Vol. XX, no. 5. (Stanford University, Calif.: Food Research Inst. 
1944, Pp. 39. $1.) 


GrawaM, E. H. Natural principles of land use. (New York: Oxford. Pp. 287. $3.50.) 


GUSTAFSON, A. F., and others. Conservation in the United States. 2nd ed. (Ithaca: Com- 
stock. Pp. 488. $4.) 


Hu, F, F. and HARPER, F. A. Have we food enough for all? Pamph. no. 89. (New York: 
Public Affairs Committee. 1944, Pp. 30. 10c.) 


Horton, D. C. and Umstorrt, H. D. Revised annual estimates of farm-mortgage debt by 
states, 1930-43. (Washington: Bur. of Agne Econ, U. S. Dept. of Agric. 1944. Pp. 21, 
mimeo.) 


Matin, J. C. Winter wheat in the golden belt of Kansas: a study in adaptation to sub- 
humid geographical environment. (Lawrence: Univ. of Kansas Press. 1944. Pp. xii, 290. 


$3.) 


Ricuarpson, B. T. Workers in subjects pertaining to agriculture in land-grant colleges 
and experiment stations, 1943-44, U. S. Dept. of Agric. misc. pub. no. 535. (Washington: 
Supt. Docs. 1944. Pp. 161, 25c.) 


Brief review of food and nutrition in five countries. Five lectures by delegates to the 
United Nations Food Conference. (Washington: Supt. Docs. 1944. Pp. 30.) 


Farm crops: hearings [Senate Agriculture and Forestry Committee], 78th Cong., 2nd sess., 
on S, Res. 80, extending S. Res. 224, 77th Cong., for an investigation relative to pro- 
duction of industrial alcohol, synthetic alcohol, and synthetic rubber from farm crops. 
Pt. 8. Mar. 1944. Pt. 9. Apr., May 1944. (Washington: Supt. Docs. 1944. Pp. 2135-2477; 
2479-2752. 40c; 30c.) 


Farm people and the land after the war. Pamph. no. 28. (Washington: Nat. Planning 
Assoc. 1944. Pp. 26. 25c.) 


Farm Security Administration: hearings [House Agriculture Committee], 78th Cong., 1st 
sess., pursuant to H. Res. 119, creating Select Committee to Investigate Activities of 
Farm Security Administration, adopted by the House, Mar. 18, 1943. Pt. 4. July, 1943- 
May, 1944. (Washington: Supt. Docs. 1944. Pp. 1183-1969. $1.) 


Fish stocking as related to the management of inland waters. Fish and Wildlife Service, 
conservation bull. 35. (Washington: Supt. Docs. 1944. Pp. 22. 10c.) 


Food consumption levels in the United States, Canada and the United Kingdom, Report 
of special joint committee set up by Connie Food Board. (Washington: Supt. Docs. 
1944, Pp. 126. 20c.) 


Food for Europe after victory. Planning pamph. no. 29. (Washington: Nat. Planning 
Assoc. 1944, Pp, 42. 25c.) 


Food program for 1944. War Food Administration. (Washington: Supt. Docs. 1944. Pp. 
96. 15c.) 


Food rationing and supply, 1943-44. ILA.3. (Geneva: League of Nations. New York: Co- 
lumbia Univ. Press. 1944. Pp. 101.) 
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Investigations in erosion control and the reclamation of eroded land at the Palouse Con- 
servation Experiment Station, Pullman, Wash., 1931-42. Agric. Dept., tech. bull. 860. 
(Washington: Supt. Docs. 1944. Pp. 83. 20c.) 


- Miscellaneous agricultural statistics, 1943. Agric. Dept., separate from Agricultural Statistics, 
1943, no. 82. (Washington: Supt. Docs. 1944. Pp. 504-535. 10c.) 


Secretary of Agriculture: report for 1943, (Washington: Supt. Docs. 1944. Pp. 256. 30c.) 


Some plain facts about the forests. U. S. Dept. of Agric. Forest Service misc. pub. no. 543. 
(Washington: Supt. Docs. 1944. Pp. 22. 10c.) 


Statistics of grains. 1943. Agric. Dept., separate from Agricultural Statistics, 1943, no. 73. 
(Washington: Supt. Docs. 1944. Pp. 64. 10c.) 


Economic Geography; Regional Planning; Urban Land; Housing 


CALDWELL, S. A. The economic development of the Shreveport trade area. Bus. bull. Vol. 
5, no. 2. (Baton Rouge: Bur. of Bus. Research, Coll. of Commerce, Louisiana State 
Univ. 1943. Pp. 30.) 


Emmons, W. H. and Grout, F. K. Mineral resources of Minnesota. Minn. Geological 
Survey ser. (Minneapolis: Univ. of Minnesota Press. 1943. Pp. 149. $1.) 


Finer, H, The T7.V.A.—lessons for international application. (Montreal: Internat. Lab. 
Office. 1944. Pp. viii, 289. $1.50.) 


Harrison, R. E. Look at the world; the Fortune atlas for world strategy. Text by the 
editors of Fortune. (New York: Knopf. 1944. Pp. 66. $3.50.) 


James, H., editor. Conservation in the postwar world; American planning and civic annual 
for 1943. (Washington: Am. Planning and Civic Assoc. 1944. Pp. 195. $3.) 


Mosk, S. A. Land tenure problems in the Santa Fe Railroad grant area. Pub. of Bur. of 
Bus, and Econ. Research, Univ. of Calif. (Berkeley: Univ. of California Press. 1944. 
Pp. 66, $1.) 


Rayner, C. L. and Lory, E. E. Conservation of natural resources. Unit. stud. in Am, prob- 
lems. (Boston: Ginn. 1944. Pp. 118. 68c.) 


VioLIicg, F. Cities of Latin America; housing and planning to the South. (New York: 
Reinhold. 1944. Pp. 253. $3.50.) 


Columbia river: hearings [House Irrigation and Reclamation Committee], 78th Cong., 
Ist sess., under H. Res. 262, authorizing an investigation of the plans for improvement 
of Columbia River, for the utilization of its waters, and the cost effect of proposed 
water storage in Lake Pend Oreille in Idaho and Flathead Lake in Montana. Pt. 4. 
Lewiston, Idaho, Aug., 1943; Portland, Ore., Sept., 1943. (Washington: Supt. Docs. 1944. 
Pp. 839-1046. 75c.) 


A development plan for Puerto Rico. By the Office of Information for Puerto Rico for 
the Puerto Rico Planning, Urbanizing, and Zoning Board. Tech. paper no. 1. (San Juan: 
Insular Procurement Office. 1944. Pp. vi, 66. 25c.) 


Federal Home Loan Bank Administration: tenth annual report for the period July 1, 1941, 
through June 30, 1942. 78th Cong., 2nd sess., H. Doc. 493. (Washington: Supt. Docs. 
1944. Pp. 64. 15c.) 


Flood-control: hearings [House Flood Control Committee], 78th Cong., 1st sess., on H. Res. 
4485, authorizing construction of certain public works on rivers and harbors for flood 
control and for other purposes. Vol. 1, May, June, 1943. Vol. 2. Feb., 1944. (Wash- 
ington: Supt. Docs. 1944, Pp. 1-423; 425-1248. 70c; $1.25.) 


Kitchener-Waterloo Survey: a fact-finding survey for post-war planning. Pt. I. The 
findings. (Montreal: Canadian Chamber of Commerce. 1944, Pp. 47.) 


Public lands: hearings [Senate Public Lands and Surveys Committee], 78th Cong., 1st 
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Sess., pursuant to S. Res. 241, 76th Cong., extended by S. Res. 39, 78th Cong., authorizing 
a full and complete investigation with respect to the administration and use of public 
lands. Pt. 9. Fredonia, Ariz., Aug., 1943; Phoenix, Ariz., Sept., 1943. Pt. 13. Denver, 
Colo., Nov., 1943. (Washington: Supt. Docs. 1944. Pp. 2575-3020; 3743-4080. 60c; 
35c.) 


Labor and Industrial Relations 


Braun, K. The settlement of industrial disputes. (Philadelphia: Blakiston. 1944. Pp. xii, 
306. $3.50.) 

CHAMBERLAIN, N. W. Collective bargaining procedures. Introduction by J. D. Brown. 
(Washington: Am. Counc. on Public Affairs. 1944. Pp. 141. $2; paper, $1.50.) 

Conn, F. M. Workers’ education in war and peace. (New York: Workers’ Education Bur. 
of Am. 1943. Pp. 39. 15c.) . 

GRAHAM, F. and others. Should the War Labor Board prescribe maintenance of union 
membership for the duration? Bull. of America’s Town Meeting of the Air. Vol. 10, 
no. 5. (Columbus: Am, Educ, Press. 1944. Pp. 21. 10c.) 


Herves, A. Labor's aims in war and peace. (New York: Commission to Study the Or- 
ganization of Peace. 1944. Pp. 24. 10c.) 

Hinper, E. M. Life and labour in Shanghai: a decade of labour and social administration 
in the International Settlement. (New York: Inst. of Pacific Relations. 1944. Pp. 151. 
$1.50.) 

Kuczynsxri, J. Germany under fascism—1933 to the present day. Vol. 3, Pt. 2: A short 
history of labour conditions under industrial capitalism. (London: Muller. 1944. Pp. 239. 
9s. 6d.) 

LIEPMANN, K. K. The journey to work—its significance for industrial and community ` 
life. Internat. Lib. of Soc. and Soc. Reconstruction. (New York: Oxford Univ. Press. 
1944, Pp. XIL, 199. $3.50.) 

Lons, C. D. The labor force in wartime America. Our econ. in war, occasional paper 14. 
(New York: Nat. Bur. of Econ. Research. 1944. Pp. 73. 50c.) 


Lounen, J. K. Wage incentives. (New York: Wiley. 1944. Pp. 179. $2.50.) 

Martano, J. H. Wartime labor relations. (New York: Nat. Pub. and Lab. Rel. Serv. Bur. 
1944. Pp. 223. $2.75.) 

Mortey, F., V., and others, Collective bargaining and wage policies. (New Wilmington, Pa.: 
Econ, and Bus. Found. 1944. Pp. 35.) 

RuBIN, J. and Osermeter, M..J. Growth of a union; the life and times of Edwin Flore 


[president, Hotel and Restaurant Employees International Alliance and Bartenders 
International League, A. F. of L.J]. (New York: Hist. Union Assoc. 1943. Pp. 335. $3.) 

Sexton, E. M., editor. Labor unions and you: American labor will fight. Introduction by 
W. Green. (Portland, Ore.: Portland Pubs. 1943. Pp. 32. 25c.) 

SmMitH, E, S. Organized labor in the Soviet Union. 2nd ed. Pocket lib. on the U.S.S.R. 
(New York: Nat. Counc. of Am. Soviet Friendship. 1943. Pp. 47. 10c.) 

THompson, L. A., compiler. Seniority in industrial relations; a selected list of references. 
(Washington: Library, U. S. Dept. of Labor. 1944, Pp. 21, mimeo.) 

Wivxerson, D. A. The Negro people and the Communists. (New York: Workers Lib. 
Publishers, 1944, Pp. 23. 3c.) i 

British joint production machinery. Stud. and repts. ser. A., no. 43. (Montreal: Internat. 
Lab. Office. 1944. Pp. v, 273. $1.25.) : 

Decisions and orders of the National Labor Relations Board. Vol. 51. July 1-Aug. 19, 1943. 
Vol. 52. Aug. 20-Oct. 22, 1943. (Washington: Nat. Labor Relations Board. 1944, Pp. 
1467; 1554. $2.25; $2.) 
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Depariment ‘of Labour: thirty-second “annual report on labour organization in Canada 
(for the calendar year 1942). (Ottawa: Cloutier. 1944. Pp. 68. 25c.) 


Director’s Report. Rept. VII, 26th sess., Internat. Lab. Conf. (Montreal: Internat. Lab. 
Office. 1944. Pp. 91.) 


Directory of important labor market areas. Rev. War Manpower Commission. (Washing- 
ton: Supt. Docs. 1944, Pp. 57. 10c.) 


Industrial health in wartime. (Montreal: Internat. Lab. Office. 1944. Pp. 39. 25c.) 
Special supplement to Occupation and Health. 


Legislative series, Apr.-June, 1944. (Montreal: Internat. Lab. Office. 1944. Various pp. $5, 
per year.) 


Minutes of the fifth session of the Emergency Committee, London, Apr. 20-24, 1942. 
(Montreal: Internat. Lab. Office. 1944. Pp. 160.) 


National Labor Relations Board; annual report for the fiscal year ended June 30, 1943. 
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Post-war capacity and characteristics of the construction indusiry. Mo. Lab. Rev., 
. May, 1944. Pp. 14. 


~~ 


Transportation; Communication; Public Utilities 
Brocx, H. European transportation under German rule. Soc. Research, May, 1944. Pp. 26. > 


Crane, J. B. The economics of air transportation. Harvard Bus. Rev., Summer, 1944. 
Pp. 15. 


Hussard, J. B. World transport aviation. Harvard Bus. Rev., Saas 1944, Pp. 7. 


Jenxs, L. H. Railroads as an economic force in American development, Jour. Econ. Hist., l 
May, 1944. Pp. 20. 


McKenziz, A. The Alaska highway, old and new. Canad. Banker, Vol, 51. Pp. 20. 


Agriculture; Forestry; Fisheries 


BLACK, J. D. That foreign market for farm products. Dun’s Rev., June, 1944, Pp. 5. 


Horacio E., O. Producción y politica economica de la lana en la Republica Argentina. 
Rev. de Ciencias Econ., Jan., Feb., 1944. Pp. 17, 13. 


HoweLL, L. D. Cotton surplus disposal programs. Jour. Yarm Econ., May, 1944. Pp. 19. 
Kine, B. A. M. and Morean, L. I. The agricultural situation, Canad. Banker, Vol. 51. Pp. 8. 
Nawrocki, Z. The prospects of the British cotton industry. Econ. Jour., Apr., 1944. Pp. 7. 


Nicuorts, W. H. Imperfect competition in agricultural processing and ditributing indus- 
tries. Canad. Jour. Econ. and Pol. Sci., May, 1944. Pp. 15. 


Rosinson, N. Future trends in Germany’s agricultural system, Jour. Farm Econ., May, 
1944. Pp, 18. 


_Rupra, S. K. Our food problem. Indian Jour. Econ., Jan. 1944. Pp. 11: 


Taomrson, R. J. The United Nations Conference on Food and Agriculture. Jour. Royal 
Stat. Soc., Vol. CVI (1943), Pt. II. Pp. 5. 
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Wars, R. M. Response to, price in production of cotton and cottonseed. Jour. Farm 
Econ., May, 1944. Pp. 14. 


Wuson, C. F. Canada, food and the United Nations. Canad. Banker, Vol. 51. Pp. 8. 


Economic Geography; Regional Planning; Urban Land; Housing 
CoNKLIN, H. E. The rural-urban economy of the Elmira-Corning region. Jour. Land 
and Pub. Util. Econ., Feb., 1944. Pp. 17. 
CRANE, J. Workers’ housing in Puerto Rico. Internat. Lab. Rev., June, 1944. Pp. 22. 


HESSELTINE, W. B. Regions, classes and sections in American history. Jour. Land and 
Pub. Util. Econ., Feb., 1944. Pp. 10. 


Setpy, H. E, Indirect benefits from irrigation development, Jour. Land‘and Pub. Util. 
Econ., Feb., 1944. Pp. 7. 


TWITCHELL, K. S. Water resources of Saudi Arabia. Geog. Rev., July, 1944. Pp. 23. 


New dwelling units in nonfarm areas, first quarter of 1944. Mo. Lab. Rev., June, 1944. 
Pp. 6. 


Labor and Industrial Relations : 
APrLEY, L. A. The war manpower program—present and future. Dun’s Rev., May, 1944. 
Pp. 6, ; 
Bosg, S. R. Labour in wartime. Indian Jour, Econ., Jan., 1944. Pp. 14. 


CHAMBERLAIN, N. The nature and scope of collective bargaining. Quart. Jour. Econ., 
May, 1944. Pp. 29, 


CHATTERJEE, Sir A. C. Federalism and labour legislation in Indiu. Internat. Lab. Rev. 
Apr.-May, 1944. Pp. 31. 


GOLDENWEISER, E. A. and Hacen, E. E. Jobs after the war. Fed. Res. Bull, May, 1944. 
Pp. 8. 


GRATTAN, C. H. Labor problems in Australia. Pol. Sci. Quart., June, 1944. Pp. 8. 
Lasxtrr, B. A labor code for dependent peoples. Far East. Survey, June 14, 1944. Pp. 8. 


McKwnicut, M, S. The employment of prisoners of war in the United States. Internat. 
Lab. Rev., July, 1944. Pp. 19. 


McLane, W, Payment by results in British engineering. Internat. Lab. Rev., June, 1944. 
Pp. 17. 


Mooney, P. A fundamental job of management. Adv. Manag., Apr.-June, 1944. Pp. 6. 
Patacios, A. L. El fuero del trabajo. Rev. de Ciencias Econ., Aug., 1943. Pp, 12. 
Quartes, J. Labor unions in peace and war. Pol. Sci. Quart., June 1944. Pp. 11. 


REED, C. J. Incentive payment plans—a current resume. N.A.C.A. Bull., Apr. 15, 1944. 
Pp. 11. 


` Roranni, R. D. El sistema de arbitraje obligatorio y el salareo minimo; el sistema legal; 
legislación nacional y comparada. Rev. de Ciencias Econ., Nov., Dec., 1943. Pp. 29, 33. 


SHiskin, B, War contract termination: problems affecting labor. Law and Contemp. 
_ Probs., Spring, 1944, Pp, 21. 


Weiss, H. Economic coverage of the Fair Labor Standards act. Quart. ‘Jour. Econ., May, 
1944, Pp. 22. 


Canada’s manpower situation. Lab. Gazette, May, 1944. Pp. 23. 

Canadian wartime labor relations regulations, 1944. Mo. Lab. Rev., Apr., 1944. Pp. 6. 
Development and control of industrial homework. Mo. Lab. Rev., June, 1944. Pp. 14. 
Employment opportunities in post-war Canada. Lab. Gazette, Apr., 1944. Pp. 5. 
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Employment in the shipbuilding industry. Mo. Lab. Rev., May, 1944. Pp. 19. 

Extent of collective bargaining and union status, January, 1944. Mo. Lab. Rev., Apr., 
1944, Pp, 9. 

Hours and earnings in Great Britain and Northern Ireland, July 1943. Mo. Lab. Rev., 
May, 1944, Pp. 5. 

Juvenile employment committees in Great Britain. Lab. Gazette, June, 1944. Pp. 6. 

Labor conditions in F trench Indo-China. Mo. Lab. Rev., July, 1944. Pp. 15. 

Labor conditions in the Netherland Indies. Mo. Lab. Rev., May, 1944. Pp. 15. 

Labor conditions in Poland. Mo. Lab. Rev., July, 1944. Pp. 20. 

Manpower for war. Fed. Res. Bull., May, 1944. Pp. 9. 

Older workers in wartime. Mo. Lab. Rev., July, 1944. Pp. 15. 


Results of International Labour Conference, April-May, 1944. Mo. Lab. Rev., July 1944. 
Pp. 13, l 


Strikes in 1943. Mo. Lab. Rev., May, 1944. Pp. 21. 
Studies of the effects of long working hours. Mo. Lab. Rev., June, 1944. Pp. 14. 


Trend of earnings among white-collar workers during the war. Mo. Lab. Rev., May, 
1944. Pp, 17. 


The Twenty-sixth Session of the International Labour Conference: Philadelphia, April 
to May, 1944, Internat. Lab. Rev., July, 1944. Pp. 40. 


Wartime earnings and spendings in Honolulu. Mo, Lab. Rev., Apr., 1944. Pp. 11. 


Social Insurance; Relief; Pensions; Public Welfare 


Acosta, C. R, Social legislation in Paraguay. Internat. Lab. Rev., July, 1944. Pp. 8. 
BAKKE, E. W. America and the Beveridge plan. Yale Rev., June, 1944. Pp. 26. 
Rocrn, N. Juvenile delinquency and econamic trend, Am. Soc. Rev., Apr., 1944. Pp. 8. 


Kren, L. R. The cost of a “Beveridge Plan” in the United States. Quart. Jour. Econ., 
May, 1944. Pp. 15. 


RETICKER, R. Unemployment compensation in the United States. Internat. Lab: Rev., 
Apr.-May, 1944. Pp. 27. 


Ricuter, L. The effect of health insurance on the demand for health services. Canad. 
Jour. Econ, and Pol. Sci, May, 1944. Pp. 27. 


Roures, G. F. Equalization schemes in German unemployment compensation. Quart. 
Jour. Econ., May, 1944. Pp. 16. 


A national health service for Great Britain. Internat. Lab. Rev., Apr.-May, 1944. Pp. 9. 


Consumption; Income Distribution; Codperation 
ABRAHAMSEN, M. A. Codperative relationships and business performance. Jour. Farm 
Econ., May, 1944. Pp, 17. 


BEHRENDT, R. F. Cooperación economica inter-americana. Bol. del Inst. de Inves. SDE 
y Econ., Feb., 1944. Pp. 85. 


BURTON, G. L. Agriculture's share of the national income: a comment. Canad. Jour. Econ, 
and Pol. Sci, May, 1944. Pp. 4. 


GRUENBAUM, L. National income and outlay with reference to savings, capital movements 
and investment. South Afr. Jour. Econ., Mar., 1944. Pp. 19. 


Hicks, J. R. The four consumer's surpluses. Rev. Econ. Stud., Winter, 1943. Pp. 11. 
Livcuen, R. Net wages and real wages in Germany. Internat, Lab. Rev., July, 1944. Pp. 9. 
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Raut, F., C. Los principios cooperativos en la reconstrucción de San Juan. Rev. de 
Ciencias Econ., Feb., 1944. Pp. 5. 


Sxerocu, L. A. Agriculture’s share in the national income—further considered. Canad. Jour. 
Econ. and Pol. Sci, May, 1944. Pp. 3. 


Werin, L. D. H. Regional effects of the war on consumer buying. Dun’s Rev., July, 
1944, Pp. 4. 


Woopcock, F. The price of provisions and some social consequences in Worcestershire in 
the eighteenth and nineteenth centuries. Jour. Royal Stat. Soc., Vol. CVI (1943), Pt. 
II. Pp. 6. 


International aspects of the codperative minena: Mo. Lab. Rev., June, 1944. Pp. 10, 


Population; Migration; Vital Statistics 
CHANDRASEKHAR, S. Indian immigration in America. Far East. Survey, July 26, 1944. Pp .7. 


JENKINS, S. Refugee settlement in Australia. Far East. Survey, June 28, 1944. Pp. 4. 


La VioLteTre, F. E. Two years of Japanese evacuation in Canada. = East. Survey, 
May 31, 1944. Pp. 8. 


pE Tezanos P., M.A. El impuesto a las sucesiones y el factor demografico. Rev. de 
Ciencias Econ., Dec., 1943. Pp. 11. 


Warnes, W. J. Post-war immigration policy. Canad. Banker, Vol. 51. Pp. 12. 


Unclassified Items 


CAMPBELL, E. G. The National Archives faces the future. Am. Hist, Rev., Apr., 1944. Pp. 5. 


Goopman, A. B. Western movement of local government. Jour. Land and Pub. Util. 
Econ., Feb., 1944. Pp. 15. 


Losanovscky P., V. La desocupación en las profesiones liberales. Rev. de Ciencias Econ., 
Sept., 1943. Pp. 26. 


Meapows, P. Dalance and imbulunte in human social adjustment. Soc. Forces, May, 
» 1944. Pp. 5. : 


¥ 





NOTES 


Editorial Note 


For reasons which, from a personal point of view, are very compelling, I am taking 
a year’s leave of absence from the duties of Managing Editor of the Review, with 
the consent of the Executive Committee, in order to serve as an officer of the United 
Nations Relief and Rehabilitation Administration in London. In my absence Professor 
Fritz Machlup will undertake the duties of Managing Editor, an arrangement which 
guarantees editorial supervision of the most competent sort. 

The present number of the Review has been, for the greater part, my responsibility, 
and my commitments will also carry over in part to the December number. Thereafter, 
Professor Machlup will be wholly responsible. 

There is just one thing which members of the Association can do to lighten the 
burden of the Acting Managing Editor, and that is to provide a flow of good manu- 
scripts. It is to be hoped that the drought of acceptable manuscripts which has prevailed 
for many months is about over. 

—P, T. Homan 


The fifty-seventh annual meeting of the American Economic Association is planned 
to be held in Washington, D.C., February 1-4, 1945, jointly with the American Political 
Science Association and the American Society for Public Administration. Because of the 
prospective transportation situation, it is expected that, as was the case at the last two 
annual meetings, attendance will be limited mainly to those resident in the capital, though 
including a country-wide representation of the membership who will be in or near 
Washington. The usual meetings of the Executive Committee and a “streamlined” business 
meeting of the Association will be held at this time and place. Headquarters will again 
be at Hotel Statler. 

The program will be focused chiefly on Selected Problems of the Post-war World, 
with special attention to policy issues. Several sessions will be joint with one or both 
of the codperating associations. At those in which one association takes the lead, oppor- 
tunity will generally be given for participation by representatives of the others. 

Below is given a partial list of sessions of primary interest to economists, with names 
of individuals definitely or temporarily responsible for the session arrangements. The 
provisional program will be published in the December number of the Review. 


Social Scientists and the Public Service...........c cece cece cece M. A. Copeland 
Undergraduate Training in Economics..........0.ecseeeeeececeeeuenns Horace Taylor 
The War-Peace Transition: Rationing and Price Control.............. D. H. Wallace 
The War-Peace Transition: Expanding Civilian Production and 

EMPLOY MON isi koe Ae eek eek ER Ee bale e ERS RN GR ew ke UTE eee ELE T. O. Yntema 
CONSUMDLION: raon inae EET enced AA O EE EENE E., G. Nourse 
Agricultural Price Supports and Their Consequences ............000005 E. J. Working 
Post-war Fiscal Problems: \ i223 stacd ise dieae csetcewweaeeaaveckiee cues L. H. Seltzer 
International Monetary and Credit Arrangements............... ccc een ees H. S. Ellis 
Natural Resources and International Policy ......n.asasesesesssrrrneo J. 5. Davis 
international Cartel 225644 inanda aara aa a ad M. W. Watkins 
International Organization for Economic Progress ......,...asersecsresse J. W. Fesler 
Post-war Shipping Polldes csiississsresevsrsstssris ssd iana eas R. M. Bissell, Jr. 
Aviation in the Post-war World .......esessssasessseessssoenrssosss C. E. Puffer 
Fóod and “ARNCUIUTE. of 0 lin uae ee bow aa e EENAA AA J. S. Davis 


Organized Labor and the Public Interest ......... 0... cee se eee wees J. S. Davis 


t 
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Regional Problems in the United States ........cccceereceecvecces R. D. Calkins 
The United States and Latin America ........esneroresrssseesssse> J. W. Fesler 
The Rôle of Soviet Russia in the Post-war World ........... EREET EET J. N. Hazard 


The following names have recently been added to the membership of the AMERICAN 
Economic ASSOCIATION: 


Abel, K. N. K., 5109 New Hampshire Ave., N.W., Washington 11, D.C. 
Ackerman, S., 3524 E. 154th St., Cleveland 30, Ohio. 

Anderson, G. E., 436 Bacon Avenue, Akron, Ohio. 

Atterberry, P. R., 4601 27th St., Apt. 3, Mt. Rainier, Md. 


Brann, W. P., Bureau of Research, University of Arkansas, Fayetteville, Ark. 
Brown, Miss M. V., Delta Gamma House, State College, Pa. 


Campbell, K. H., National Foreign Trade Council, 26 Beaver St, New York 4, N.Y. 

Chaikan, I. B., 245 W. 25th St, New York 1, N.Y. 

Chen, P. C., 99 Wall St., Room 711, New York 5, N.Y. 

Clarke, S. V. O., 46 Walter Hastings Hall, Cambridge 38, Mass. 

Crafts, P. C., Jr, Navy Yard, Supply Dept., Navy No. 128, c/o Fleet Post Office, 
San Francisco, Calif. 

Cutler, Lt. H. A., 1418 E. 42nd St., Savannah, Ga. 


Decker, K., Staff, Commander Air Force, Pacific Fleet, c/o Fleet Post Office, San 
Francisco, Calif, 

Del Canto, J., Banco Central, Universidad de Chile, Santiago, Chile, S.A. 

Dimock, M. E., Northwestern University, Evanston, Ill. 

Dockterman, Miss M., 1800 Eye St., N.W., Apt. 63, Washington, D.C. 


Eckley, R. S., P.O. Box 444, Peoria, Ill. 


Franks, T. W., 424 W. Oakdale Ave, Chicago, Tl. 
Freund, A. M., 4744 N. Marvine St., Philadelphia 41, Pa. 


Goldman, Miss R. F., 1515 16th St, N.W., Washington 6, D.C. 

Grampp, W. D., 5520 Woodlawn Ave., Elmhurst, Il. 

Grebler, L., Federal Home Loan Bank, 101 Indiana Ave., N.W., Washington 25, D.C. 
Groke, P. O., Yale University, 213 Strathcona Hall, New Haven, Conn. 
Gulbranson, W., 19 Littell Ave., Buffalo, N.Y. 


Herson, R. J. L., 33 W. 42nd St., New York 18, N.Y. 

Hirsch, E. (Mrs. J.), 545 West End Ave., Apt. 161, New York, N.Y. 

Hoch, M. L., 5500 8th St., N.W., Washington, D.C. 

Hopengarten, Mrs. S. W., 1687 Commonwealth Ave., Brighton 35, Mass. 

Howard, Lt. J. A, AGD, Hq. 28th Repl. Bn., APO 709, c/o Postmaster, San Francisco, 
Calif. 


Joachim, J., 3212 S. Grove Ave., Berwyn, Ii. : 


Kahn, R. A., Dept. of Interior, Room 3216, Washington, D.C. 

Kirkpatrick, A. L., 1717 Columbia Rd., N.W., Washington 9, D.C. 

Korican, S/Sgt. O. H., 3319 P St, N.W., Washington, D.C. 
Kress, A. J., 4234 47th Sta N.W., Washington, D.C. 


Leibowitz, Pvt, I., 12124867, Hq. and Ha. Det., APO 950, c/o Postmaster, San Francisco, 
Calif. 

Lewis, Ens. J. P., U.S.S. Cape Esperance (CVE 88), c/o Fleet Post, Office, San 
Francisco, Calif, 

Lewis, Sir W., National Press Bldg., Room 1292, Washington, D.C. 

Lichtenstein, Miss H. S., 225 Eastern Pkwy., Brooklyn, N.Y. 
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Little, Mrs. V. C., 30 Bryant St., N.E., Washington, D.C. 


Lynn, Lt. A. D., Jr, Dept. of Communications, Staff and Faculty, Field Artillery School, 
Ft. Sill, Okla. 


Malin, M., 2107 Ft. Davis St, S.E., Washington 20, D.C. 

Margolis, Lt. M. J. U. S. Coast Guard Yard, Curtis Bay, Baltimore 26, Md. 
Matheson, K, G., 3487 S. Wakefield St., Arlington, Va. 

McCracken, E. M., University of Miami, Coral Gables 34, Fla. 


Neuhoff, R. R., 414 Rialto Bldg., 220 N. Fourth St., St. Louis 2, Mo, 
Nielsen, Miss A. L., 3711 Horner PL, S.E., Washington 20, D.C, 


Packard, Lt. H. M., 5505 Sonoma Rd., Bethseda, Md. 

Parrish, J. B., U. S. Bureau of Labor Statistics, 226 W. Jackson, Chicago 6, Il. 
Pettee, G. S., 1423 Manchester Lane, N.W., Washington, D.C. 

Phillips, H. M., c/o Crocker First National Bank, San Francisco 20, Calif. 


Rodrigues, E. L., Rua Barao de Petropolis 557, Rio de Janeiro, Brazil, S.A. 

Roper, E., West Redding, Conn. 

Rosenborg, A., League of Nations, c/o Institute for Advanced Study, Princeton, N.J. 
Rush, R. H., 210 Greenhill Ave., Washington, D.C. 


Sanderson, F. H., 3359 S. Wakefield St., Arlington, Va. 
Shapiro, E., 131 E. 12th Ave., Columbus, Ohio, 

Sola, J. L., Argentine Embassy, Washington, D.C. 

Spero, N., 2300 Pine St., Philadelphia 3, Pa. 

Spitzer, E. G., 383 Harvard St., Cambridge, Mass. 

Stewart, C. D., 4142 Southern Ave., S.E., Washington 20, D.C. 


Tauchar, Mrs. V. G., University of California, 119 South Hall, Berkeley 4, Calif. 
Vatter, Pvt. H, 39145797, Co. A, 53 Bn., 11 Reg., Camp Fannin, Texas, 


Welsh, C. A., 203 N. Trenton St., Arlington, Va. 
Wheelan, F. N., 1090 Cleveland Drive, Buffalo 21, N.Y. 
Whitney, E. L., 3411 Oakwood Ter., Washington 10, D.C. 


Yaffa, I., SK2/C, Div. 5-I, U. S. Naval Repair Base, San Diego, Calif, 


The Food Research Institute, Stanford University, announces that after two decades 
of continuous publication, its series of Wheat Studies is being terminated with the July, 
1944, number. The discontinuance will permit the staff of the Institute to give fuller 
attention to commodities that have been less intensively investigated and to broader 
issues of national and international policy. While in part the accumulated experience of 
the staff will be used on other subjects, certain features of Wheat Studies will be carried 
forward in book and pamphlet forms. An annual review of world wheat developments, 
broadened to give more attention to other grains, will be combined with a world grain 
outlook for the current. crop year and beyond it. 


Editorial responsibility for the Federal Reserve Bulletin has been turned over by the 
Board of Governors to a staff editorial committee. Under the new arrangement the 
responsibility of the Board for the contents of the Bulletin, except in the case of official 
statements and rulings, will be only of a general nature arising from its sponsorship of 
the publication. The Board will not be directly responsible for the material included and 
the views expressed in signed or unsigned articles. This policy is intended to promote 
freedom of thought and vigor of expression by the writers and to encourage publication 
of articles on a wide range of subjects. The members of the editorial committee are 
Elliott Thurston, E, A. Goldenweiser, and Carl E. Parry. 


Charles Homer Baxter, head of the departments of mining engineering and economics 


688 THE AMERICAN ECONOMIC REVIEW [SEPTEMBER 


at the Michigan College of Mining and Technology since 1927, died July 29, after a 
brief illness. 


With the death, at the age of 79, of Professor Augusto Graziani, the Italian school of 
economics has suffered the loss of one of its most eminent and lovable figures. Born in 
Modena in 1865, Professor Graziani was a pupil of Ricca Salerno and Cossa, and his 
academic career was one of swift advancement. After his early career in the faculties of 
Siena and Modena, he was appointed at the turn of the century to the chair of political 
economy in the University of Naples—-which, incidentally, was the oldest chair of 
economics of Europe, established in 1751, its first occupant being Antonio Genovesi—a 
position which he held with great distinction for some thirty-five years. 

Brought up in the classical English tradition, but also very close to the Austrian 
school, Professor Graziani was a staunch supporter of economic freedom and liberalism 
throughout his life. His major contributions to science include a treatise on public 
finance (“Istituzioni di Scienza delle Finanza”) published in 1899, and an equally 
valuable treatise on political economy (“Istituzioni di Economia Politica”) published in 
1904, both of which became standard works and went through many editions and 
revisions. His views on monopoly revenue, consumers’ surplus, and taxation involved 
him in many friendly controversies with English-speaking economists, notably Edgeworth 
and Seligman. Entirely devoted to science and to his academic duties, he exerted himself 
tirelessly for his students and, despite his modest and retiring disposition, he soon 
became the head of a flourishing school of younger economists. Dogmatism in every form 
was abhorrent to him; he never tried to impose his views on his pupils, and actually 
enjoyed seeing them take new or divergent paths. 

‘An outspoken opponent of fascism, Professor Graziani was one of the signatories of 
Benedetto Croce’s antifascist manifesto of 1925, and, in consequence, he suffered ostracism 
and persecution. He would certainly have been removed from his chair had he not been 
so close to the retirement age. After retirement, his appointment as professor emeritus was 
vetoed by the government; later he was purged from the Academy of the Lincei and 
from the Royal Society of Naples, of which he had been for decades a highly-respected 
member, 

Though he had the satisfaction of witnessing the fall of fascism, Professor Graziani was 
caught hy the armistice in the German-occupied zone of Italy. It is a matter of great 
regret that he should not have lived to see the day of final deliverance for which he had 
worked and hoped with all his heart-—-Bruno Foa 


Edward J. Peterson, instructor in economics and accounting at the University of 
Minnesota, was accidentally drowned near his home in St. Paul on May 22. 


Appointments and Resignations 


Jules Backman was promoted to the rank of assistant professor from the rank of 
instructor at the School of Commerce of New York University. 

Wesley C. Ballaine has been promoted from assistant professor to associate professor 
of business administration at the University of Oregon. 

Orin Burley, associate professor of marketing at Ohio State University, has been 
serving temporarily as industrial economist for the Federal Reserve Bank of Cleveland. 

S. A. Caldwell has been appointed dean of the junior division of Louisiana State 
University, where he is a professor of ecunumics. 

Helen G. Canoyer has been promoted to an associate professorship at the University 
of Minnesota. 

A. Hamilton Chute, associate professor of marketing at the University of Minnesota, 
will continue on leave for the academic year 1944-45 to serve as special assistant to the 
chief of the accounts and audits division of the compliance branch of the Office of Distribu- 
tion in the War Food Administration in Washington, D.C. 

Garfield V. Cox, Robert Law professor of finance in the School of Business at the 


/ 
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University of Chicago, is serving as Acting Dean of the, school during the leave of Dean 
Spencer as regional director of the War Manpower Commission. 

Ernest Dale has resigned as instructor in the department of economics of Yale Univer- 
sity to take a position in the Research Division of the American Management Association. 


Joel P. Dean has been granted a leave of absence from the School of Business at the 
University of Chicago to serve as visiting associate professor at the School of Business, 
Columbia University. 


John Raymond Dier has been appointed senior assistant in the department of economics 
of the School of Commerce, New York University, for the year 1944-45. 


Ernestine C. Donaldson has been promoted to an associate professorship in secretarial 
procedure in the School of Business Administration at the University of Minnesota. 


Walter Egle, assistant professor at Ohio State University, is serving as economist with the 
office of Alien Property Custodian in Washington, D.C. 


Paul T. Ellsworth will begin his teaching in the department of economics at the Uni- 
versity of Wisconsin after two years’ leave of absence spent in government service in 
Washington. 

Ervin E. Gaumnitz, who has been on leave of absence from the University of Wisconsin 
for the past two years to serve with the Office of Price Administration .in St. Paul, is 
resuming his teaching this fall in the School of Commerce and the department of 
Economics. 


Willard J. Graham, director of business studies in University College of the University 
of Chicago, has been promoted to professor of accounting in the penoe! of Business at 
the University of Chicago. 


Richard A. Graves has been promoted to an assistant professorship in economics and 
insurance at the University of Minnesota. 


Harold M. Groves has been named chairman of the department of economics at the 
University of Wisconsin. He will resume his teaching in the fall semester after a year’s 
leave of absence to conduct a study in taxation and incentives for the Committee for 
Economic Developmnt. 


Gottfried Haberler, professor of economics, has returned to Harvard University for full 
time teaching after a year’s absence as economic specialist in the research and statistics 
section of the Board of Governors of the Federal Reserve System, Washington. 


Seth Hammond, associate in economics at the University of Illinois, has been granted 
leave of absence to accept a position with the Office of Price Administration in Spring- 
field, Illinois. 


David Harrison, instructor in economics, has returned to duty after serving as district 
price economist for the Office of Price Administration and holding other important OPA 
positions. 


Herbert G. Heneman, Jr., instructor in economics and industrial relations at the Uni- 
versity of Minnesota, has been granted a leave to accept a commission in the Supply 
Corps of the Navy and reported for active duty July 1, at Newport, R.I. 

J. Maynard Keech, formerly of Duke University, has been appointed assistant professor 
of accounting at the University of Miami. 

Joseph S. Keiper was appointed senior assistant in the department of economics of the 
School of Commerce, New York University, for the year 1944-45, 

Richard L. Kozelka has been promoted to a full professorship and has been appointed 
acting dean of the School of Business Administration at the University of Minnesota. 

William M. Leiserson has been appointed visiting professor of political economy at the 
Johns Hopkins University. He is making a study of American trade union government 
with funds provided by the Rockefeller Foundation. 

J. Wayne Ley has been promoted to the rank of associate professor of business organiza- 
tion at the Ohio State University, 
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Fritz Karl Mann, professor of economics at the American University, Washington, ' 
D.C., has been appointed Assistant Director of the Department of Research, Army Indus- 
trial College; he also has been elected fellow of the Library of Congress on foreign public 
finance. ' 


John E. Mason, for the past two years with the Agricultural Adjustment Agency, has 
returned to the Bureau of Agricultural Economics as regional leader for the Appalachian 
region, Division of Land Economics, with headquarters in Washington, D.C. 


J. L. McConnell, associate in economics at the University of Illinois, has been granted 
leave of absence to accept a position with the Bureau of Foreign and Domestic Commerce, 
Business Structure Unit, Washington, D.C. 


Herbert E. Miller has been promoted to an assistant professorship in accounting at the 
University of Minnesota. 


Samuel H. Nerlove has been promoted to professor of business economics in the School 
of Business of the University of Chicago. 


Edmund A. Nightingale has been promoted to an assistant professorship in economics 
and transportation at the University of Minnesota. í 


Herman Nolen, associate professor of marketing at Ohio State University, has recently 
been serving as a Lieutenant Colonel in the military government division of the Army, 
attached to SHAEF in the British Isles. Earlier he served in connection with civilian 
administration in both Sicily and Italy. 


John E. Orchard, now serving on a special assignment in the Department of State, 
will return to the Columbia University School of Business on a part-time basis in 
September, 


Robert D. Patton has been promoted to the rank of professór of economics at the Ohio 
State University. 


Henry R. Rowntree has been promoted to the rank of associate professor of economics 
at the Ohio State University. 


David J. Saposs, chief economic advisor, Office of Labor Production, War Production 
Board, is giving courses at the University of Wisconsin Summer School for Workers on 
American labor history and trade unionism, 


Donald A. Schwartz of the University of Wisconsin taught a course in labor problems 
in the Summer Session of the School of Business and Public Administration of the Uni- 
versity of Missouri. 


James D. Scott is on leave of absence from the Johns Hopkins University and is serving 
with the United States Navy Supply Corps as Lieutenant (j.g.) 


Lewis C. Sorrell, professor of transportation in the School of Business at the University 
of Chicago, is on leave while serving as director of research for the Air Transport 
Association of America. 


William H. Spencer, professor of business law and dean of the School of Business at 
the University of Chicago, is on leave while serving as regional director of the War 
Manpower Commission, Region VI. 


Russell A. Stevenson, dean of the School of Business Administration at the University 
of Minnesota for eighteen years, left that post July 1 to assume the office of Dean of 
the School of Business Administration at the University of Michigan. 


George J. Stigler has been promoted to a full professorship in the School of Business 
Administration at the University of Minnesota. During the past year he was on leave 
conducting special research at the National Bureau of* Economic Research and also in 
the Division of War Research at Columbia University. 


Raleigh W. Stone has been promoted to professor of industrial relations in the School 
of Business at the University of Chicago. 

W. Bayard Taylor, professor of finance at the University of Wisconsin, who has been 
on leave of absence for two years to serve with the Office of Price Administration in 


1944] °°" a : NOTES > j` l 691 


_ Chicago, is resuming his teaching in the School’ of. Cominierce and the Department of” 
Economics, 


Eilard C. Thompson, instructor in the field of production management in the School a 


of Business Administration at the University of Minnesota, has been granted a leave fòr 
the year 1944-45 to take over special duties in connection with war production work in 
the Garfield Plant of the Houdaille-Hershey Company in Decatur, Illinois. 

Paul G. Toohey, furmerly uf Rockhurst College, has been employed as senior economist 
of the War Labor Board, Region VII, and is now vice chairman ‘of the same board. 

John Roscoe Turner, professor of economics in College of the City of New York, has 
retired and plans to make his home in San Francisco, where he will be engaged in 
applied research in foreign trade. 


J. Donald Watson, head of the department of Kalamazoo College during the past year, | 


taught this summer in the School of Business Administration, University of Michigan. 


Russell 5. Willcox has been promoted to the rank of professor of accounting at the 
Ohio State University. - n 


T. O. Yntema, professor of statistics in the School of Business of the University of’ 
Chicago, is on leave while serving as director.of research for the Committee on Economic - 


Development. 


Dale Yoder, professor of economics and industrial relations at the University of Minne- . 


sota, was on leave during the past year. On July 1 he left his position as vice chairman of : 


the Regional War Labor Board in Chicago to take over special duties as consultant for’ 


the Analysis and Planning Branch of the Morale Services Division for the bia Service | 


Forces in Washington, D.C. 


1 


i% 


5 


FORTY-FIRST LIST OF DOCTORAL DISSERTATIONS 
IN POLITICAL ECONOMY IN PROGRESS IN | 
AMERICAN UNIVERSITIES AND COLLEGES 


The first list of this kind was dated January 1, 1904, and was sent to all members, but 
not regularly bound in the publications. A notation as to the earlier lists, extending from 
1905 ‘to 1927, may be found in the Review for September, 1927, page 574. Annual lists 
thereafter are to be found in the September number of the Review for each year. 

The present list specifies doctoral degrees conferred, doctoral dissertations completed and 
accepted by the various universities, and the theses still in preparation. The last date 
given is the probable date of completion, where it is known. In cases where the publishers 
of completed dissertations were given, this information has also been reported. 

The list represents the status of the several theses on July 1, 1944, except for a few 


items later reported as completed or published. 


Economic Theory; General Works 
Degrees Conferred 


' Wrirriam Dyer Gramer, Ph.D., Chicago, 1944, Mercantilism and laissez-faire in American 


political discussion, 1787-1829, 


Franco Mopicitant, D.S.Sc., New School for Social Research, 1944. The general theory 
of cmployment, interest and money under the assumptions of flexible prices and of 
fixed prices. 

CALEB ALLEN SMITH, Ph.D., Harvard, 1943. Business and national income: an analysis of 
the effects of certain types of business behavior on real national income. 


LESLIE CHARLES Timany, Ph.D., Chicago, 1943. French utopian thought, 1676-1790. 


Theses in Preparation 


. ALBERT R., Berser, Jr, A.B. Dartmouth, 1931; LL.B., Yale, 1934. Legal and economic 


aspects of the theory of depreciation. 1946. Colambia. 


ROBERT MırcmeLL Biccs, A.B., Wayne, 1939; A.M., Michigan, 1940. The historical aspects 
of the development of the theory of capital. 1945. Michigan. 


ARTHUR AARON BRICHT, JR., A.B., Dartmouth, 1939; C.S.M., 1940; A.M., Chicago, 1942. 


Technological change and the electric lamp industry. 1944. Chicago. 

Vircinta W. BUCKNER, A.B., Texas, 1941; A.M., 1942. The rôle of the concept of 
equilibrium in economic theory. 1946. Columbia. 

AVERY B. Coman, A.B., Cornell, 1934; A.M., Columbia, 1942. The nature of competition. 
1945. Columbia. 

JAMES DINGWALL, A.B., Queens, 1938; A.M., 1939. A history of English ie ol the 
economic rôle of the state. 1944. Chicago. 

Creo Firzstmmons, B.S., Iowa State, 1928; M.S., Illinois, 1933. Some contributions of - 
economic theory to home economics. 1944. Illinois. 

Roranp W. Funx, S.B., Utah, 1933. Inventory theory. 1944. Chicago. . 

ARTHUR Corr Hornen, Litt.B., Princeton, 1912; B.Arch., Columbia, 1915; A.M., Colum- 
bia, 1915. Evidence of change in the theory of rent-trends toward reorganization of real 
estate. 1945. Columbia. 
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Bert Franx Hoserrrz, Dr. Juris., Vienna, 1936. Some problems in the theory of location 
of industry. 1944. Chicago. 

RICHARD SEBAsTIAN Howey, S.B., Harvard, 1926; A.M., Southern California, 1929. A 
history of the utility concept in economic theory. 1944. Chicago. 

ELMER JEREMIAH JEROME, B.S.S., College of the City of New York, 1937; A.M., Colum- 
bia, 1938. Economic dualism, 1945. Columbia, 

Davin Gare Jounson, B.S., Iowa State, 1938; M.S., Wisconsin, 1939. The theory of 
forward prices for agricultural products. 1944. Iowa State. 

LAWRENCE Kecan, A.B., College of the City of New York, 1935; M.A., Columbia, 1938. 
Problems related to the theory of production and capital. 1945. Columbia. 

ANTHONY Yinc Cuanc Koo, A.B. St. John’s, China, 1940; S.M., Illinois, 1941; A.M., 
Harvard, 1943, Exchange equilibrium and aspects of the mechanism of its adjustments. 
1944. Harvard. 

Mavrice LAMONTAGNE, B.-es-Sc. Sociales, Laval, 1940; Complimentary dipl. in Phil, 
Dominion College, Ottawa; Licence in Social Science, Laval, 1941; A.M., Harvard, 
1943. The problem of methodology in economics. Harvard. 

ARTHUR Lr¥IcH, A.B., Colgate, 1941. Studies in the development of the theory of capital 
and interest from Locke to Walras. 1944. Chicago. 

= CHARLES EDWARD LINDBLOM, A.B., Stanford, 1937. Competition and social control in 
the marketing of personal productive capacity in a capitalistic economy. 1944. Chicaguv. 

GEORGE JoHN Mazranos, B.S., Miami, 1942; A.M., Harvard, 1944. Aggregative economics 
and the dynamic, historical or evolutionary method. 1944. Harvard. 

‘Henry Jrinpricw Marxary, Royal Hungarian University, Technical School, Budapest, 
1919; M.B.A., New York, 1929. Some economic implications of idle and excess produc- 
tion facilities in the control of overhead costs. 1946. Columbia. 

CHRISTINE Harrison McGuire, A.B., Muskingum, 1937; A.M., Ohio State, 1938. Economic 
incentives. 1944, Chicago. 

HERBERT CARPENTER Morse, A.B., Oberlin, 1932; A.M., ee 1941, Essays in the 
theory of trade, 1946. Columbia. 

Donatp W. O’Connetz, A.B., Columbia, 1937; A.M., 1938. The scope and applicability 
of the theory of industrial location. 1946. Columbia. 

Harran Moneri Smits, A.B., Chicago, 1936; A.M., 1938. The price mechanism and the 
concept of social value. 1944. Chicago. 

Wittiam Jorpan Josera Smuts, IH, A.B., Texas, 1940. The economics of Thorstein 
Veblen. 1945. Duke, 

James Hartman Strauss, A.B., Grinnell, 1936; S.M., Iowa State, 1937. History and 
criticism of American theories of profit. 1944, Wisconsin., 

Sami SEMSIDDIN TEKINER, A.M., Cornell, 1941. A study of dynamic economic models. 
1944. Chicago. 

Cuartes S. Wvanp, A.B., Pennsylvania State College, 1929; A.M., 1934. The economics 
of replacement demand. 1946. Columbia. 


Economic History 


Degrees Conferred 
Goprrey Tryccve ANDERSON, Ph.D., Chicago, 1944, The slavery issue as a factor in 
Massachusetts politics from the Compromise of 1850 to the outbreak of the Civil War. 
Rogert Jonn Bratpwoop, Ph.D., Chicago, 1943. The comparative archeology of early 
Syria: from the time of the earliest known village cultures through the Akkadian 
period. 
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Joan Harvey Kent, Ph.D., Chicago, 1943. The temple estates of Delos, Rheneia, and 
Mykonos, 

RAYMOND ADRIENE DE Roover, Ph.D., Chicago, 1943. Money, banking, and credit in 
medieval bruges: Italian merchant-bankers, Lombards, and money-changers. 


Thesis Completed and Accepted 


KATHERINE Finney, A.B., Arkansas, 1935; A.M., Columbia, 1936. A history of the 
Mutual Savings Banks of Northampton, Massachusetts, 1876-1938. 1944. Columbia. 


Theses in Preparation 

Serta AKERMAN Brr, A.B., Chicago, 1941; A.M., 1942. The background of the inter- 
state comity clause of the federal constitution. 1944, Chicago. 

Wu11am R. Bratstep, A.B., Stanford, 1939; A.M., Chicago, 1940. The development of 
the Pacific as an American naval problem before 1909. 1944, Chicago. 

James Avucustus Crose, A.B., Yale, 1929; M.B.A., Harvard, 1931; C.L.U., American 
College of Life Underwriters, 1940. The history of the Anaconda Copper Mining Com- 
pany. 1944. Michigan, - 

ALBERT L, Demonp, B.S., Syracuse, 1926; M.B.A., New York, 1930. Economic develop- 

ment of Negroes in the United States. 1945, Catholic. 

GrorcE. HUDDLESTON Faust, A.B., Henderson State, 1937; A.M., Arkansas, 1939, American 

= economic relations with Colombia, 1920 to 1942. 1944. Chicago. 

HENRIETTA E. HAFEMAN, A.B., Lawrence, 1925; A.M., Wisconsin, 1928. Alexander Mac- 
Donald, labor member of parliament. 1944. Chicago. 

Robert Morrett Hate, B.S., Miami, 1921; A.M. Chicago, 1928. The United States and 

' Japanese immigration. 1944. Chicago. 

Wirm HALLER, JR, A.B., Columbia, 1936; A.M., 1938. Frontier settlement in puritan 
New England, 1620-1670. 1945. Columbia. 

Hetmut Hirscu. The history of the Saar territory: a new evaluation of the first experi- 
ment in international government of a German territory. 1944, Chicago. 

Anna Hurst, B.S., New York, 1926; A.M., 1927. Niagara-Hudson and New York State— 
financial, historical, and social aspects of development. 1946. Columbia. 

Harry FRANKLYN Jackson, A.B., Marshall College, 1933; A.M., West Virginia, 1937 
Technological development of Central America to 1907. 1944. Chicago. 

Harorp O. Lewis, B.A., Amherst, 1929; M.A., Howard, 1930. The growth of the seven- 
teenth century Danish capitalism. 1945. “American. 

Roranp CALHOUN McConne tt, A.B., Howard, 1931; A.M., 1933. The Negro in North 
Carolina since reconstruction. 1945. N ew York. 

Cyri Nem McKinnon, S.J., A.B., Marquette, 1925; A.M., 1936, The breakdown of the 
guilds. 1944. Chicago. 

Davin M. PLETCHER, A.B., Chicago, 1941; A.M., 1941. The development of Northwestern 
Mexico, 1870-1910, 1944. Chicago. 

MARTHA Van Hoesen TABER, A.B., Bryn Mawr, 1939; A.M., Columbia, 1940. History 
of the cutlery industry in the Connecticut Valley, 1830-1939. 1945. Columbia. 

SEYMOUR L. Worrsein, A.B., Brooklyn, 1936; M.A., Columbia, 1937. The decline of a 
cotton textile city: a study of New Bedford. 1944. Columbia. (Published as No. 507, 
Columbia Studies in History, Economics, and Public Law.) 


National Economies 


Thesis in Preparation 


Mary Epna Lonican, A.B., Barnard, 1916; A.M., Columbia, 1927. The economic or- 
ganization of work in the United States. 1946, Columbia. 
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Economic Systems; Post-War Planning 


Theses in Preparation 


ALEXANDER Bam. Economic background of the modern state. 1945. New York. 


R. E. Keowane, A.B., William Jewell, 1924; A.M., California, 1926. The attitude of the 
socialist parties toward international war, 1848-1914. 1944. Chicago. ` 


Statistics; Economic Mathematics; Accounting 


Degrees Conferred 
Jurio Narctso BERRETTONI, Ph.D., Minnesota, 1943. Theoretical and statistical cost curves, 
including the derivation of statistical cost curves for a paper plant. 
WALTER DuMMER FISHER, Ph.D., Chicago, 1943. The consumer demand for lemons in 
the United States, 
EVERETTE Nets Honc, Ph.D., Southern California, 1944. An analysis of the criticisms 
of a tentative statement of accounting principles affecting corporate reports. 


Josera AnTHONY Maurtetto, Ph.D., New York, 1944, Analysis of variations in standard 
costs, sales and profits. 


Hersert ELMER Mitrer, Ph.D., Minnesota, 1944, Accounting for surplus reserves. 


Erts Mast Sower, Ph.D., Texas, 1944. The evolution of the theories and ae of 
standard costs, 


Thesis Completed and Accepted 
WinFIELp Scott Bricos, B.S., Mississippi Agricultural and Mechanic, 1923; M.S., Columbia, 


1939. Devaluation and appreciation of fixed corporate plant from the standpoint of 
accounting. 1944. Columbia. 


Theses in Preparation ’ 
KENNETH J. Arrow, B.S., College of the City of New York, 1940. Analysis of economic 

~ time series. 1945. Columbia. 

Wrrram Herserr Curs, A.B., Morningside, 1927; A.M., Michigan, 1935. Consolidated 
financial statements, 1945. Columbia. 

Guy HENDERSON Orcutt, B.A., Michigan, 1939; A.M., 1940. Statistical methods and 
tools for finding natural laws in the field of economics, 1944. Michigan. 

WasHINGTON Sycrp, B.S.C., University of Santo Tomas, Manila, 1939; M.S.C., 1940. 
Relationship between economic and accounting theory. 1946. Columbia. 


Rurus Wixon, Jr, B.S.C., 1933; M.A. 1935. Accounting for transactions of corporations 
in their own capital stock. 1945, Michigan. 


Ermer RicHARD Younce, B.S., Utah, 1936; M.S., 1937. Distribution cost accounting. 1945. 
Columbia, 


Business Cycles and Fluctuations 


Degrees Conferred 


Hans ARNOLD ADLER, Ph.D., Harvard, 1944. Some effects of population changes on eco- 
nomic development and business cycles. 
Martin VINCENT Jones, Ph.D., Chicago, 1944. Secular trends and idle resources, 


Dante, RuTLepce Vininc, Ph.D., Chicago, 1944, An inquiry into the regional variation 
of short-run business fluctuations. 


Thesis Completed and Accepted 
Franx Leroy Kipner, A.B., California, 1938. California business cycles. 1944. Columbia. 
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Theses in Preparation 

Loreto MARCELINO Domincvez, Public Accountant, Univ. of Buenos Aires, 1938; M.B.A., 
Harvard, 1941; M.A., 1942. Business cycles in agricultural countries. Harvard, 

ALAN L. RITTER, A.B., DePauw, 1935. A study of the flow of capital required to maintain 
the proper balance in our economic organization. 1945, Wisconsin, 

Harod W. Sassé, B.S., New York, 1924; A.M., Columbia, 1928. Toward an understand- 
ing of business forecasting. 1946. Columbia. 
Davin Scuwartz, A.B., Columbia, 1936; A.M., California, 1941. Secular changes in Ameri- 

' can business cycle history. 1946. Columbia. 

Wirrram WALTER Toncur, A.B., Dartmouth, 1937; M.CS., pene Tuck, 1938. Capital, 
money and the business cycle. 1944. Chicago. 


Public Finance; Fiscal Policy; Taxation 


Degrees Conferred 


Norman Martin Pearson, Ph.D., Chicago, 1943. The budget in federal administrative 
management, 

WALTER Fritz Sretrner, Ph.D., Harvard, 1944. Nineteenth century debt theories in 
Great Britain and Germany and their relevance for modern analysis. 


Thesis Completed and Accepted 
EDMUND ANTHONY NIGHTINGALE, B.B.A., Minnesota, 1933; M.A., 1936. Taxation in 


Great Britain: an economic analysis of British taxation with special reference to the 
organization and administration of the national tax system. 1944. Minnesota. 


Theses in Preparation 

Norris J. Anderson, M.A., Colorado, 1931. Land classification as an aid to assessment. 
1946. Minnesota, 

Wim Harry ANDERSON, A.B., Wisconsin, 1928; LL.B., 1938. A modernization of 
federal estate and gift taxes. 1945. Wisconsin. 

Martin Attias, A.B., New York, 1934; A.M., Columbia, 1935. Collection of income 
tax at source. 1945. Columbia. 

Rosert Mus Crarx, B.Com., British Columbia, 1941; A.B., 1942; AM., Harvard, 1944. 
The development and significance of the personal income tax in Canada from confedera- 
tion to the present time. 1945. Harvard. ; 

SHERWOOD M. Fine, A.B., New York, 1936; A.M., Columbia, 1937. Public spending and 
post-war economic policy. 1944. Columbia. (Published by Columbia University Press.) 

Lyre C. Fires, B.S., Nebraska State Teachers College, 1935; A.M., Nebraska, 1938. War 
finance and government debt. 1945. Columbia. 

Marion Hamro Grim, A.B., Mt. Holyoke, 1930; A.M., Columbia, 1938. The inci- 
dence of excess profits taxation. 1944. Columbia. (Published as No. 514 in Columbia 
Studies in History, Economics and Public Law.) 

RicHARD BENJAMIN Goong, A.B., Kentucky, 1937; A.M., 1939. The corporate institution 
and the tax problem. Wisconsin. 

Ciara Grey, A.B., Mt. Holyoke, 1936. The remission of consumption taxes during a 
cyclical depression. 1946. Columbia. 

FRanKLIN P. Harz, A.B., Oregon, 1929. Indiana gross income tax. 1944. Wisconsin. 

Louis HALPERN, B.S., College of the City of New York, 1941; A.M., New York, 1942. 
British war finance, 1939-1944; a comparative analysis. 1945. New York. 

Guy R. Hu, A.B., Drury, 1927. Public utility taxation in New York State. New York. 

Byron Linpserc Jonwnson, S.B., Iowa State, 1940; Ph.M., Wisconsin, 1942. Federal aids 
to the states. 1945, Wisconsin. 
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Grorce E. Lent, A.B., Rensselaer Polytechnic, 1934; M.B.A., 1935. Wartime borrowing 
methods. 1946. Columbia. 


Jurrus Cart Pornpexter, B.S., Virginia, 1933; M.A., 1941. Proposals for interest free 
deficit financing. 1944. Virginia. 

Ropert ALvin RENNIE, A.B. Wesleyan, 1939; A.M., Harvard, 1942. Federal provincial 
aspects of the Argentine fiscal policy. Harvard. 

JOEN ARCHIBALD STOVEL, A.B., McGill, 1940; A.M., 1941; A.M., Harvard, 1943. War finance.’ 
Harvard. s 

Janer RaAcorin SuNDELSON, B.S., New College, Columbia, 1936; M.A., 1938. Ownership 
of public debt. 1945. Columbia. 

Awnprew M. Tutty, A.B., Manhattan, 1940; A.M., Columbia, 1941. The tax credit and 
fiscal contro] in the United States. 1946, Columbia. 

FRANK Rogpert Varon, B.S., Columbia, 1943; M.S., 1944. Feasibility of using taxation to 
control cyclical fluctuations. 1946. Columbia. 

Wium Newron Watson, B.Sc., Alberta, 1933; A.B., 1937. The federal estate tax of 
the United States. 1945. Columbia. 


Jon Freperick Weston, M.B.A., Chicago, 1942. The meaning and measurement of 
excess profits. 1944. Chicago. 


$ 


Money and Banking; Short-Term Credit 


Degrees Conferred 

WALTER BERKELEY Meics, Ph.D., Southern California, 1944, The supervision of non- 
member state banks by the Federal Deposit Insurance Corporation, 

HENRY CHRISTOPHER WALLICH, Ph.D., Harvard, 1944. Cuban monetary, experience, 1914- 
1942. 

Theses Completed and Accepted 

Rey. Epwarp Jonn Burns, O.S.A., A.B., Villanova, 1937; A.M., Catholic, 1941. Com- 
mercial banking in Philadelphia, 1915- 1941. 1944. Catholic. 

Rev. BRIAN A. Kirn, O.F.M., A.B., St. Joseph’s, 1935; A.M., Catholic, 1941. Annual poris 
of commercial banks. 1944. Catholic. 

PAUL ANTHONY Votre, A.B., British Columbia, 1939; A.M., Catholic, 1942. The inter- 
national monetary and banking crisis of 1931. 1944, Catholic: 


hs 


Theses in Preparation 

WILLIAM ALFRED BENTIEN, A.B., Wisconsin, 1926. An analysis of the government’s easy 
money policy and its economic effects. 1945. New York. 

Jonn EDWARD EXETER, A.B., Wooster, 1932; A.M., Fletcher School, 1934. Currency arire 
in China since 1937. H arverd. 

Westey Ciirrorp Hararpson, B.A., paea 1935: M.A., Iowa, 1940. Changes in the 

' banking structure of New York City and its relative position of a banking center from 
1929 to 1943. 1945. Minnesota. 

JoserE E. Lortus, A.B., Notre Dame, 1937. Bank capital ratio regulation. Johns Hopkins. 

. ALEX Loverpos, Dr. of Political Studies, Athens, 1935. Imperfections in money markets, 
local and international. 1946. Columbia. 

Bernard Nortman, B.S.S., College of the City of New York, 1934; A.M., Columbia, 
1935. Interest rates. 1945, Columbia. 

Francisco R. Saenz, B.S., Columbia, 1942. Monetary policy and exchange ‘stabilization. 
1945. Columbia. ; 

Ext SHAPIRO, A.B., Brooklyn, 1936; A.M., Columbia, 1937. Credit “union movement in 
Wisconsin, a statistical study. 1946. Columbia, 
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KENNETH M. Spane, A.B., Dartmouth, 1933; A.M., Columbia, 1936. Money as a store 
of value. 1946. Columbia, 

Nian-Tzu Wane, A.B., Columbia, 1941; A.M., Harvard, 1943. Industrialization, money 
expansion and inflation. 1944. Harvard. 


International Trade, Finance, and Economic Policy 


Degree Conferred 
Grorce Moore Serr, Ph.D., Chicago, 1943. Foreign relations of Albania. 


Theses in Preparation 

Joan S. pe Beers, A.B., Cornell, 1937; A.M., American, 1939. Commercial relations 
between Germany and the United Kingdom, 1930- 1939. 1944. Chicago. 

ANNABELLE G. Corrican, B.S., New York, 1932; A.M., Columbia, 1933. History of 

_ French foreign lending, 1918-1938. 1945, Columbia. 

C. Siney Corrie, B.A, Whitman College, 1931; M.B.A., Stanford University, 1934. 
Tariff-making under the trade agreements act. 1945. American. 

NICHOLAS MICHAEL PETRUZZELLI, A.B., Portland, 1937; A.M., Catholic, 1939. Some ta 
cal aspects of foreign trade statistics with special reference to valuation. '1945. Catholic. 

Josera RANDALL BURCHARD, JR., A.B., Southeast Missouri State Teachers, 1940. Foreign 
policy of the British labor party since 1933. 1944. Chicago. 

HERMAN Burstein, B.S., Ohio, 1940; A.M., Oberlin, 1941. Economics of Pan American 
solidarity. 1945. New York. 

SERGEI Pavtovicn Dosrovotsky, Dip. Harbin, 1930. Foreign exchange control as a factor 
determining general levels of prices and volume of foreign trade. 1946. Columbia. 

ARTHUR LOWELL KIRKPATRICK, A.B., Illinois, 1935; A.M., 1937. Clearing agreements in 
international trade. 1945. Brown. 

JOSEFINE KiucKaur, Dr. of Civil Law, Prague, 1925. The match trust. 1946. Columbia. 

WALTER Kiucxavr, Dr. of Civil Law, Prague, 1927. The international sugar cartel. 1946. 
Columbia. 

RICHARD SABOURIN LANDRY, A.B., Amherst, 1938; A.M., Chicago, 1941. Unfair competition 
in foreign trade. 1944. Chicago. 

Jack Leticue, A.B., McGill, 1940; A.M., 1941. Foreign exchange control in postwar 
monetary stabilization; imperfect competition in international trade. 1944. Chicago. 

Yves Ropert Maroni, University of Paris, 1938; A.M., Virginia, 1941; A.M., Harvard, 
1943. International trade under monopolistic competition. 1945. Harvard. 

LEONARD GEORGE Marmy, A.B., Illinois, 1941; M.A., 1943. South American industrial 
realities and the Good-Neighbor policy, 1944. Illinois. 

Witttam BRAMAN PALMER, A.B., Michigan, 1929; A.M., 1930. Studies in the theory of 
foreign exchange rates. 1944. M ichigan. 

WALTER RICHARDSON Prapopy, A.B., Amherst, 1918. An index of the physical volume of 
foreign trade. New York. 

LapistAs REITZER, D, Juris., Royal Hungarian University, Budapest, 1936; D. of Pol: Sci., 
University of Geneva (Swit.), 1938. Early relations between Great Britain and Argentina. 
1944, Chicago, 

Eucene You-Cur Soonc, A.B., St. John’s 1937; M.B.A., New York, 1942; A.M., Har- 
vard, 1944. The international monetary plans. 1944. Harvard. 

STANLEY Szu-YeE Tsou, B.S., California, 1943. The tea import trade of the United States. 
1945, Harvard. - 

SEcH-CHAU Wonc, B.S.C., National Chi-nan University; A.B., Michigan, 1941. China 
as an outlet for American capital. 1946. New York. 


t 
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Business Finance; Insurance; Investments; Securities Markets 


Degrees Conferred 

DonatpD J. EmBLEN, Ph.D., Columbia, 1944. Competitive bidding for corporate issues. 
(Published privately.) 

ALBERT H. Marv, Ph.D., New York, 1944. Priorities in corporate reorganization. 

Josn BoTHWELL McCoxnavcuy, Ph.D., Chicago, 1943. Dollar bonds of South American 
governments, 1919-30, 

Cart Leroy NEtson, Ph.D., Minnesota, 1944. Financing of capital formation by derti 
utilities, 1927-1938. 

. Theses tn Preparation 

Ona BIELOGURSKAS, Licenciée en Droit et en Sciences Economiques, Strasbourg, 1937; 
Diplomée d’Etudes Supérieures Economiques, Paris, 1940. The business corporation in 
France. Johns Hopkins. 

Marx S. Masset, B.S., New York, 1930; A.M., 1933. Business reserves for post-war 
survival. 1945. Columbia. i 

Harvey J. SAaRLES, A.B., Hamilton, 1930; A.M., Columbia, 1934. Life insurance companies’ 
investments and bonds. 1946. Columbia. 


Public Control of Business: Public Administration; 
National Defense and War 


Degree Conferred 


Hans JANSSEN, Ph.D., Pennsylvania State College, 1942. Governmental price policies 
in the Third Reich. 


Thesis Completed and Accepted 


WILLIAM NIELANDER, B.S., Pittsburgh, 1930; M.S., Columbia, 1931. Wartime food ra- 
tioning. 1944. Columbia. 


Theses in Preparation 

Gustav Drews, LL.B., Brooklyn Law College, 1917; J.D., 1932; B.S., New York, 1930; 
A.M., 1941. The position of the patent right in a national economy. 1945. New York. 

JAMES LENNON Durry, S.J., A.B., Boston College, 1925; S.T.L., Weston College, 1932; 
M.A., Clark, 1941. Antitrust procedure under Thurman Arnold. 1945. Clark. 

Leo FISHMAN, A.B., New York, 1937; A.M., 1938. British wartime controls of selected 
non-ferrous metals, 1939-1941. 1945. New York, 

James M. Gwin, B.S., Connecticut State College, 1931; M.A., American, 1941. An eco- 
nomic analysis of the methods used by the United States Army in securing and distribut- 
ing its perishable food. American. 

SAMUEL LuRIE, Ingénieur Chimiste, Université de Gand (Ghent, Belgium), 1927; AM., 
Columbia, 1941. Private investment and government economic controls in Germany, 
1933-1939. 1945. Columbia. 

Orme W. PHE tps, A.B., Chicago, 1937; M.B.A., 1939, A case study in public personnel 
administration. 1944. Chicago. 

FRANK HaTHAWAy Towsey, A.B., Tufts, 1913; LL.B., George Washington, 1919; LL.B., 
Columbia Law School, 1920. The court as a codrdinate part of the regulative process. 
1945. Columbia. 


Industrial Organization; Price and Production Policies; Business Methods 


Degrees Conferred 


ANDREAS GEORGE PAPANDREOU, Ph. D., Harvard, 1943. The location and scope of the 
enterpreneural function: with particular emphasis on corporate developments. 
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CHARLES A. WrLsH, Ph.D., New York, 1944. The world dyestuffs industry: a study in the 
inter-relationships of technology, industrial organization, and national economic policies, 


a 


me Theses in Preparation 


Grabys E. Brams, A,B., Hunter, 1936; A.M., Columbia, 1943. The changing legal concept 
of price discrimination. 1945. Columbia. 

Rosert Henry Seare Eaxens, A.B., Texas, 1933; A.M., 1937. Price determination in the 
petroleum industry. 1945. Columbia. 

Grorce J. EBERHART, B.S., Indiana, 1926; M.S., 1934. Regional analysis of mortality among 
smaller business enterprises. 1945. Okio State. 

Dorsey Forrest, B.S., Northwestern, 1933; M.B.A., Southern California, 1940. An 
analysis of manufacturer and wholesaler aids to retail advertisers. 1945. Ohio State. 

Water Evans Hoaptey, Jr., A.B., California, 1938; M.A., 1940. Pricing and competition 
in the marketing of petroleum products: a comparison of the midwest and Pacific Coast 
areas. 1945. California. 

Harry ARTHUR Horr, B.C.S., New Yok 1906; M.B.S., 1914; M.B.A., 1924. Relation 

` size of business enterprises to managerial accomplishment. 1944. Columbia. 


Rute Arvett Inorrs, A.B., Stanford, 1935; M.A., 1937. The Hayes Office as an institu- 


tion of social control. 1946. Bryn Mawr. 

LEONARD Kamsky, B.S., Richmond, 1939. Economic control in the motion picture industry. 
Johns Hopkins. 

L. K. Manwart, B.S., Bowling Green State College, 1929; M.A., Ohio State, 1936. Retail 
credit management case studies. 1945. Ohio State. 

CHARLOTTE FeLpMAN Mutter, A.B., Vassar, 1941; A.M., Columbia 1942. Analysis of 
monopoly practices in light metals industry. 1945. Columbia. 

SAMUEL Naxasian, A.B., New York, 1940; A.M., Columbia, 1941. The New York milk 
industry—a study in market. organization and price control. 1946. Columbia. 

_ Mervue J. Urmer, B.S., New nore 1937; M.A., 1938. Free enterprise and price con- 
trol. 1945. Columbia. 

Cmancni Younes, B.CS., Shanghai, 1941; A.M., Michigan, 1943; A.M., Harvard, 1944, 


The American glass container industry: its implications in regard to the patent system. 


1945. Harvard. . 
Marketing; Domestic Trade 


Degrees Conjerred 


` Wenzi Kermit Dorva, D.C.S., New York, 1944. Sales training methods. 

May Berre Fynn, D.C.S., New York, 1944. The development of business papers in the 
United States. 

GmEoN Hapary, Ph.D., Wisconsin, 1944. The relationship between Reena milk and 

- total fluid milk consumption. 

Cuarres Davin Hyson, Ph.D., Harvard, 1943. A monograph on the marketing in the 
cranberry industry. 

CYRIL O'DONNELL, Ph.D., Chicago; 1944. Recent trends in the consumption of textile 
fibers, with special reference to cotton. 

Davin .AtteN Revzan, Ph.D., Chicago, 1943. The wholesale price structure for oranges, 
with special reference to the Chicago auction market. 

Hucum Grecory Wares, Ph.D., Northwestern, 1944. The Kansas City fruit and vegetable 
market. | 

= Theses in Preparation 


James Few, B.S., Ohio State, 1932; M.B.A., 1935. The Negro in retailing. 1945. Ohio. State. 


w 


$ 
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RonaAtp C. CALLANDER, B.S., New York, 1933; M.B.A., Texas, 1936. Historical develop- 
ment and analysis of risks in hedging cotton. 1945. American. 
Grecory Burrow Woop, S.B., Oregon, 1939; S.M., Oregon State, 1940, The marketing of 
eggs in Wisconsin. 1945. Wisconsin. 
Winn Finwer, S.B., Wisconsin, 1934; S.M., 1935. The dry skim milk industry and mar- 
keting agreement. Wisconsin, 
& 


Mining; Manufacturing; Construction 


_ Theses in Preparation l 

L. Grecory Hines, B.A, Kansas, 1938; M.A., Minnesota, 1942. The economics of the 
Great Lakes iron ore industry. 1945. Minnesota. 

Morrrs Forxoscu, LL.B., St. John’s 1930; LL.M., 1932; A.B., New York, 1936; A.M., 
1938. The liquor industry. New York. 

Grorce Mervyn KLEINER, A.B., McGill, 1936; A.M., 1937. Construction in the Fifth 
Federal Reserve District. 1945. Wisconsin. 

Grorce Robert Terry, Ph.D., Northwestern, 1943. The behavior of refiners’ prices for 
selected refined petroleum products for the years 1931-1940, inclusive. 


Transportation; Communication; Public Utilities 


Degrees Conferred 
Ropert Henry Grecory, Ph.D., Texas, 1944. Municipally-owned electric utilities in Texas. 
REGINALD Vyvyan Hossam, Ph.D., Chicago, 1944. Railroad transit privileges. (Published- 
in the Journal of Business, Studies in Business Administration, Vol. XIV, No. 3.) 
EDWARD JOSEPH PETERSON, Ph.D., Minnesota, 1944. The flow of money and services in 
the railway industry. 


Froyvp ROBERT OaKrorp Simpson, Ph.D., Minnesota, 1943. Monopoly flowing techniques, 
costs, prices, and market structure in the telephone industry. 


Theses in Preparation 

Raymonp C. Dern, B.S., Nebraska, 1930; M.A., 1935. Intangibles in relation to the rate 
‘base in public utilities. 1944. Minnesota. 

Merritt Devor, B.A., Ohio Northern, 1937; M.B.A., Northwestern, 1938. An evaluation 
of the smaller radio station as an economic and social institution. 1945. Okio State. 

Epwarp Farcx, A.B., Columbia, 1930; B.S., 1931; M.S., 1932. Power allocation during 
the war. Columbia. 

SAMUEL S. HILL, JR., B.A. Yale, 1923; M.B.A., New York, 1939. Cost finding in transport 
regulation. 1946. American. 

THeropore H. Horrman, B.S., Dayton; M.A., American, 1938. History of the development 
of railroads in Colombia. 1945. American. 

Crrartes V. Kinter, A.B., Arizona, 1931; S.M., Northwestern, 1937. The effects of the 
business cycle on the newspaper publishing industry. 1944, Chicago. 

James GARNETT Lyne, A.B., Kansas, 1920. Some aspects of the impact of the war on 
U:S. railroads. 1945. New York. 

Danie. Marx, JR., A.B., Dartmouth, 1929. United States Maritime Commission, 1936-40. 
1945. California. 

LEONARD L. MINTHORNE, A.B., Southern California, 1919; M.A., Columbia, 1922, The 
Inter-American highway—its economic aspects. 1945. Columbia. 

Epwin R. THIELE, A.B., Emmanuel Missionary, 1918; A.M., Chicago, 1937. Land trans- 
portation in ancient Mesopotamia. 1944. Chicago. 
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Agriculture; Forestry; Fisheries 


Degrees Conferred 


FreD Huco Sanperson, Ph.D., Harvard, 1943. Methods of crop forecasting. (To be 
published in the Harvard Economic Studies, Harvard University Press.) 

FRANK JAMES WeELcH, Ph.D., Wisconsin, 1943. The plantation economy as it relates to 
land tenure in Mississippi. 

Jons W. Warts, Ph.D., Minnesota, 1943. Economic possibilities of changes in enterprise 
combinations on plantations in the lower Arkansas River delta. 


Theses Completed and Accepted 


Wurm Lioyp Gisson, Jr., B.S., Virginia Polytechnic Institute, 1933; M.S., 1934. An 
economic land classification of Halifax County, Virginia. 1944. Virginia. 


Davin Wooprow Parvin, B.S., Mississippi State College, 1938; M.S., 1941. Livestock 
auction markets in Mississippi. 1944. Virginia. 


Theses in Preparation 


J. LUTHER ATKINSON, M.S., Texas Agricultural and Mechanic, 1936. Effect of marketing 
weight upon marginal feed costs of pork and lard production. 1944. Iowa State. 

RALEIGH Bartowe, S.B., Utah State Agricultural College, 1936; A.M., American, 1939. 
An institutional and community approach to the study of land tenure with particular 
application to tenure performance in Marion and Jefferson counties, Mississippi. 1945. 
Wisconsin. 

Oswatp Harvey BROWNLEE, B.S., Montana State, 1938; M.S., Wisconsin, 1939. Production 
and income effects of agricultural subsidies. 1944, Iowa State. 

PEI-KAnG. CHANG, B.L., National Wu-Hau Univ., 1934; AM., Harvard, 1944. Some 
problems about the coérdination of agriculture and industry. 1945. Harvard. 

WILLARD WESLEY COCHRANE, S.B., California, 1937; M.S., Montana State, 1938; M.P.A,, 
Harvard, 1942. Supplementary food distribution programs in the United States, 1944. 
Harvard. 

WALTER P. Cotron, B.S.A., Tennessee, 1932; M.S., 1933. A study of subsidies to agri- 
culture provided by governmental credit agencies. 1945, Minnesota. 

WILIAM ALLEN Duenrr, S.B., Iowa State, 1934; S.M., Minnesota, 1939; A.M., Harvard, 
1941. A program of research in the economics of forestry for the Appalachian region. 
Harvard. 

GERALD ENcELMAN, B.S., Iowa, 1937. Problems involved in the sale of eae livestock 
on the basis of carcass ‘weight and grade. 1946. Minnesota. 

Percy Love Guyton, B.S., Mississippi State, 1927; M. B.A., Northwestern, 1932. A his- 
tory of federal aid to agriculture, 1945. Duke, 

Harotp GRAHAM Hatcrow, B.S., North Dakota Agricultural, 1937; M.S., Montana State, 
1938. The demand for beef in the United States. 1944. Chicago. 

Harrow W. Hatvorson, B.S., Minnesota, 1938; M.S., 1940. A study of agricultural income 
and its relation to national income. 1946. Minnesota. 

Frances Cornwatt Hutner, A.B., Middlebury, 1940; A.M., Columbia, 1943. Vermont 
farm organization, 1945. ‘Columbia. 

Pamir Eucene Jones, -S.B., Tennessee, 1938; M.S., Louisiana State, 1940; A.M., Har- 
vard, 1942. Needed adjustments in the cotton economy of southeastern United States. 
1945. Harvard. 

Donatp Rmopes Karvor, B.S., North Dakota Agricultural College, 1938. An economic 
study of “low-income” in Iowa agriculture. Jowa State. 

James Witty Know es, B.S.S., College of the City of New York, 1936; A.M., Columbia, 
1939, Economic criteria in the design and evaluation of farm policy, 1945. Columbia. 
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Frank Muer, M.S., Nebraska, 1937. Analysis of the use and experiences with agricultural 
credit in representative Nebraska counties. 1945. Minnesota. 

Ricardo Lawrence Day Morse, B.A, Wisconsin, 1938. Egg grading und consumers’ 
preference with special reference to Iowa egg marketing. Iowa State. 

ARTHUR THEODORE MosHer, S.B. Illinois, 1932; M.S., 1941. The place of the central 
Indo-Gangetic Plain in world agriculture. 1944. Chicago. 

Kwari. SALEH REDA, S.B., California, 1941; M.S., Wisconsin, 1942; A.M., Harvard, 1944. 
Food and nutrition of the people of Egypt. 1945. Harvard. 

Morcan Cotumsus ROCHESTER, S.B., Clemson College, 1931; S.M., Florida, 1933. Tenant 
relationships in the sharecropper system in South Carolina. 1945. Wisconsin. 

LEONARD A. SALTER, M.A., Connecticut, 1935. A critical examination of research in land 
economics. 1945. Minnesota. 

Sotomon Srncram, B.S.A., Saskatchewan, 1932; M.S., 1937. The rôle of subsidics in 
farm credit. 1946. Minnesota. 

Joen Francis Timmons, S.B., Missouri, 1937; A.M., 1938. Economic and social aspects 
of the devaluation of agricultural land through inheritance, gift and will, 1944. Wis- 
consin, 

Haprey Van VLIET, B.S.A., Saskatchewan, 1934; S.M., 1936. An analysis of agricultural 
land tenure in Saskatchewan. 1945. Wisconsin. 


Eror Orro Waptes, A.B., Iowa, 1938. The history of farm ownership in a low tenancy 
area of eastern Wisconsin. 1945. Wisconsin. 


Economic Geography; Regional Planning; Urban Land; Housing 


Degrees Conferred 


Dean WriirrAm BLACKBURN, Ph.D., Wisconsin, 1943. Some concepts of regionalism and 
their application to Arkansas. í 


Thesis Completed and Accepted 


Mrard FAUCHT, A.B., Columbia, 1938; M.S., 1939. The problems of a resort community— 
a socio-economic study of Falmouth, Massachusetts. 1944. Columbia. 


Theses in Preparation 

Atrrep Cravton Eris, B.S., Mississippi State College, 1941; M.A., Virginia, 1942, Missis- 
sippi: economic and social, 1944. Virginia. 

Scorr Keves, A.B., Pennsylvania State College, 1932; A.M., 1933. A study of urban 
redevelopment as related to theories of city structure. 1945. Wisconsin. 

WALTER Krause, A.B., Oregon, 1942; A.M., Oregon, 1943; A.M., Harvard, 1944. The 
interregional economic position of the New England area. 1945. Harvard. 

WILLIAM FREDERICK Muspacu, S.B College af William and Mary, 1935. A critique of 
land classification theory and practice. 1945, Wisconsin. 

Purre Martin Raup, A.B., Kansas, 1939; A.M., Wisconsin, 1942. Public land manage- 
ment in the United States. Wisconsin. 

ALFRED G. SMITH, JR., A.B., Columbia, 1934; A.M., 1939. Some aspects of location theory, 
with special reference to the southeastern states. 1945. Columbia. 


Labor and Industrial Relations 


Degrees Conferred 


GWENDOLYN STAGER Crawrorp, Ph.D., Virginia, 1944. The wage policies of the War 
Labor Board. 


`‘ 
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JOHN O Hose, Ph.D., Chicago, 1943. The Homestead Steel strike of 1892. 

RICHARD Morecrarr KIRBY, PhD, Harvard, 1943. The wage policy of the United Mine 
Workers. 

HELEN Boypen Lams (Mrs.), Ph.D., Radcliffe, 1943. Industrial relations in the Western 
lettuce industry. 


Eomund L. G. Zartnsxr, Ph.D., New York, 1944. Job analysis and evaluation. ` 


Theses Completed and Accepted 
Rev. Georce Grumary Hicerns, A.B., St. Mary’s of the Lake, 1938; A.M., Catholic, 1942. 
Voluntarism in organized labor in the United States, 1930-1940. 1944. Catholic. 


Hersert Jay Lanwe, B.B.A., College of the City of New York; M.A., Columbia, 1937. 
The cotton mill worker in the 20th century. 1944. Columbia. 


Theses in Preparation 


Danie, J. Anearn, A.B., Fordham, 1930; J.S.D., New York, 1934. The wages: of farm 
laborers and factory laborers, 1914-1939. 1945, Columbia. 


Rosert J. ALEXANDER, A.B., Columbia, 1940; A.M., 1941. The labor and socialist move- 
ments of Latin America. 1946. Columbia. ` 


GERHARD Bry. History of German wages, 1945. Columbia. 

Roranp Gisson, A.B., Dartmouth, 1935. A comparison of cotton textile wages in Great 
Britain and the United States, 1860-1938. 1945. Columbia. 

ABRAHAM Lours Gittow, A.B., Pennsylvania, 1939; A.M., Columbia, 1940, Labor relations 
in the powèr laundry industry. 1946. Columbia. 

Sonra STEINMAN Gorn, A.B., Hunter, 1938. The process of readjustment after World War I, 
with special emphasis on shifts i in the labor market. 1945. Columbia. 

W. GrRFriTHS, A.B., Worcester, 1928; B.D., Union Theological Seminary, 1931; A.M., 
Wisconsin, 1939. The relation of the American churches to organized labor, 1877- 96. 
1944, Chicago. 

GERTRUDE Guyton, A.B., Colorado State College of Education, 1940. Variations in em- 
ployment: a study of individual firms. Johns Hopkins. 

IIERBERT GERHARD [leneman, JR, B.B.A., Minnesota, 1938; M.A., 1943. Usc of ‘sampling 
in labor market statistics. 1946. M innesota. 

Rev. Cartes Epwarp Hocan, A.B., St. Mary’s, 1930. Collective bargaining in steel. 1945. 

~ Catholic. 

Tuomas ELrreb Hocan, A.B., Washington, 1938; A.M., 1940. Wage stabilization under 
the War Labor Board. 1945. Wisconsin. 

Kia Hsws, A.B., National Tsing Hua University, 1934; A.M., Columbia, 1943. The prob- 
lem of wage protection in China. 1945. Columbia, 

Jogan E. Jeucx, A.B., Chicago, 1937; M.B.A., 1938. The labor market and department 
“ store personnel. 1944. Chicago. 

Van Dusen Kennepy, A.B., Swarthmore, 1935. Union policy and incentive wage meas- 
ures, 1944. Columbia. (Published as No. 513 in the Columbia Studies in History, Eco- 
nomics, and Public Law.) 

JosrpH Kersmaw, A.B., Princeton, 1935; A.M., New York, 1938. Settlement of American 
railroad disputes since 1926. 1946. Columbia. 

BEVERLY Kritzman KitirvcswortH (Mrs.), B.S., Simmons College, 1942. State regula- 
tion of trade union activities, 1937-1943. 1946. Jokns Hopkins. x 

CHARLES CLINTON KILLINGSWORTEH, A.B., Southwest Missouri State Teachers College, 1938; 
_A.M., Oklahoma Agricultural and Mechanical College, 1939. State labor relations legis- 
lation. 1944, Wisconsin. 
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WittraMm Henry Kwnowtes, S.B., Iowa State, 1940; Ph.M., Wisconsin, 1942. Recent 
phases in scientific management and labor. Wisconsin. 

Lester HERMAN Letser, Ph.B., Chicago, 1928; M.A., Teachers College, Columbia, 1932. 
Teachers’ wages and standards of living in the U.S. 1945. Columbia. 

Jacos Lor, B.S., College of the City of New York, 1937; A.M., Columbia, 1938. Twen- 
tieth century printing labor. 1944. Columbia. (Published by Farrar and Rinehart.) 

Jesse MARKEAM, A.B., Richmond, 1941. North-South wage differentials in manufacturing 
industries. Johns Hopkins. 

Rev. James JoserpH McGintey, A.B., Woodstock (George Washington University, Balti- 
more), 1933; A.M., 1934; A.M., Fordham, 1937. The labor problem in the transit 
system of the City of New York. 1945. Columbia. 

BARBARA ANNA JARZEMBOWSKI MITCHELL, A.M., Columbia 1941. International labor 
standards in Poland. 1946. Columbia. 

AURELIUS Moroner, B.S., Missouri, 1938; M.A., 1940. Government intervention in the 
labor market. 1946. Minnesota. 

A. J. Penz, B.S., Fenn College, 1933; M.A., Western Reserve, 1936; M.B.A,, Northwestern, 
1942. Budgetary control in personnel management. 1945. Ohio State. 

HOLLIS Freeman Price, A.B., Amherst, 1927; A.M., Columbia, 1933. Negro factory labor 
in Memphis. 1946, Columbia. 

SHou-Cuanc Pu, A.B., Michigan, 1942; A.M., Harvard, 1944. Comparative labor policies 
of Great Britain, United States, Australia, South Africa, and Russia. 1945. Harvard. 
Harotp S. Roserrs, B.S.S., College of the City of New York, 1934; M.A., Columbia, 

1938. The rubber workers. 1944. Columbia. (Published by Farrar and Rinehart.) 

Mar Katzen Sauzer, A.B., Brooklyn, 1934; A.M., Columbia, 1935. The hours question. 
1945. Columbia, 

AFIFE Sayin, A.B., American College for Girls, Istanbul, 1936; M.A., Brown, 1939. Home 
workers under state and federal law in Pennsylvania. 1945. Bryn Mawr. 

SISTER Mary Yoranpe Scouts, O.S.F., A.B., College of Saint Teresa, 1931; A.M. 
Catholic, 1940. Wage theories in the Fair Labor Standards act. 1945. Catholic. 

larry Scrrwartz, A.B., Columbia, 1940; A.M., 1941. Agricultural labor in the twentieth 
century. 1946. Columbia. 

MYRNA Srecenporr, A.B., New Jersey College for Women, 1939; A.M., Wisconsin, 1940. 
The Montgomery-Ward cases before the National War Labor Board. 1945. Wisconsin. 

Davin KENNETH SPEGEL, B.S., New York, 1939; A.M., 1940. The administration of mini- 
mum wage legislation. 1945. New York. 

Ben Sotomon STEPHANSKY, A.B., Wisconsin, 1939; A.M., 1942. The history of the Na- 
tional War Labor Board. 1945. Wisconsin. 

Marie STROUVER, A.B., Brooklyn, 1935; A.M., Columbia, 1936. Labor relations in the milk 
distribution industry. 1946. Columbia. 

W. J. VxLLAUME. An analysis of the official pronouncements of representative protestant 
church bodies from 1900 to 1945, with regard to labor problems in the United States, 
together with a study of their relationship to the life and theology of the churches and 
to social and economic changes. Hartford Seminary Foundation. 

Leo Wertz, B.S.S., College of the City of New York, 1928; A.M., Teachers College, 
Columbia, 1932. The réle of the intellectuals in the American labor movement (1865-1944). 
1946. Columbia. 

ARTHUR Murray Wuritenttr, Jr., B.S., Virginia, 1942; M.A., 1944. Wage incentives and 
production potential. 1945. Virginia. ` 

Vrora Wvcxorr, B.S, New York, 1930; A.M., 1933. Public works wage rates and some 


of their economic effects. 1945. Columbia. 
` 
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Social Insurance; Relief; Pensions; Public Welfare 


Theses in Preparation 
Sorne T. CAMBRIA, A.B., Barnard, 1937; M.A., Bryn Mawr, 1938, Vocational adjustment 
of youth in Philadelphia. 1945. Bryn Mawr. 
HENRIETTA LIEBMAN CREAMER, A.B., Cornell, 1932; A.M., Columbia, 1933. Relief and 
changes in national income, 1945. Columbia. 


Mary Hurr Dices, A.B., Minnesota, 1932; A.M., Fisk, 1933. A study of delinquency among 
Negro boys in Philadelphia. 1945. Bryn Mawr. 

Louis Horrer, A.B., College of the City of New York, 1930: A.M., Columbia, 1932. 
Unemployment compensation and variations in employment in New York State. New Fork. 


THEODORE R, Larrmore, B.S., Indiana, 1928; M.S., Ilinois, 1931. The administration of un- 
employment insurance in Nebraska and some economic implications, 1945. Nebraska. 


Herten S. Martz, B.A., Pennsylvania, 1938; M.S.W., Pennsylvania School of Social Work, 
1939. A study of county boards of public assistance in Pennsylvania. 1946. Bryn Mawr. 


ARTHUR HALLAM Reeve, A.B., Pennsylvania State College, 1931; A.M., 1932. Adequacy 
of workmen’s compensation. 1946. Columbia. 


REGINALD CHARLES STEWART SHEPPARD, A.B., University of Wales, 1939; M.B.A., New 
York, 1940. The depressed areas of South Wales. 1946. Columbia. 


Consumption; Income Distribution; Codperation 


Degrees Conferred 
James E. Ducan, Ph.D., Minnesota, 1943. Some factors affecting the demand for housing— 
with particular reference to the data provided by the Minnesota income study. 
Horace Hanson WASHBURN, Ph.D., Wisconsin, 1944. Codperative credit for the consumer. 


Drean Amory Worcester, Ph.D., Minnesota, 1943. An analysis of consumer demand with 
special reference to high levels of national income. 


Theses in Preparation 

GERTRUD Berra Greio, B.S., New York, 1931; A.M., Bryn Mawr, 1933. A study of con- 
sumer choice. 1945, Columbia, 

Joun Horr, I, A.B., Morehouse, 1930; A.M., Brown, 1932. Credit problems of low 
income groups. 1944, Chicago, 

CLAUDE MALCOLM IsBIsTER, A.B., Manitoba, 1934; A.M., Harvard, 1942, Patterns of con- 
sumer expenditure in Canada. 1944. Harvard, 

Sioney M. LERNER, A.B., Wisconsin, 1936; A.M., 1938. Geographic distribution of income 
in Wisconsin. 1945. Wisconsin. 


ALBERT EpmMuND WavcH, B.S., Massachusetts Agricultural College, 1924; M.S., Connecti- 
cut Agricultural College, 1926. Problems in measuring inequality in the distribution of 
personal incomes, 1944. Chicago. 


Population; Migration; Vital Statistics 
Degrees Conferred 


SRIPATI CHANDRASEKHAR, Ph.D., New York, 1944. The population problem in India. 


Josera Henry Finnecan, Ph.D., New York, 1944. The estimation of the intercensal 
population of certain areas on the basis of the number of deaths occurring therein. 


Theses in Preparation 
Frances Wiison Grese, B.S., New York, 1926; A.M., 1933. The economic aspects of 
the refugee problem. 1945. New York. 


Epwarp B. Wrirtiams, A.B., Morehouse, 1927; A.M., Atlanta, 1937. Negro migration in 
selected counties in the Southeast. 1946. Columbia. 


.BOOK REVIEWS AND TITLES OF NEW BOOKS 
Economic Theory; General Works 


Bool Roviower i S 
LERNER; Economics of Control, by M, F. W. Joseph ......... cece eens eens 886 


Diamonp, The Economic Thought of Woodrow Wilson, by F. A. Fetter ........ 888 
O’Connor, Origins of Academic Economics in the United States, by T. N. Carver .890 


Tiles of New: Books? irens to anen aetna Sorina behee tes aman NAE “945 


Tiros of. New Books oraria i Drar Ear ets nate eens oa eee eee 945 


National Economies 
Book Reviews: 
Bascu, The Danube Basin and the German Economic Sphere, by P. W. Bidwell . 893 
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HENRY WALCOTT FARNAM 
Thirteenth Président of the American Economic Association, 1911 


Professor Henry Walcott Farnam was born in New Haven, Connecticut, 
November 6, 1853. His father was president of the Rock Island Railroad 
and partner of Joseph E. Sheffield, founder of the Sheffield Scientific School 
of Yale University. Before entering Yale, he studied in Germany. At Yale 
he received the A.B. degree in 1874 and the M.A. degree in 1876. There- 
after he again went to Germany, studying at the Universities of Berlin, 
Goettingen, and Strassburg, receiving the degree of R.P.D., magna cum 
laude, at the latter institution in 1878. Returning to Yale, he served as 
tutor in Latin, 1879-80, and professor of political economy, 1880-1912, 
professor of economics, 1912-18, and professor emeritus until his death 
on September 5, 1933. He was a member of the Yale Graduate School 
Faculty, 1903-18, and of the governing board of the Sheffield Scientific 
School, 1881-1903. Yale granted him the degree of LL.D. in 1923. He was 
appointed Roosevelt Professor in Berlin, 1914-15, but was prevented by the 
war from going to Germany. 

Professor Farnam was known as a most stimulating teacher, unusually 
clearheaded, strictly nonpartisan, who took a generous interest in the work 
of his students. He was active, not.only in the scholastic and social life of 
Yale University, but in a large number of social, charitable, and civil or- 
ganizations in New Haven, in Connecticut, and in the nation. As a mem- 
ber of the famous Committee of Fifty, he edited the volume on the Eco- 
nomic Aspects of the Liquor Problem in 1899. He was collaborator of the 
Department of Economics and Sociology of the Carnegie Institution of 
Washington and from 1910 to 1916, chairman of that Department. In this 
work he edited seven volumes of Contributions to American Economic 
History, the last volume having been published in 1933. At the time of 
his death he was engaged in writing for this series a volume on A History 
of Social Legislation in the United States. He was a founder of the Ameri- 
can Association for Labor Legislation, and served as its president, 1907- 
10. Through his influence the Yale Review was converted from the New 
Englander and Yale Review and as chief editor he devoted the journal 
largely to economics until the appearance of the American Economic Re- 
view prompted him to withdraw this publication from the field. 

Farnam was author of numerous articles and editorials in the Yale 
Review and in German publications. In 1913 he published The Economic 
Utilization of History, a volume which bears the same title as his presi- 
dential address at the annual meeting of the American Economic Associa- 
tion in 1911. As a diversion, he wrote an interesting little book on 
Shakespeare’s Economics in 1981. 

Farnam was a fellow of the American Academy of Arts and Sciences 
and member of a large number of business and welfare organizations, 
such as Connecticut State Council of Defense, 1917, Executive Cumunillee 
of the New Haven War Bureau, 1917-19, chairman, Community Labor 
Board, 1918-19. 

A note on Henry Walcott Farnam, by I. Fisher, was published in the 
American Economic Review, March, 1934, pages 175-77. 


Number 13 of a series of photographs of past presidents of the Association. 
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TREASURY TAX POLICIES IN 1943? 


By Epwarp D. ALLEN* 


As a rule, there is little interest in proposals for tax revision that have 
not become law. Most people are concerned with what taxes they must 
pay currently or with what taxes they might have to pay in the im- 
mediate future—not with what taxes might have been had various pro- 
posals been adopted. But 1943 was a crucial year in the history of tax 
policy. Federal expenditures were close to 90 billion dollars, tax 
revenues (though at record levels) were léss than half of expenditures, 
national income was also at a record level and inflationary pressures 
were being fought everywhere. There arc, of coursc, many criteria 
which must be considered in designing tax proposals, other than con- 
trol of inflation (or deflation). Among these are equity of the distribu- 
tion of taxes among various income groups; ability to pay of the least 
able members of any income group; public attitudes toward various 
types and rates of taxes and difficulties of administration and compli- 
ance. These other criteria have not been ignored in this article.” 

In 1943, however, attention focused on the need for taxes that would 
effectively “back-stop” price-control and rationing programs which (at 
that time) seemed threatened with collapse. The possible use of taxes 
as an inflation-control device, keeping in mind wartime capacity to pay, 
seemed unusually important. From these points of view, an analysis 
of Treasury tax proposals in 1943 is of unusual interest and it is largely 
from these points of view that such proposals will be examined. 

* Mr. Allen is associate professor of economics at Iowa State College and is co-author 
with A. G. Hart of Paying for Defense (Philadelphia, Blakiston, 1941), 


*This paper is part of Project 53 in Industrial Science Research, Iowa State College, 
Ames, Iowa. The writer wishes to express appreciation for criticisms received from his 
colleague, Mr. Oswald Brownlee. 


1 To cite only certain examples, see later discussion of the position of the Treasury on a 


tax on increases in individual incomes, on repeal of the Victory Tax and on adoption of a 
general sales tax. 
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In 1943, representatives, of the Treasury Department? made two 


main appearances before Congressional committees” charged with 


framing bills relating to federal finance. On both occasions, important 
major policy proposals of the Treasury were disregarded. In connection 
with the general revenue revision,‘ the Treasury proposed additional 
taxes designed to yield 10.5 billion dollars and to bring revenues to some- 
thing over half our federal expenditures in 1944. Most of its program for 
additional revenue was scrapped for a makeshift substitute estimated 
to yield less than 2 billions net additional revenue in the form in which 
it finally became law.® Less important in the sense that it was not con- 
cerned primarily with raising additional revenue was the Treasury 
appearance earlier in 1943 in connection with framing of the “pay-as- 
you-go” tax act.® Here, both the Treasury and Congress were in favor 
of shifting to a current collection system, but the Treasury also failed 
to score a victory on the only issue seriously in dispute, the treatment 
of liability for tax on 1942 incomes. The Treasury proposed that the 
bulk of personal income tax liability on 1942 incomes should not be 
“forgiven” in the shift to a current collection system, and that “for- 
giveness” be most substantial for the lower income groups, whereas the 


act as finally adopted “forgave” substantially three-fourths of 1942 


taxes for most taxpayers. The major portion of this article, however, 
will deal with the Treasury tax program itself, as presented to Congress 
in October and November of 1943.’ i 

I. The Treasury Program 


As will be shown, the Treasury neither proposed a sufficiently drastic 


.tax program nor proved very effective in winning support for the pro- 


Hereafter referred to as the “Treasury,” unless reference is made to a particular indi- 
vidual by name. The Treasury Department was represented in the hearings by Secretary 
Morgenthau; Randolph Paul, General Counsel; Roy Blough, Director of Tax Research; 


-Daniel W. Bell, Under-Secretary; and Stanley Surrey, Tax Legislative Counsel. 


?The Ways and Means Committee of the House of Representatives and the Finance 
Committee of the Senate, hereafter referred to as the House Committee and the Senate 
Committee. 

*For a full account of Congressional hearings, including the Treasury presentation, see 


l “Hearings (Revised) before the Committee on Ways and Means, House of Representatives, 


78th Congress, First Session, on Revenue Revision of 1943,” and “Hearings (Revised) 
before the Committee on Finance, United States Senate, 78th Congress, First Session, on 
Revenue Act of 1943” (Washington, U. S. Government Printing Office, 1943). 

"Though several months separated Treasury appearances before Congressional com- 
mittees in behalf of its tax program and emergence of the final bill, the President con- 
sidered the final product so poor that he vetoed it, an unusual executive act for a tax 
measure, Congress immediately passed the measure over his veto on February 25, 1944, 
See also the last paragraph of footnote 13 below. 

*See “Hearings before the Committee on Ways and Means, H.R., 78th Congress, First 
Session, on A Proposal to Place Income Tax of Individuals on a Pay-As-You-Go Basis” and 
“Hearings Before the Senate Finance Committee on Current Tax Payments Act of 1943.” 


Ca 


' TFor brief account of the “pay-as-you-go” issues, see Appendix to this article. 
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gram which it did propose to the Congressional committees. Its failure 
in the latter respect was probably due more to Congressional resistance 
to increased taxes than to Treasury presentation.* At the same time, 
the many merits of the program must not be overlooked. The Treasury 
presented a program to the Congressional committees which gave 
evidence of careful preparation and contained important sugges- 
tions for improvement in the tax system. A brief statistical summary 
of the program is given in Table I, which also summarizes the estimated 
tax yield of the (then) existing taxes.® The proposed revenue changes 
show up in the column at the extreme right. In explaining the proposed 
changes, the Treasury emphasized the fact that, in fiscal year 1944, indi- 
vidual incomes after all taxes would be at least 40 billion dollars in excess 
of the value of all available consumers’ goods and services (at ceiling 
prices). This provided a logical basis for the major emphasis of its 
program on increased individual income taxes, from which it proposed 
to obtain about 6.5 billions of its 10.5 billion of total revenue. 
Furthermore, the Treasury proposals with respect to income tax 


TABLE I—TENTATIVE ESTIMATED TAX LIABILITY UNDER THE TREASURY PROGRAM AS 
COMPARED WITH TAX LIABILITY UNDER THE THEN-EXISTING LAW FOR A FULL 
YEAR OF OPERATION® 











(All figures in billions) 
Yield of Yield of Increase over 
Type of Receipt p EER Then-Existing | Yield of 'T'hen- 
ore Law Existing Law 
1. Internal revenue 
a. Individual income tax $23.89 $17.36 $ 6.53 
b. Taxes on commodities and services 6.42 3.93 2.49 
c. Corporation income taxes (net) 15.78 14.64 1.14 
d. Estate and gift taxes .96 56 „40 
e. Capital stock tax -40 .40 
f. Employment taxes 3.27 3.27 
2. Other receipts 
a. Customs 40 40 
b. Miscellaneous 1.02 1,02 
Total yield, generaland specialaccounts| $52.15 $41.59 $10.56 


“æ 


Two post-war credit plans were provided for Congressional consideration, both against 


individual income tax, one for 2.27 billion dollars, the other for 3.51 billions. Since a portion 
of either would have become available immediately to certain classes of taxpayers, no attempt 
is made above to allow for their estimated over-all effect on total revenues. 

« Adapted from House Hearings on Revenue Revision, pp. 52-55, table submitted by the 
Treasury. 


“There were, nevertheless, important defects in presentation. For an analysis of Con- 
gressional attitudes and policies, see the article by Professor Newcomer which follows. 

° “Existing taxes” refers to taxes effective under the existing Revenue Laws when the 
Treasury made its 1943 proposals. 
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contained many good proposals, some of which have since been em- 
bodied in law. Among these suggestions were (1) repeal of the Victory 
tax, (2) repeal of the earned income credit, (3) reduction in personal 
exemptions, (4) an increase in surtax rates throughout the range of 
taxable income, (5) extending withholding to salaries and wages in ex- 
cess of the first bracket surtax net income ($2,000) to collect sub- 
stantially the full liability with respect to the higher wage and salary 
brackets, (6) a “suggestion,” not a “proposal,” for the use of post-war 
crédits, primarily at the lower levels of income, and available in certain 
cases as an immediate credit against income tax liability.” 


Proposed Increases in Income Taxes \ 


Since the proposed increases in income taxes, coming on top of 
successive increases in 1940, 1941 and 1942, were attacked from many 
sources as threatening to “liquidate the middle class” and impose “un- 
bearable” rates on taxpayers generally, it is of interest (1) to compare 
the 1943 taxes and those proposed by the Treasury, (2) to compare 
such taxes with those in the United Kingdom and Canada and (3) to note 
the “effective” rates of tax (total tax divided by net income) involved. 
This is done in Table II for a married couple without dependents. 

. While comparisons based on income taxes alone are faulty, the in- 
come tax is the main source of wartime revenue in all three countries 
and the figures on relative “burdens” would appear to have some 
significance. On basis of net tax, it appears that the Treasury proposals 
would have bruught United States income taxes up to the Canadian 
level in the “middle income” brackets ($2,500 to $5,000), though still 
leaving them considerably below the effective British rates. Above 
$5,000, the proposed taxes approached and in some instances passed 
the effective rates in both the United Kingdom and Canada. Since the 
Treasury proposals were not adopted, however, U.S. net tax rates were 
left below the taxes in both other countries in the income levels below 
$2,000 and $5,000, where a large portion of total U.S. income is found 
(over 40 per cent), and where total taxpaying ability is relatively great.” 


Proposed Increases in Excise Taxes 


Another major portion of the proposed program provided for in- 
creases in selected excises falling mainly on liquor, tobacco, admissions, 


* Of the suggestions listed, only repeal of the earned income credit was incorporated 
in the Revenue act of 1943, adopted early in 1944, which came out of the hearings 
analyzed in this paper, In the later Individual Income Tax act of 1944 (hereafter referred 
to as the tax simplification act), the Victory tax was repealed, but was replaced with a 
3 per cent “normal tax and graduated withholding was made possible for wages and salaries 
up to $5,000. 

See pages 715 to 718 for discussion of this point. U. S. net tax rates were increased 
slightly by repeal of the earned income credit in the Revenue act of February 1944. 
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transportation of persons, candy and soft drinks, jewelry and furs and 
distance communication (in approximate order of revenue importance). 
The Treasury contended that the selected excises have much to com- 
mend them as a source of wartime revenue, particularly as against: a 
general sales tax. For its particular excise taxes, it argued that (1) 
supplies of most of the goods and services were below demand at exist- 


TABLE II.—A COMPARISON OF INCOME TAXES OF MARRIED COUPLES WITHOUT DEPENDENTS 
UNDER EXISTING AND PROPOSED LAWS IN THE UNITED STATES AND OF INCOME TAXES 
IN THE UNITED States, UNITED KINGDOM AND CANADA® 


Gross Tax Net Tax 
Net ; : 
United United 
Part A Income Ka U.S King- | Canada kr U. S. King- | Canada 
Taxes H dom dom 
in Dollars | | 
$ 1,000 I$ 241$ 0$ 111$ 0$ 151$ 01$ 501$ 0 
2,500 363 440 7301. 651 320 387 587 401 
5,000 1,110} 1,526} 1,855} 1,878] 1,011} 1,423] 1,628} 1,378 
10,000 3,008] 4,216] 4,505! 4,762] 2,798] 3,989) 4,245| 3,762 
50,000 | 29,505 | 37,001} 36,455; 34,553) 28,505 | 36,751 | 36,195 | 33,553 
Part B: 


Effective |$ 1,000 2% 0% | 11% 0% 2% 0% 5% 0% 
Tax Rates | 2,500 | 15 18 29 29 13 16 23 16 
(to nearest 5,000 22 31 37 38 20 28 33 28 
per cent) | 10,000 | 30 42 45 48 28 40 42 38 
50,000 59 74 72 69 57 74 72 67 


* Data for the United Kingdom and Canada from figures published by the U. S. Treas- 
ury, Bulletin of the Treasury Department, Dec., 1942, p. 74. “U. S. I” refers to tax under 1943 
law; “U.S. IX” refers to tax under Treasury proposal], U.S. tax includes state income tax (Iowa 
rates of 1 to 5%). “Gross Tax” refers to tax before any post-war refund or credit under re- 
fund provisions immediately available against tax liability. ‘“Net Tax” is after al] such refunds 
have been taken out. British estimates were made on the basis of the pound sterling con- 
-verted at $4.00. The comparison between the three countries is difficult to make on a net 
basis because in the United Kingdom no part of the post-war refund is available currently, 
whereas the refund was available currently as a credit against tax in Canada and inthe U. S., 
under 1943 laws, to the extent that the taxpayer had purchased war bonds, paid debts or 
paid insurance premiums, up to the full amount of the credit. Under the Treasury pro- 
posals, the post-war credit provisions in force as a part of the Victory tax would have dis- 
appeared (as they now have) and a new credit would have been available against regular in- 
come tax. But the new credit was available currently against tax liability only if annual income 
of the taxpayer had not increased more than 15% since the beginning of the war. 


ing prices, so that consumers could absorb the proposed increases with- 
out placing extra burdens on business, (2) the goods taxed were non- 
essentials (apparently as against food, clothing and shelter as 
“essentials”), (3) any given consumer could avoid the taxes if desired 
by altering his consumption pattern, (4) the proposed taxes would not 
conflict with the government program to stabilize living costs, (5) the 
proposed excises would involve little increase in administrative machin- 


% 
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ery and compliance costs, since only two new excises were proposed. 
On balance, the proposed excise tax increases would probably have had 
an anti-inflationary effect, since they would have lessened consumer 
pressure in certain markets and probably would not have produced 
effective pressure to revise the programs to stabilize living costs. (It is 
difficult to visualize success for a program to raise wage rates because 
of higher costs of liquor and tobacco.) . 

In its case against a general sales tax, the Treasury stated all the 
relevant points, but in addition submitted an exhaustive study on the 
possibilities and limitations of a general retail sales tax.7* From this 
study it drew data which made it possible to show that the tax could not 
be an important addition to the tax system even from the revenue point of _ 
view. As Secretary Morgenthau said in his testimony before the Senate 
committee: “A 10 percent’ retail sales tax with no exemptions for neces- 
sities of life would raise at current sales levels about $6,300,000,000.” 
Allowing for exemptions for necessities that almost certainly would be 
made, “the exemptions would remove so much of the tax base as to leave 
little more than an empty shell. The exemption of food would reduce 
the yield by $2.4 billion; the exemption of medicine would reduce the 
yield by another $200 million; the exemption of clothing would reduce 
the yield by another $1.1 billion. ... A sales tax with such exemptions 
would yield about $2.6 billion. Of that, about $1.2 billion would come 
from goods and services already subject to Federal excises” and no 
general sales tax is needed to produce revenue from them. “This leaves 
$1.4 billion, which includes nearly $600 million from equipment, chemi- 
cals and materials used in business and thus entering into the costs of 
‘doing business, with resultant increases in the costs of doing business 
and in prices to the Government and to the public. Most of the remain- 
ing $800 million would be on items that might properly be subject to 
sales taxation.” 


| Other Proposed Increases 


In addition to its major revenue proposals, the Treasury also pro- 
posed to “extract” a small amount of additional revenue from corpora- 
tions and from estate and gift taxes. It proposed to increase surtax rates 
on corporation income so that the combined normal and surtax rate 
would reach a maximum of 50 per cent as compared with the present 
maximum of 40 per cent (on corporations with income in excess of 

™ See “Considerations Respecting a Federal Retail Sales Tax,” Revenue Revision of 
1943; Hearings, House Ways and Means Committee, 78th Cong., 1st sess, pp. 1095-1272. 


12 A 10 per cent tax would be over three times greater than the rate now in force in any 
state, For discussion of the base of such a tax, see House Hearings, pp. 1124-51. It is 
apparent that the tax about which Morgenthau was talking was a tax on the sale of 
goods and not services also, since total consumer expenditures were running at an annual 
rate of close to 90 billion dollars when he testified. 
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$50,000). It also proposed to increase estate tax rates, reduce specific 
exemption from $60,000 to $40,000, and increase gift tax rates to keep 
them at three-quarters of estate tax rates. There is little to say about 
these proposals other than that they were designed to extract a little 
additional revenue from sources already heavily taxed. The Treasury 
proposals for higher corporation and estate (and gift) taxes were not 
adopted by Congress, though some parts of both the excise and income 
tax proposals were adopted.” 


Il. Basic Defect in the Treasury Program 


The many merits of the Treasury proposals—and some of them are 
important enough to warrant discussion later in the paper—cannot con- 
ceal their defects. These defects were often a composite of misuse (or lack 
of use) of data available to the Treasury and of inadequate explanation 
of the data presented. Most serious by far was the failure of the Treasury 
to present the kind of tax proposals which its own data (submitted di- 
rectly) and data of its research experts (submitted for the record) 
seemed to suggest, if the inflation dangers strongly emphasized by both 
Secretary Morgenthau and later by Mr. Vinson, Director of Economic 
Stabilization (appearing for the Treasury program), were to be checked. 
Early in his statement to the House Committee, Secretary Morgenthau 
emphasized that “today, four-fifths of all the income of the Nation is 
going to people earning less than $5,000 a year. And except for the group 
earning no more than a bare subsistence wage, this group represents the 
greatest potential danger from the inflationary standpoint. The weight of 
the inflationary money in the hands of this group can cause undue price 
rises, and can completely upset our economic system, unless absorbed 
in sufficient quantity.’’* A little later he said flatly that the bulk of 
added revenue must be obtained from people earning less than $5,000 
a year. Yet the program of the Treasury proposed, in fact, to ratse 
only half the added taxes from the groups below $5,000. Nor was a 
10.5-billion-dollar increase anything like the amount of added taxes 
which had been suggested as feasible in a memorandum available from 
its own research staff and included in the House Hearings as a matter 
of record. 


® The act as finally passed proposed to increase individual income taxes by 665 million 
dollars, mainly as a result of repeal of the earned income credit; to increase corporation 
taxes by 502 millions, by increasing the excess profits tax rate from 90 to 95 per cent 
and by somewhat decreasing the credit for invested capital; to increase excise taxes between 
800-900 millions (as contrasted with Treasury proposals for an increase of 2.5 billions); 
and to increase postal rates, On the other hand, Congress voted, for the third time, to 
postpone increases in social security tax rates for old-age insurance which were scheduled 
for automatic increase. The Treasury had counted on this increase of over a billion dollars, 
though increases in social security taxes were not part of its 10.5-billion-dollar tax program. 


“ House Hearings, p. 4. 
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Findings of Treasury Experts 


In this memorandum on “The Need for More Taxes” (from the 
Division of Tax Research), inserted in the House Hearings, there are 
estimates of how much additional taxation citizens can bear and how 
much additional taxation is needed to check the inflationary pressure. 
The net increase in taxes suggested by the analysis is a figure certainly 
much above 10.5 billion dollars though those preparing the memo- 
randum considered several alternative situations and came out with 
several answers. Probably most significant is the statement that citizens 
could bear 25 billion dollars of properly designed additional taxes in 
1944 without undue hardship as compared with 1943. (The anonymous 
writer(s) do not argue that taxes “necessarily” should be so increased.) 
This figure was arrived at as follows: 


For calendar year 1944, income payments are estimated at about $157 bil- 
lion, and personal taxes ... at about $22 billion, leaving “disposable in- 
come” of about $135 billion. It is generous to figure consumer supplies at 
present prices at $88 billion. Thus the amount that consumers will need 
in order to buy the available consumer goods and to pay the personal taxes 
imposed under present laws, will fall short of their total income by $47 billion. 
Besides spending and paying personal taxes, of course, citizens have needs 
for saving. But ordinary savings needs account for only a fraction of the 
$47 billion. An outside figure for the amount needed to carry out contracts 
for debt repayments, life insurance and so on is $7.5 billion. This figure 
about equals the highest total for a year’s savings ever recorded in peace- 
time. In view of post-war uncertainties, many people feel a need for savings 
going beyond these commitments. But the total savings need may he written 
up to three times the $7.5 billion figure—which also means to three times the 
savings level of 1940—without making it possible to estimate the excess 
of incomes over all requirements at less than $25 billion.*® 


As to the amount of additional taxes needed—and the memorandum 
was directed to personal taxes only—analysis was made primarily from 
the standpoint of the amount needed to back up rationing and price 
control effectively. After taking various approaches, the analysts finally 
concluded that the British proportion of consumers’ disposable income 
to available supplies probably comes very close to being a good indica- 
tion of the strain to which a rationing and price control system can 
prudently be exposed and find that this would mean about 17 billion 
dollars in additional personal taxes." (As the term “personal tax” is 


18 See “The Need for More Taxes,” Appendix A, House Hearings, p. 29. 


“Tn calendar year 1942, British consumers had incomes, net of personal taxes cur- 
rently paid, amounting to about $24 billion and their expenditures, including indirect 
taxes, were about $19 billion. Per dollar of disposable income they were able to buy about 
80¢ worth of goods. In the U.S. in 1942, consumers were able to buy only 75¢ worth 
per dollar of income after personal taxes; in the first half of 1943, the ratio was down 
to 73¢ worth ... ; for fiscal 1944, the ratio in prospect under present taxes is about 70¢ 


S 
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commonly used today, most of such added revenue would have had to 
be in personal income tax.) 

The main reason for taking this position was that, “admitting all the 
differences between British and American conditions, the British ex- 
perience is still probably the best evidence as to the part tax policy 
must play in a balanced inflation program. The British are fighting 
inflation by a balanced combination of fiscal and other measures—in- 
cluding, besides taxes, drastic consumer rationing, retail price control, 
a small amount of compulsory lending and powerful campaigns to sell 
war bonds.” The net conclusion of the analysis is that, in 1944, personal 
taxes could have been increased by as much as 25 billion dollars, and 
Should have been increased by as much as 17 billions, in order to keep 
pressure on price control within readily manageable limits. Treasury 
proposals actually made were considerably below this figure, however. 
It was decided to ask for an additional amount of personal taxes equal to 
about 7 billions (income plus estate and gift taxes), less than half the 
amount which its experts recommended as a tax contribution to a 
balanced and anti-inflation program. Even the entire proposed program 
of 10.5 billion dollars falls far short of the 17 billion in personal taxes 
suggested as the probable desirable minimum. The 10.5-billion program 
apparently represented the maximum which the Treasury felt that the 
taxpayers could stand without undue strain.” 


Failure to Strike Points of Inflationary Pressure 


In planning the distribution of the 6.5-billion-dollar income tax in- 
crease among the various income groups, the Treasury placed little over 
half of it (52.4) per cent on the income groups below $5,000 where it 
had argued that the inflationary problem was concentrated.** Data on the 


worth. To reduce American disposable income enough to pull the ratio up to the British 
level of 80¢ would call for $17 billion of extra personal taxes.” (House Hearings, p. 27.) 


™ Secretary Morgenthau’s view on this matter was expressed in his testimony: “When 
we talked to actual people—people who pay rent, feed their families, and meet the extra 
bills which wartime living saddles upon them—-we found that some had ability to pay 
much heavier taxes, but that others earning the same amount of money could not bear so 
heavy a burden. From our surveys and from checking closely the response of working 
people and farmers and other groups in the bond drives, we further found that this 
inequality in ability to pay taxes is being compensated for in a large measure by the 
voluntary purchase of bonds among people who have more than their usual amount of 
money to spend.” See House Hearings, pp. 4-5. 


1 The percentage is just below 50 per cent when all proposed personal tax increases are 
considered, taking Treasury estimates of the probable distribution of proposed increases in 
estate and gift taxes into consideration also. The percentage rises to 50 per cent when it 
is attempted to guess where all proposed tax increases might have fallen, as the Treasury 
was requested to do during the course of the hearings. While most of the excise tax 
increases which were proposed would have fallen with special severity on the lower income 
groups, the writer doubts that much confidence can be placed in their allocation by income 
groups. That the Treasury may have felt the same way is indicated by the fact that they 
presented no such allocation until asked to do so, and then only after pointing out the 
difficulties involved in making such an allocation. 
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estimated distribution of income, of existing taxes and of added taxes 
which were submitted Guing the House hearings are given in Table 
a 

From analysis of these data it appears that, in 1944, and without 
change in tax laws, the Treasury expected: 

1, The bottom 32.1 per cent of income recipients to receive less than 
1,000, for a total of 12.2 per cent of income payments before taxes, to 
pay 2.3 per cent of total personal taxes, to receive 13.8 per cent of 


TABLE III.—-ESTIMATED DISTRIBUTION, By Net INCOMF, CLASSES, OF INCOME RECIPIENTS, 
INCOME PAYMENTS, PERSONAL TAXES UNDER 1943 LAWS AND PROPOSED 
ADDITIONAL PERSONAL TAXES, FOR THE CALENDAR YEAR 19448 


(income recipients in millions; dollar figures in billions) - 














Total Teas Total Proposed Increases in 
N Number ee Income Personal Taxes 
et Income Income | Existing 
of Re- Payments 
Classes ciplents Pay- | Personal open ATOR 
ments | Taxes ages Income and Gift Total 
$ 0-$ 1,000 | 21.6 | $ 19.2 0 18.7 $0.081 |$ $0.081 
$ 1,000-$ 2,000 | . 24.4 42.4 4.1 38.3 1.637 1.637 
$ 2,000-$ 3,000 | 12.2 34.6 3.4 31.2 ` 
$ 3,000-$ 5,000 6.7 30.7 4.3 26.4 1.747 1.747 
$ 5,000-$10,000 1.8 14.5 2.8 11.7 1.348 0.100 | 1.448 
$10,000-825,000 0.5 8.1 2.4 5.7 fı gig | 0-300) 3 16t 
$25 ,000 & over 0.1 7.4 4.4 3.0 f i 
Total 67.3 | $157.0 22.0 | $135.1 $6.6304 | $0.400 | $7.030 





a Source: ‘l'reasury Department, Division of Research and Statistics, as submitted for 
House IIcarings on Revenue Revision of 1943, p. 21. “Existing Personal Taxes” are estimates 
of payments under 1943 laws in calendar year 1944. “Proposed Increases” are taken from the 
Treasury program, of which they constitute the major part. Certain columns do not add to 
totals due to rounding. 

b Estimate for the $1,000 to $3,000 group; not broken down. 

° Estimate for the $10,000 and over group; not broken down. 

d In the over-all program estimated increase in yield of individual income is $6.53 due to 
interacting effects of other parts of the program. 


income payments after taxes and to have per capita income after taxes 
of $866. 

2. The 36.2 per cent of income recipients between $1,000 and $2,000 
to receive 27.0 per cent of income payments before taxes, to pay 18.7 
per cent of total personal taxes, to receive 28.4 per cent of income pay- 


These data were not all submitted at one time. On the first day of the hearings, Mr. 
Paul of the Treasury read figures on the income distribution simply by gross amounts 
received in each income class. On the following day, Mr. Vinson submitted data on the 
distribution of proposed added income taxes, and somewhat later the Treasury submitted 
for the published hearings all the data contained in the table except proposed increases in 
taxes previously presented, the period of whose payment is here assumed to be 1944 also. 
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ments after taxes and to have per capita income after taxes of $1,570. 

3. The 28.1 per cent of income recipients between $2,000 and $5,000 
to receive 41.6 per cent of income payments before taxes, to pay 35.1 
per cent of personal taxes, to receive 42.7 per cent of income payments 
after taxes and to have per capita income after taxes of $2,557 and 
$3,940, respectively, for the two sub-groups between $2,000 and $5,000 
shown in Table ITI. 

4, The top 3.6 per cent of income recipients to receive more than 
$5,000, for a total of 19.1 per cent of income payments before taxes, to 
pay 43.8 per cent of personal taxes, to receive 15.1 per cent of income 
payments after taxes and to have per capita income after taxes of 
$6,500, $11,400 and $30,000 for the three sub-groups shown in Table 
II. 

From these derived data, in turn, it appears that there are four major 
groups for tax purposes, and it will be shown that a Treasury program 
ostensibly geared to inflation control should have proposed that the 
bulk of such taxes should fall on the “middle income” groups between 
$1,000 and $5,000. First, however, what of the bottom and top groups? 
The bottom group (below $1,000) obviously has no genuine additional 
taxpaying capacity (except for the relatively small number of single 
persons), if working health and efficiency are accepted as criteria for 
tax exemption in wartime. The Treasury was on sound ground when it 
proposed to decrease the net burdens of married pcople in this group. 
Further, this group, though containing a surprisingly large percentage 
of income recipients for a year of wartime prosperity, receives only 
13.8 per cent of total income payments after personal taxes and cannot 
constitute a major part of total tax revenues to be collected from all the 
people for this very reason, apart from all other reasons. 

The top income groups (over $5,000) still have some additional 
taxpaying capacity. Such taxes are not likely to be equally effective, 
dollar for dollar, in restricting consumption as taxes on lower income 
groups, since there is a greater opportunity to rearrange budgets to save 
less and thus maintain standards of consumption. There are two other 
considerations relative to the top income groups. In these groups, some 
attention must be paid to “incentive” as a basis for tax-free income, 
just as “working health and efficiency” are important in-the bottom 
group. It has already been shown that the proposed rates for these 
upper income groups would have lifted their taxes to the level of those 
in the United Kingdom and Canada, and in some instances, to levels 
slightly higher (Table II). Finally, even though having high per capita 
incomes after taxes, this top group now have only 15.1 per cent of total 
income after taxes and (in this one respect like the bottom income 


~ 
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groups) do not represent the groups where the bulk of the income after 
taxes is concentrated. 

' It is where the income is, above minimum levels, that most taxes must 
come. From this point of view, the income recipients between $1,000 
and $5,000, receiving 71 per cent of total income payments after taxes, 
represented the group which should have been most heavily taxed 
by the Treasury proposals. Within this income range, the bulk of the 
taxable income is concentrated in the $2,000-$5,000 group, who receive 
42.7 per cent of income after taxes, and whose incomes, because higher, 
represent more taxable capacity per individual than for the $1,000 to 
‘$2,000 group. The major “inflation potential” into which the Treasury 
could really have made serious inroads would appear to be in this $2,000 
to $5,000 group. In this group probably will be found the bulk of war 
incomes, where the tendency to spend suddenly acquired extra income 
is greatest (though this is not meant to suggest a tax on increases in in- 
come, the defects of which are discussed later in this article). The 
Treasury figures do not make possible a comparison of present and pro- 
posed taxes for the $2,000 to $5,000 group, but for the $1,000 to $3,000 
group, the proportion of personal taxes to have been paid would have 
been slightly lower than under existing law and for the $3,000 to $5,000 
group only slightly (less than 2 per cent) higher. It follows that the de- 
gree of taxation which should have been proposed for the $2 ,000-$5 ,000 
group was not proposed and critics were correct in arguing that the 
Treasury did not have a strong anti-inflation tax program. That adop- 
tion of the Treasury program would have had some anti-inflation effect 
cannot be denied, especially when compared with the substitute which 
_ was enacted into law early in 1944, over the veto of the President. 

In the House and Senate Hearings, there is actually very little in the 
Treasury testimony to indicate that the inadequacies of income taxes 
on high income groups as anti-inflation taxes was given much considera- 
tion in framing the program. It is true that more careful consideration 
was given the problems of low-income receivers. Even so, Secretary 
Morgenthau made the Treasury presentation unnecessarily “muddy” by 
failing to point out at the beginning of his testimony that while, as he 
said, over 80 per cent of income payments are currently flowing to 
people receiving under $5,000, the bottom third of the income receivers 
(below $1,000) get relatively little of the 80 per cent and cannot con- 
stitute a major source of added revenue. A consequence of his failure 
to give a breakdown of his global figures was the resurgence of sales 
tax sentiment in the House committee and creation of additional senti- 
ment that the Treasury was really not presenting an anti-inflation tax 
program at all. 


- 
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Failure of Treasury to Concede the Defects of Its Program 


Next to the fact that the Treasury did not present a program in line 
with the findings of its own experts, its unwillingness to admit the 
deficiencies of its program must also be severely criticized. After the 
second day of the House Hearings, at which Director Vinson was forced 
to admit that the Treasury program was not basically an anti-inflation 
program at all (see below), it is amazing to read Secretary Morgen- 
thau’s renewed remarks to defend the program before the Senate com- 
mittee later on. His defense reflected continued failure to break down 
the income groups below $5,000 (the fiscal necessity of doing this has 
already been pointed out), so that it was possible for him to say that, 
“although at 1944 levels of income about 81 per cent of the total cash 
income will be received by persons with incomes under $5,000, only 
65 per cent of the net income above income tax exemptions will be re- 
ceived by this group... and though 61 per cent of the total income 
will be received by persons with incomes under $3,000 only 39 per cent 
of the net income above income tax exemptions will be received by this 
group.””? This looks impressive until it is realized that his testimony 
also meant that persons between $3,000 and $5,000 will have 26 per 
cent of the income above exemptions, though receiving only 20 per cent 
of the total income—thus leading to just the opposite type of conclusion 
as to taxable ability below the $5,000 income level. Since the Treasury 
proposed to divide those with incomes below $3,000 into two groups, 
and to decrease (net) tax of married couples with net income below 
$2,000 (to use an example) while increasing the (net) tax of couples 
with income over $2,000, it was also an oversimplification for the Sec- 
retary to say, with respect to everybody below $3,000 that “the average 
cash income per recipient . . . will leave little margin for additional taxes 
and afford few opportunities for inflationary spending.””* 

This decision to defend its program, even when its inadequacy as an 
anti-inflation instrument had been brought out in the questioning of 
Director Vinson before the House committee,” was unfortunate on the 
part of the Treasury. An outsider can only speculate whether Director 
Vinson was fully aware of the relationship of the distribution of the 
proposed increases in individual income tax to the assumed distribution 
of the national income in 1944 when he appeared in defense of the 
Treasury program before the House committee. Vinson, who ap- 
peared following the regular Treasury appearance, probably had the 
best chance to get sympathetic Congressional consideration for the ° 

2 Senate Hearings, p. 9. 
z Loc. cit. 
” See House Hearings, pp. 275-85, and comments immediately below, 
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Treasury tax program. From the Hearings, it is obvious that his pres- 
tige was high with the committee, on which he served for many years. 
He launched into an almost passionate plea to the committee to adopt 
the program in order to stave off impending inflation, and then intro- 
duced the Treasury data on income distribution and distribution of 
proposed increases in individual income tax (see Table II). 

In the questioning, the House committee soon asked the inevitable 
question: “How are you going to skim off the so-called inflationary 
purchasing power if you do not reach down and tax those who are 
receiving the- bulk of the national income?” The Hearings indicate 
that Director Vinson was absolutely unprepared for this question, to 
which there was no answer, so that he was finally reduced to the state- 
ment that, nevertheless, he still considered 10.5 billions dollars as a 
minimum amount of additional taxes which should be raised. In this 
assertion, he probably was correct, but having based nearly his whole 
case for additional taxes on a “hold-the-inflation-front” argument, and 
having supported the Treasury program as a means to this end, there 
was little he could say when the data which he submitted showed the in- 
adequacy of the proposed program for anti-inflation purposes. To an out- 
sider it is strange indeed that Director Vinson should not have been 
more keenly aware of the inadequacies of the proposed program which 
he was defending. It is also strange that the program itself should ever 
have been presented in its proposed form by Secretary Morgenthau 
if he really wanted to make a frontal tax attack un inflation. 


ITI. Major Inadequacies in Presentation of the Program 


Despite the defects of the Treasury program, it was, at least, a care- 
fully formulated proposal which promised to raise over 10.5 billion 
dollars at a time when federal deficits were at record levels. As such, 
its passage would have been much preferable to the makeshift bill 
which finally became law early in 1944. The Hearings give the impres- 
sion that one reason Congressional committees failed to adopt the 
Treasury’s program may be found in the manner of its presentation. 
Certain of these weaknesses in presentation have already been pointed 
out in analyzing defects of the program itself. There were, however, 
many others, some of which are given below. In the aggregate, defects in 
presentation would not warrant much analysis if it were not that, under 
our system of government, strong fiscal leadership from the Treasury 
is requisite for good tax legislation. 

In the 1943 Hearings, these defects in presentation stand out: 

1. Failure to prove to the satisfaction of the Congressional com- 
mittees that the danger of inflation was really very serious. 


House Hearings, p. 281. 
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2. Undue enthusiasm for the sale of war bonds and for war loan 
drives at a time when an attempt was being made to make a case for 
additional taxes. 

3. Failure to take a definite stand on the issue of post-war refunds 
of a part of increased income taxes. 

4, Failure to explain adequately the Treasury conclusion that a 
tax on increases in personal incomes in wartime is undesirable. 


Dangers from Accumulating Savings 


Current accumulation of the “inflation potential” was pointed out 
by the Treasury, indicating that individual savings after taxes were 
likely to exceed 45 billion dollars in calendar year 1944. At most, pros- 
pects for absorption of over 24 billions of this could be cited, leaving 
over 20 billions in savings for which there was no predictable use.” 
Secretary Morgenthau, Mr. Paul and Mr. Vinson all indicated that 
such a situation was highly explosive. The Congressional committees, 
however, seemed to be relatively unconvinced that inflation was any 
particular peril in the immediate future, and to some extent the ex- 
perience of the months since last October has borne out their short-run 
expectations. What has continued, however, is the steady piling up of 
both individual and corporate savings at unheard of rates (this has 
been occurring ever since 1940). 

The Treasury did not appear to make adequate use of the abun- 
dance of data at its disposal to emphasize the dangers of these accu- 
mulating savings.” It is true that the Congressional committees might 
have regarded the presentation of such data as simply a plethora of 
figures, yet such figures could have been used to build a strong case 
for restraining the accumulation of such savings now in order to make 
the immediate post-war prospects for inflation control reasonably 
good. As it is, any general rapid attempt by individuals and business 
to “spend” 100 billion dollars or more in accumulated liquid assets 


“ Vinson pointed out that debt payment, insurance and mutual savings deposits would 
absorb about 7 billion dollars and Morgenthau quoted a 17 billion figure for annual war 
bond sales, which was, in fact, about 4 billion higher than the net increase in war bonds 
and stamps outstanding in the period to which he referred. 


# At one point Mr, Paul did say that the problem of accumulating savings was serious, 
without substantiating his statement. He could have pointed out that (1) during 1941-43, 
individual savings were expected to total 74 billion dollars against a pre-war peak of 
not over 10 billions in any one year, (2) the accumulation of liquid assets (cash, bank 
deposits, government bonds) by individuals and corporations amounted to 50 billions for 
1941 and 1942, for business alone to 23 billions for 1942 and 1943, and in cash and de- 
posits alone nearly 25 billions for individuals for the same years, These data were all 
available before the hearings, largely in articles in the Survey of Current Business during 
1943, 
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immediately after the war could create a market situation too ex- 
plosive to control, particularly after the spending psychology that is 
likely to sweep over the country as soon as war ends, when pressures 
for wartime thrift are removed. 


Overemphasis on the Réle of Borrowing 


Failure of the Treasury to convince the Congressional committees 
that it really meant business with its appeal for 10.5 billion dollars in 
taxes probably was due in part to the unrestrained enthusiasm. which 
Secretary Morgenthau showed for financing the war through the “vol- 
untary” purchase of war bonds and for the war-loan drives which he 
has directed so successfully (in terms of “sales made” in relation to 
“goals set,” as the Treasury stories put it). At the time of the hearings | 
which are the subject of this investigation, Secretary Morgenthau was 
fresh from the successful Third War Loan, and could not resist launch- 
ing into accounts of the “whole-hearted response” of the American 
public whenever given an opportunity. On one occasion, he agreed that 
each bond drive had been more successful than the previous one, and 
expressed the opinion that the trend would continue.” He put con- 
siderable emphasis, too, on the fact that the Third War Loan had been 
successfully completed without aid from commercial banks, which were 
not allowed to purchase securities offered under the War Loan Drive 
(this also was true of the Fourth and Fifth War Loans), so that, in his 
opinion, war Inan financing was heing put on a non-inflationary basis. 

It cannot be proved, but the type of questioning directed toward 
the Secretary indicates that some committee members were satistied 
that he was actually less interested in the tax program than with the 
continued success of his war-loan campaigns.” In any event, he over- 
stated his case for war bonds. Since May, 1941, at least, a considerable 
percentage of U. S. Savings Bonds has been sold in $500 and $1,000 
denominations.” During the year ended April, 1944, sales of bonds of 
these denominations comprised 32 per cent of the total subscriptions. 
Bonds bought in such denominations constitute welcome money to 
help “pay for the war,” but they probably do not reflect restriction 
of consumer spending. Further, Secretary Morgenthau quoted a 17 
billion dollar annual figure for sale of U. S. Savings Bonds, whereas 
at the time of his testimony there was no 12-month period since these 
bonds had been offered when the net amount outstanding had increased 
by over 13 billion dollars. 


™ Senate Hearings, p. 21. 
See Senate Hearings, p. 21; House Hearings, p. 86. 
3 Sales by denominations were not made available until this date. 


r 
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Large Size of Commercial Bank Financing 


Finally, the impression ‘conveyed that the Treasury was finding it 
possible to avoid net bank financing by excluding commercial banks 
from its successive war loans, beginning with the Third, is wrong. 
From September, 1943, through March, 1944, a period including the 
Third and Fourth War Loans, the interest-bearing federal debt (direct 
and guaranteed) not held within the government increased by just over 
37 billion dollars. During the same time, the two war loans raised 35 
billions and additional net sales of war bonds in months between drives 
raised about 2 billions more. This gives the impression that, indeed, 
bank financing is being eliminated. Yet during the same period the 
amount of federal securities held by Federal Reserve and commercial 
banks increased 11.9 billion dollars, or at an annual rate of over 
20 billions. This can only mean that, during this period, people or 
institutions holding government securities must have sold them to 
banks to the extent of nearly one-third the increase in federal debt. 
During the same period deposits of commercial banks and currency 
in circulation increased 12.4 billion dollars while holdings of U. S. 
governments by Federal Reserve and commercial banks as a basis for 
deposits and currency increased 11.9 billions.” Thus, it appears that 
bank absorption of government bonds and the accompanying expan- 
sion of the circulating media continue in spite of the commendable 
Treasury policy of trying to steer clear of “inflationary financing.” On 
the other hand, an annual absorption rate of 20 billions of bonds by 
banks represents a decrease from the 23.5 billions of 1942. Moreover, 
in this war the Treasury has not advocated that people “borrow and 
buy” as in World War I. 


Other Defects in Presentation 


Another major weakness in presentation was the introduction by 
the Treasury of two “suggestions” for combining post-war refunds 
with its proposals for increased income taxes, while refusing to “recom- 
mend” them as part of its proposals. The “suggestions” were essen- 
tially alike in that they were designed to apply primarily at lower - 
levels of income to ease the ultimate burden of increased war taxes 
and, in the case of incomes that had not increased by more than 15 
per cent since the war, would have been available immediately as 


* Data on change in the federal. debt between September, 1943, and March, 1944, are 
based on information in the monthly Bulletin of the Treasury Department. Data on bank 
holdings of federal securities and on changes in circulating media are based on information . 
in the Federal Reserve Bulletin, June, 1944, pp. 575 and 590. For a recent confirming 
analysis on the rôle of the banks, see “War Finance and Banking,” Fed, Res. Bull., Aug., 
1944, pp. 743-52. 
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credits against taxes. This latter point was important, since it was the 
method suggested by the Treasury for differentiating somewhat (for 
tax purposes) people with increased war incomes and those whose 
incomes had remained substantially fixed. The “suggestion” mentioned 
most often by the Treasury would have refunded 2.27 billions of the 
6.5-billion-dollar income tax increase, through a refund of the first $50 
of tax, plus 25 per cent of the next $50, plus 5 per cent of the balance, 
with a maximum credit of $250. The more liberal “suggestion” would 
have refunded 3.51 billion dollars along similar lines with a top credit 
of $400." 

Assuming such refund suggestions were necessary in order to make 
the proposed tax increases palatable to lower and fixed income groups, 
they certainly could have been justified by the Treasury. Both Canada 
and Britain provide such “relief” in the lower income brackets, though 
their beginning tax rates are higher. Introduction of the “suggestions,” 
however, with no positive endorsement and with apparently insufficient 
explanation to make their purposes clear, had the main result of caus- 
ing members of the Congressional committees to feel that the Treasury 
was trying to shift to them responsibility for enacting an unpopular 
“forced savings” measure. On the whole, it resulted in a further de- 
cline in the Treasury “reservoir of good will” with Congress, already 
at low ebb. 

A final major defect in presentation was the failure of the Treasury 
_ to explain in some detail just why it had decided that a “war excess 
- profits tax on individuals” was undesirable. The idea of taxing increases 
in war incomes had obviously been in the minds of several Committee 
members, but Mr. Paul dismissed the idea in a paragraph, pointing 
- out that the Treasury had made a complete study of the subject though 
he inserted it for the record. This study™ was another of the several 
excellent pieces of research within the Treasury which “turned up” - 
in-the House Hearings as published, and its main points will be sum- 
marized in the final section of the article dealing with the merits of the 
Treasury proposals. 

The net effect of the various defects in presentation of the Treasury 
was to strengthen a conviction already present in the minds of many 
- members of the Committees—that the necessity for adopting its pro- 
posals was not as great as the Treasury contended. This attitude went 
so far that, during the Senate Hearings, one Senator commented that 
the 10.5 billion dollars asked for by the Treasury just seemed to be a 

” See Table II for the way in which the adoption of Proposal I would have affected the 
tax liability for those in various income groups. 

* “Taxation of Increase in Individual Incomes,” Treasury Department, Division of Tax 


_ Research, as reproduced in House Hearings, pp. 90-107. 
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figure that the Treasury had arrived at as a nice amount to ask for.” 
Certainly the inadequate presentation of its program contributed to 
the defeat of most of its recommendations which the Treasury finally 
had to take. 


IV. Major Merits of the Treasury Proposals 


The pointed criticisms which have been directed at Treasury pro- - 
posals and their presentation before the Congressional committees 
must not be allowed to conceal the important merits of the Treasury 
program. Considered as an alternative to the tax law that Congress 
finally passed, which promised to increase total federal revenues by 
less than 2 billion dollars (net), the Treasury proram was infinitely 
superior. Considered on its own merits, it contained many valuable 
suggestions for improvement in the tax system, some of which have 
since been embodied either in the Revenue act which finally emerged 
from the 1943 Hearings or in the later tax simplification act of 1944. 
Among these suggestions were (1) repeal of the Victory tax, (2) re- 
peal of the earned income credit, (3) reduction in personal exemptions, 
(4) increase in surtax rates throughout the range of taxable income," 
(5) extension of withholding to salaries and wages in excess of the 
first bracket surtax net income to collect substantially the full liability 
currently with respect to the higher salary and wage brackets, (6) 
consideration of the merits of a post-war refund of a portion of the 
additional income taxes, (7) consideration of the merits of extending 
existing tax legislation relative to “carry-back” provisions on business 
losses as the best method of handling the problem of business reserves 
for reconversion to peacetime production.” 


Repeal of Victory Tax 


The 5 per cent Victory tax on income over $624, passed in the last- 
minute rush to frame a 1942 tax bill which would raise the amount of 
revenue asked for by the Administration, created problems from the 
start. Lacking provision for personal deductions, having an exemption 
scheme different from that of the income tax and having a post-war 
‘credit “attachment” that actually made most of the credits available 
currently, the tax was difficult to administer side by side with the 


= Senate Hearings, p. 21. 


* But the wisdom of proposed increases for incomes above $100,000 is questioned on 
p. 729, . 

* Changes since made include repeal of the earned income credit in the Revenue act 
itself, reduction of the 5 per cent Victory tax to 3 per cent in a special act prior to the 
regular Revenue act, repeal of the Victory tax and extension of the withholding system in 
the tax simplification act of 1944. Since the Victory tax was replaced by a 3 per cent 
“normal” tax, however, this particular change was largely relabeling. See also footnote 37. 
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federal income tax. With its exemption of $12 a week, the tax reached 
down to income levels which were far below income tax exemptions for 
all except single persons. With liberal credits, this tax’ was reduced in 
effect to a 3 per cent tax (or somewhat less) for most people. Neverthe- 
less, the tax raised considerable net revenue, estimated at 3.3 billion 
dollars for a full year, and in urging its repeal the Treasury was forced 
to consider this potential revenue loss. This it did by proposing that 
Victory tax revenue be absorbed into increased income taxes, partly 
by lowering exemptions, partly by increasing tax rates. In the process, 
however, the Treasury proposed to eliminate from paying any direct 
tax of the income type about 9,000,000 families with incomes above 
Victory tax exemption but below income tax exemption. It was esti- 
mated that these 9,000,000 would be relieved of about 275 to 300 
million dollars in tax. 

Such proposed tax relief for a group that can hardly be regarded as 
having taxable “capacity” seems clearly justified, but the Treasury’s 
reasons for proposing the relief seem to have changed between the 
House and Senate hearings. Before the House committee, Secretary 
Morgenthau said that, by repealing the Victory tax, tax simplification 
would be achieved and “we would relieve 9,000,000 hard-pressed 
families from tax on their incomes,” though “they would continue to 
pay heavy indirect taxes and most of them under existing law will have 
their social security taxes doubled next year.’** (His references to 
continuing taxes, however, did not include Treasury proposals for 
additional indirect or his suggestion for additional social security 
taxes.) Attacked for letting 9,000,000 taxpayers obtain tax relief in 
wartime, the Treasury partly shifted ground between the House and 
Senate hearings, and at the latter stated flatly that its sole reason for 
advocating repeal of the tax was tax simplification. Furthermore, it 
showed that, in its judgment, the 9,000,000 would bear additional ex- 
cise taxes under the proposed Treasury program that would about 
offset their reduction in Victory tax.** It thus completely abandoned 
the excellent grounds of equity for repeal of the tax which it had ap- 
peared to establish in the House hearings. Grounds of tax simplifica- 
tion were themselves important enough to warrant repeal of the tax 
in the recent tax simplification act.” 


* House Hearings, p. 6. 

% See Senate Hearings, pp. 10-13, and statement of Mr. Paul on p. 20 that “the ob- 
jection [to the Victory tax] at this time is the undue complexity which it introduces in 
our system. There are objections on equitable grounds, but that hasn’t anything to do 
with it.” 

* But shades of the Victory tax remain in the new 3 per cent tax on net income of 
everybody with an income of over $500, which tax, however, is made part of the general 


Peal 


J 
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Repeal of Earned Income Credit 


Another suggestion of the Treasury which probably represented an 
improvement, and the only one of its suggested changes in the per- 
sonal income tax which found its way into the Revenue law as finally 
passed, was repeal of the earned income credit. This device, which 
found its way into law for the first time with the Revenue act of 1924, 
was supposed to differentiate between property and non-property in- 
come, and to apply a lighter tax to the latter. As it operated under the 
existing Revenue laws, the earned income credit was highly arbitrary 
as between individuals and provided no assurance that the desired end 
was being achieved. Under the 10 per cent earned income credit, all 
net income up to $3,000 was assumed to be earned income (read: 
“income from personal compensation”), even though it happened to 
be all unearned (read: “income from property or investments”). Fur- 
ther, no one could claim a credit on over $14,000 net income, even if his 
salary were $50,000. Self-employed business men were not permitted to 
count more than 20 per cent of their total net profit as “earned” (if the 
net profit exceeded $3,000). Finally, the credit was available for deter- 
mining “normal tax” only, which lost much of its significance when the 
surtax began to apply to the first dollar of taxable income. 

secretary Morgenthau argued that “by eliminating this misnamed 
earned income credit, we can gain simplification without discrimina- 
tion against the salaricd people and wage-earners with modest in- 
comes.””** On grounds of simplification, he was certainly correct, though 
beyond this his argument should have been that repeal would be one 
of the means by which to raise added revenues from all taxpayers and 
hence predominantly from those in the “middle income groups”? 
where the Treasury tax program was inadequate anyway.*° | 


Reduced Personal Exemptions 


It was stated earlier in the article that the Treasury income tax pro- 
posals were to be criticized mainly because they were inadequate in 


federal income tax structure and is imposed on net, not on gross, income before the usual 
personal deductions, 


s House Hearings, pp. 6-7. 


9 See discussion on the tax base on pages 716-718 of this article. As finally passed, the 
Revenue act levied new taxes totaling 2.3 billions, of which the major income tax increase 
was something over 500 millions from repeal of the earned income credit. 


* See discussion above, page 718, In addition, the statement of W. J. Schultz has some 
point: “A progressive income tax schedule is in itself a loose tax discrimination against 
“mearned’ income, since the proportion of income derived from investment returns is 
larger in the higher taxed net incomes of rich individuals than in the lewer taxed incomes 
of poor individuals.” The same is true, he points out, with respect to taxes on business 
and on property which are not shifted. (American Public Finance, 3rd ed., p. 444.) 

Fi 
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total and failed to tap the incomes‘of the $2,000-$5,000 group with 
sufficient severity. Nevertheless, the Treasury proposals to reduce 
personal exemptions from $1,200 to $1,100 for a married couple and 
from $350 to $300 for dependents (assuming repeal of the Victory tax), 
_ and to increase surtax rates all along the line, except possibly above 
$100,000, were in the right direction. Given repeal of the Victory tax, 
. the proposal of an exemption of $1,100 for a married couple marked 
_an evident effort on the part of the Treasury to reach down to a base 
wartime income that required exemption on grounds of health and 
working efficiency. In successive revenue acts, it must be remembered, 
the exemption had been pushed down from $2,500 before the war to 
$2,000, $1,500 and $1,200. (The same is true for the reduction in the 
exemption for a family of four from $3,300 to $2,800, $2,300 and 
$1,900.) This reduction of more than 50 per cent brought millions of 
_ additional taxpayers under the income tax, but even more important, 
- it increased tax revenues from all those already above the exemption 
line. From these higher-income taxpayers taxed at higher surtax rates 
comes most of the added revenue brought in by lowered exemptions. 
This effect of reduction in exemptions, even by small amounts, is some- 
times underestimated.“ 


Surtax Rate Proposals 


In its proposals for increases in surtax rates, the Treasury as in 
1942 adopted the Canadian and British policies of increasing the 
rates within the first $2,000 of taxable income. Under the 1943 law, 
the “bracket” rate in the first $2,000 of taxable income was 13 per 
cent, as it remained in view of the failure of Congress to adopt Treasury 
proposals.*** The Treasury proposed that the rate start at 21 per cent 
for the first $500 of taxable income and for successive $500 increments 
be increased to 24 per cent, 27 per cent, and 30 per cent. For taxable 
income above $2,000, the established “brackets” were left unchanged. 
(The rates increase by $2,000 intervals up to $22,000 and by intervals 
that increase gradually above this taxable income level.) For an indi- 
vidual with $2,000 taxable income, this meant an average rate of 251% 


_ “Thus, a family of four with net income of $2,500 had an income tax liability on 1943 
income of $99. Under Treasury proposals, its exemption would have dropped $200, its 


surtax rate would have increased between 10 and 11 percentage points and its earned income . 


credit would have been abolished. The new income tax would have been $225, and 30 
per cent of the increased tax of $126 would have been due to the decrease in personal 
exemption alone (42 per cent if “exemption” is interpreted to include the earned income 
credit). The $99 excludes a Victory tax of $60 net, not considered here in order to show 
as simply as possible the effect of changes in exemptions with everything else held constant. 


“a The tax simplification act of 1944 changed both exemptions and rates, but was not 
designed as an act to lift the general level of taxation. 
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per cent as compared with the present rate of 13 per cent.“ This refine- 

ment in adjusting “burdens” in the income range where taxable income 
as a whole is concentrated was a definite improvement and it is to be 
regretted that the proposal was not adopted. 

On the other hand, the wisdom of the Treasury in suggesting in- 
creased surtax rates for people with incomes above $100,000 is to be 
questioned. For a married couple without dependents, the effective rate . 
at $100,000 net income was already about 69 per cent and the Treasury , 
proposed to increase it to about 82 per cent. This is not an unbearable 
tax, if it is the only one, since even 82 per cent leaves $18,000. But 
many states have income taxes and, in addition, most higher income © 
taxpayers had to look forward to paying the “unforgiven” portion of 
their 1942 tax in 1944 and 1945. At high income levels, therefore, some 
taxpayers faced the prospect of taxes payable in 1944 which might 
exceed their current net income. 

Despite the fact that Congress had enacted the law making liquida- 
tion of a portion of 1942 taxes necessary, one analyzing the Hearings 
concludes that the Treasury might have removed one source of criti- 
cism** for its program if it had not asked for further increases in rates 
on incomes above $100,000 while “unforgiven” 1942 taxes were still 
being liquidated. 


a“ 


Opposition to Tax on Increase in Income 


One of the proposals of the Treasury that was best supported by — 
careful research was a negative proposal—not to impose a tax on the 
increase in individual incomes occurring during the war period.“ 
Failure of the Treasury to take full advantage of this study has already 
been pointed out. On the positive side, the study itself, even if only 
the summary is read, makes a convincing case for avoiding this type 
of tax. To quote briefly from the conclusions and from some of the 
supporting evidence: 


In time of war, when the demands for revenues are huge and the dangers 
of inflation are acute, a tax on increases in individual incomes has consider- 
able appeal. . . . Despite its attractions, the tax on wartime income increases 
is, on balance, undesirable. . . . The proposed tax is subject to serious ` 
disadvantages. (1) It would reduce incentives necessary for maximum war 


“Under Canadian laws, the beginning rate is 37 per cent on the first $500, 40 per cent 
on the next $500, and 44 per cent on the next $1,000. Under British laws, the beginning 
rate is 32.5 per cent on the first $660, then jumps to 50 per cent. 

“For reference to this discussion, see Appendix to this article. For reference to Con- 
gressional Hearings on this discussion, see footnote 6, p. 708. 

“ See footnote 31 for reference to the study. 
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production;** (2) it would discriminate unfairly against several groups of 
income recipients;*® and (3) it would be extremely difficult to administer.‘ 
Further, its attractions turn out to be more apparent than real. (1) It is 
very doubtful that persons with wartime increases in wage, salary, or farm 
income actually have greater ability to pay taxes than persons whose incomes 
do not increase.*® (2) The source of many wartime increases is not the war 
itself, but normal advancement or initial entrance into the ranks of income 
earners. (3) Increases which are directly due to the war may be offset by the 
inconveniences, higher occupational expenses, and economic risks involved 
in war jobs. (4) Temporary financial relief -for persons with stable incomes, 
to tide them over a difficult period, can be provided directly under the income 
tax by making post-war credit immediately available to them. (5) If ex- 
tensive exemptions were provided in the interests of equity, the base of the 
tax would be narrowed to a point where high rates would be needed to ob- 
tain a substantial withdrawal of spending power. 


Proposals to Aid Business in Reconversion 


Another constructive proposal of the Treasury that was supported 
by careful research was one relating to the adequacy of business funds 
for reconversion after the war,*® a problem naturally considered by 
business men to be of major importance.” It is not possible to sum- 
marize this extremely detailed study in a few words, but some of its 
main conclusions were that: (1) it is logical that post-war costs asso- 
ciated with the production of war income (like meeting the costs of 


* “By penalizing the very people to whom increased incomes are paid in order to secure 
the maximum war production.” 


“By placing an undue share of the tax on the income Increases of persons with no 
income or with abnormally low income in the base period, or even with comparatively 
low incomes both currently and in the base period.” 


“For only one of many reasons cited, “because taxpayers already burdened with com- 
plex compliance operations under the individual income tax would find it at best irritating 
and at worst impossible to reconstruct their base-period income.” 


‘ For one reason, “because the position of persons with wartime increases in incomes is 
a very exposed position, since these large wartime increases are likely to be followed by 
large post-war decreases” (ship-building, airplane construction, etc.). 

The remaining conclusions seem reasonably self-explanatory. 


* “Post-War Expenses Related to Wartime Income,” Treasury Department, Division of 
Tax Research. House Hearings, pp. 135-69. 


® In this connection, however, note the major conclusion reached by S. Morris Livingston 
and E. T. Weiler in the Survey of Current Business, Feb., 1944, in their article on “Can 
Business Finance the Transition?” They write: “It can be stated categorically at the out- 
set’ that existing statistical data are inadequate to analyze this problem in detail by type 
of industry and size of firm. However, the available information is sufficient to show the 
picture for business as a whole. From an examination of this material one must conclude 
that, if the settlement of war contracts is handled with reasonable promptness, business 
as a whole will have the funds to finance the transition and a sizable margin for expansion 
beyond pre-war levels of output.” 


~ 
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deferred .maintenance) should be charged against war income; (2) 
there is no way in advance to predict what these costs will be for any 
given corporation, and no reserve proposal yet brought forward has 
solved this problem; (3) existing tax laws provide a basis‘for charging 
post-war costs against war income. _ 

On the basis of these conclusions, the Treasury pointed out that ` 
existing law provides for a two-year carry-back of business losses and 
urged that the law be broadened to permit corporations, after they 
have incurred certain post-war expenses attributable to the war in- 
come, also to carry-back those expenses into the war years and reduce 
the war income by the amounts thereof. Taking into consideration the 
fact that the real post-war problem for-many corporations would be 
the need for adequate liquid assets, the Treasury then suggested that, 
since claims for tax refunds take time to audit and clear, a corporation 
be permitted to take a high proportion—75 per cent was suggested— 
of its anticipated refund from the carry-back, whether of losses or 
expenses, and apply it immediately against current tax liability for 
prior years’ operations, thus improving its cash position. The Treasury 
position was based on adequate research and it is to be regretted that 
the Congressional committees did not pay more attention to these 
excellent suggestions. 

V. Conclusion 


It must be said in explanation of the Treasury defeat on most major 
proposals that it faced a difficult situation in presenting its 1943 tax 
program. Before the Revenue Revision of 1943, the Congressional com- 
mittees on finance had lost most of their sympathy for Treasury tax 
proposals. Their attitude of opposition was especially noticeable during 
the prolonged “battles” of early 1943 over “tax forgiveness,” on which 
the Treasury position was regarded as unrealistic by many members of 
the committees." Beyond this was the growing hostility of Congress — 
to the Administration and to further tax increases." Given this un- 
favorable setting, it is understandable why the presentation of the 
program was unsuccessful in most respects. It is, nevertheless, unfor- 
tunate that the Treasury failed to present a program that might have 
contributed the most toward the ends which the Treasury said were 
most important. 


“See Appendix discussion, where it is stressed that Treasury opposition was not to 
current collection, but to cancellation of the bulk of tax liabilities, especially in the upper 
income brackets, during the period of transition to a current collection system. 

51a See the discussion of “Congressional Tax Policies in 1943” by Professor Newcomer in 
this issue of the Review, for an analysis of Congressional leadership (or the lack of it) 
during the same period as covered by this article. 
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APPENDIX 
Tue TREASURY AND “Pay-As-You-Go” TAXATION 


While enactment of the Current Tax Payments act in June, 1943, fol- 
lowed four months of heated discussion ine Congress,®? unduly postponed 
consideration of general revenue revision and involved an area of disagree- 


ment between the Treasury and Congress which was not resolved, the “strug- _ 


-gle” in retrospect is mainly of interest to the fiscal historian. Today, we 


have settled down to a “pay-as-you-go” system and have, in fact, recently. 


broadened it under the tax simplification act. It seems unlikely that, having 
once made the transition, we shall ever return to the old system whereby we 
were always one year behind in settling up accounts with the government 
< under the personal income tax. 

In retrospect, several things stand out relative to Treasury policy. First, 
` the Treasury recognized in 1941 that broadening of the income tax base 
‘to take in millions of additional taxpayers logically demanded a system 
whereby smaller income groups would pay income taxes on income as 
it was earned. At about that time, it began an exhaustive study of the existing 


methods of current collection in- three countries which were using it success- . 


fully—Canada, Great Britain and Australia—and had the results of that 
study ready to present to Congress. In November, 1941, it recommended a 
collection-at-source tax of 15 per cent to the Ways and Means Committee in 
-executive session. Again in the 1942 tax revisions, the Treasury recommended 
the adoption of collection-at-source for a substantial portion of the individual 
“income tax. For this leadership, the Treasury is to be commended. Much of 
its program to collect taxes currently was- adopted, and more recently its 
proposal to extend withholding to wages and salaries in excess of the first 
bracket of surtax net income ($2,000) was made part of the 1944 tax simplifi- 
cation act for wage-salary income up to $5,000. - 

In the matter of the transition from the former to the present way of pay- 
ing Income tax liability, however, the Treasury suffered a major defeat, both 
. With respect to its proposals and its prestige. The essence of the defeat it- 
self was that the Treasury did not want the bulk of tax liability on 1942 
incomes “forgiven” in the shift to a current collection system, whereas the 
act as finally adopted “forgave” substantially three-fourths of 1942 taxes 
for most.taxpayers (and all taxes if below $50). In the process, the Treas- 
~ ury was subject to much unwarranted accusation; especially from those who, 
favoring 100 per cent cancellation of 1942 taxes, contended that the Treasury 
failed to distinguish between “bookkeeping assets” and the process of con- 


tinuous tax collection which would continue no matter how the transition ' 


‘was handled. - 

Actually, the Treasury held no such views. In his very careful statement 
to the House committee, Mr. Paul said (in part) that the cancellation of 
all 1942 liabilities “need not involve either an increase or decrease the amount 


“From the time when hearings began on the bill before the House Ways and Means i 


: rte until the President signed the bill on June 10, 1943. \ 


. ~~ 


s 
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of money taken in by the Treasury in any given span of years, Each indi- 
vidual subject to taxation in 1942 has one year’s liability canceled, but he 
is at the same time required to pay another year’s liability sooner than he 
atharming would Todividiuale mhn warn nat taypaynre in 1947, hut whn hn Í 
come taxpayers subsequently, will be obliged to pay their liabilities one 
year sooner than under existing law. Individuals who die, or who cease re- 
ceiving an income, pay the Government one year’s less taxes, but by and large 
the money loss on their account is offset by the gain from new taxpayers who 
begin paying their taxes a year earlier.”°? 

On the other hand, the Treasury did prefer that the bulk of its 10 billion 
dollar “assets” in claims against individuals on 1942 income should not be 
canceled. For this it gave three reasons: (1) the unfortunate effect of full 
forgiveness on the distribution of the tax burden; (2) the excessive relief 
it would offer to taxpayers in a year of record national income; (3) the 
addition of forgiven taxes to inflationary pressure. The Treasury gave an ex- 
cellent presentation of its position on these objections to forgiveness.** Its 
position, however, was accepted by some elements in Congress and by other 
elements its arguments were outweighed by the conviction that ‘doubling 
up” in taxes should be avoided. The resultant compromise has already been 
noted. In general, the Treasury position was well thought out and presented. It 
is true, however, that the “hangover” of 124% per cent of 1942 tax liability 
to be paid both in 1944 and in 1945 created problems for the Treasury when 
its presented its tax program later in 1943, as has already been indicated. 
From this point of view, the Treasury might have gained more in the end 
by not resisting tax forgiveness so stoutly. 


"= House Hearings, p. 18. See footnote 6 for detailed description of the Hearings. 


“With respect. to these three points, it contended that (a) complete forgiveness of 
1942 taxes, urged as a means of adjusting payment methods to wartime tax rates, would 
benefit most those groups who have been asked to make the smallest relative addition to 
their tax payments to finance the war, that is, the upper income groups; (b) with 
revenue needs great, and national income at an all-time high in 1942, taxpayers col- 
lectively did not require full abatement of a year’s taxes, to which must be added the 
cases of many individuals whose 1942 incomes were peak incomes of their entire earning 
careers; (c) the many taxpayers who had already saved to meet their 1942 tax bills 
would increase immediate spending, secure in the knowledge that 1943 taxes could be 
paid out of 1943 income, with customary accrual of annual liability removed. TaS, of | 
course, is a very sketchy statement of the Treasury presentation. 


CONGRESSIONAL TAX POLICIES IN 1943 


By MABEL NEWCOMER* 


The economists’ interest in Congressional tax policies has grown 
with increasing participation of the academicians in policy determina- 
tion. The formulation of economically sound tax systems becomes a 
purely intellectual exercise if, in the end, the members of Congress fail 
to grasp the many technical problems involved; or if, whether they 
understand the fundamental issues or not, they are motivated by more 
_ immediate economic considerations—their own personal status or the 
special interests of their constituencies. 

Among the problems that confront the investigator in this field, 
three are obvious at the start. First, while the official documents, such 
as the public hearings and the Congressional Record, are voluminous, 
there are so many informal conferences that the real origin of the 
specific provisions in our revenue legislation cannot always be ascer- 
tained. Second, in view of party and sectional rivalries, it may well be 
“questioned whether there can be any unified and consistent tax policy. 
And third, the fact that Congress often accepts a substantial part of the 
tax program offered by the Treasury makes it difficult to differentiate 
Congressional policy from that of the executive branch of government. 
However, the 1943 Revenue act offers an unusual opportunity for 
analyzing Congressional tax policy. The first difficulty remains, but the 
second and third are minimized. The measure was approved after the 
President’s veto by a three-to-one vote in the House and a five-to-one 
vote in the Senate, with a majority of Democrats, as well as Republi- 
cans, voting for it in both houses. Thus party and sectional differences 
were less apparent than usual. Also, the break with the Treasury was 
exceptionally sharp. The 1943 Revenue act is Congress’s own creation. 
It is definitely not an administration measure. 


Tax Powers and Tax Leadership 


In the struggle for popular control of government the tax power has 
been one of the first objectives. And in democratic countries the repre- 
sentatives of the people have been vested with special authority in 
this. field. The Constitution of the United States specifically charges 
.Congress with the primary fiscal powers and responsibilities, and pro- 
* Miss Newcomer is professor of economics at Vassar College. She was also a member of 


the United States delegation at the Monetary Conference panes held at Bretton Woods, 
New Hampshire. 
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vides that “All Bills for raising Revenue shall originate in the House 
of Representatives. ...”’ The Senate may exercise its powers of amend- 
ment freely, however, even to the point of introducing completely new 
taxes. The Victory tax, sponsored by Senator George in 1942, is a 
recent instance of this. Also, the Senate may originate bills providing 
: new taxes if the taxes are incidental to the main purpose of the bill 
rather than for revenue. 

In spite of the unquestioned authority of Congress in this field, the 
executive branch of’ government may propose specific tax measures, 
and regularly does so. Congress has never shown the interest in initiat- 
ing internal tax measures that it has shown in initiating tariff legislation, 
and usually has to be prodded by the Secretary of the Treasury. The 
first internal tax passed by Congress, an excise on spirits, was proposed 
by Alexander Hamilton for the purpose of paying off the national 
debt. It became law in 1791 after long debate and considerable opposi- 
tion. When new taxes were needed for the War of 1812 it was Secretary 
Gallatin who proposed them to a reluctant Congress. 

The protective tariffs normally produced ample revenues in our early 
history, and there was little occasion for internal taxes until the Civil 
War. When the need arose, however, in 1861, it was Secretary Chase 
who initiated the new tax program with specific recommendations as to 
the amount and nature of the taxes to be levied. This time Congress 
responded willingly, and went much further than the Secretary of the 
Treasury’s timid suggestion. The Civil War tax program as a whole was 

the result of Congressional rather than Treasury leadership.’ 

' During the First World War the President and the Secretary of the 
Treasury took the initiative in proposing new tax legislation, and for 
the most part worked closely with the Ways and Means Committee 
on specific proposals. When budgets failed to balance in the closing 
years of Hoover’s administration, both the President and Secretary 
Mills made very specific recommendations to Congress for new tax 
revenues. 

In view of these developments it is surprising to find Congressman 
Reed of New York, a Republican member of the Ways and Means 
Committee, protesting in the course of the House debate on the 1943 
Revenue bill that “the Treasury has no business having a fixed tax 
program. It is the duty of the House of Representatives, under the 
Constitution, to originate revenue bills. The executive branch is merely 
supposed to administer the laws that Congress enacts. It is perfectly 
proper for the Secretary of the Treasury to make recommendations to 


* Article I, sec. 7. 


*See A. S. Bolles, Financial History of the United States (New York, 1879-86), for an 
account of early tax legislation. 
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Congress when ‘requested, but . . . it is improper for the Treasury to 
work out a tax program of its own and then insist that Congress 
enact it into law... .’” 

There seems to ‘be no historical basis for this position. Only the 
crises in our revenue history have been cited above, but very specific 
recommendations for changes in the tax system are to be found in 
almost any annual report of the Secretary of the Treasury. Neverthe- 
less, Congressman Reed’s comment reflects clearly the mood of a large 
number of the members of Congress in the later stages, at least, of 
the preparation of the tax bill. For many years Congress has been 
harassed by requests for new taxes that have come at increasingly fre- 
quent intervals and for ever mounting sums. For the past decade there 
has been at least one important revenue act each year, as compared _ 
with one in every two or three years—and those often for reductions in 
levies—in the preceding decade. Yields, which stood at less than 2 
billion dollars in 1933, had mounted to 7 billions before our entry into 
the war, and reached 42 billions in 1944 without any significant con- 
tribution from the 1943 act. 

It was to be expected, consequently, that the members of Congress 
would be disturbed by the President’s request, submitted in his 1944 
message (delivered in January, 1943),* for 16 billion dollars in new 
revenue. The approaching elections doubtless added to their distress. 
Even the substantial reduction—to 10.5 billions—in the Treasury 
program was not acceptable. The comment of Chairman Doughton of 
the Ways and Means Committee, immediately after the presentation 


‘of the Treasury program to this Committee, was: “I feel that the Sec- 


` 


retary’s program . . . calls for more tax, in the aggregate, than the 
taxpayers can reasonably bear at this time... .’* 

The rift between the legislative and the executive branches of govern- 
ment in matters of tax policy had been widening for some months 
earlier. The Treasury proposal for a spendings tax, in 1942, was re- 
jected by the Senate Finance Committee without serious consideration. 
The Committee undertook, however, to offer a substitute measure, the 
Victory tax, in order to bring the total of new levies up to the amount 
requested by the Treasury. The House bill had fallen short of the Presi- 


dent’s original request for 7 billion dollars by 700 millions, and far 
short of the Treasury’s later upward revision to 8.7 billions. The dis- 


pute over the extent of “forgiveness” under the Current Tax Payment 
act, in the early months of 1943; was bitter and prolonged, but some 


* Congressional Record, Vol. 89, p. 10034 (Nov. 24, 1943). 
‘President of the United States, Budget Message for the Fiscal Year Ending June 30, 
1944, 


‘New York Times, Oct. 5, 1943, p. 15. 


* # 
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s concessions were made to the Treasury’ S insistence. that the’ larger pail l 
ofthe taxes that would’ regularly have-been levied on both 1941 and“ 


-1942.incomes be retained. In the 1943 Revenue act, on the contrary, eo 


there ig little evidence of any concessions to administration wishes, 


- unless the passage of any revenue measure at all may be so construed. 


Certainly the final act was not acceptable to the administration. Presi- 


dent Roosevelt characterizes it, in his veto message, as a “small piece © > 
_ of crust” containing “many extraneous and inedible materials.” | 
~ The 1943 Revenue act has the distinction of being the first internal - 


revenue measure to have received a. Presidential veto. Specific schedules 


for tariff revision have occasionally been vetoed, and President Tyler |` 


- measures.® Respect for Congressional authority in this field has proba-"*, 


f 


-bly been responsible, at least in part, for Presidential acceptance of tax 


measures in the past; and the fact that the veto was overridden by an ` 


overwhelming majority in both houses is, in some measure, attributable ’ va 


to resentment of executive interference in what the enber ‘of Con- 


gress regard as their special province. Senator Barkley, majority leader 


of the Senate, resigned in protest, and Chairman Doughton and Repre- . 


question whether the taxing power shall continue to be exercised by 
the duly elected representatives of the American people, or whether ` 
such power is to be surrendered and turned over to, or be dictated `. 
by, a small group of irresponsible theorists in the Treasury Departinent ` 
who advise the President on taxation and who seem to have lost pä- . 
tience with constitutional government by law and who favor govern. 
ment by executive decree.” 

Under these circumstances it is clear that Congress did not Yean . 


j heavily on Treasury recommendations for the 1943 Revenue act.. 
Where then did it turn for advice? To answer this question it is uoo S 


sary to outline briefly the procedure followed in enacting the 1943 
revenue measure. 


Revenue Act of 1943:-Procedure ae a 


" ‘vetoed two general tariff bills, but these were not primarily- revenýe .: : 


> 


. 
ae. 


™ 


_ ‘sentative Knutson, Republican member of the Ways and Means Com:"*- -Y 
smitteé, ‘issued the statement that: “The President’s veto of the revenue - 
bill: places ‘squarely before the Congress and the American peopleé- the . 


Formal proceedings began with hearings before the Ways and Means .. - 


Committee of the House, beginning October 4. The first witness, in ac- . 


cordance with well- established custom, was.the Secretary of the Treas- 
ury. The program he presented had already. been made public in tenta- 


- °D, T. Selko, The Federal Financial System Ce ae Brookings Inst., 1940), pp- 


-- 152-158. 


"New York Times, Feb. 24, 1944, p. 12. 


~~ 
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tive form, and had been the subject of conferences between members 
of Congress and the Secretary of Treasury. Moreover, some members 
of Congress had already expressed their views that the total of 10.5 
billion dollars recommended was much too high, and Republican mem- 
bers were reported to be at work on a 5 billion-dollar tax bill.® 

Some of the members of the Ways and Means Committee had started 
work on the new revenue measure at least a month before the hearings 
started, and the staff of the Joint Committee on Internal Revenue 
Taxation, which is charged with advising and preparing memoranda 


‘for both the House and the Senate committees, had been instructed 


to prepare alternative measures early in July.® Consequently, the Com- 
mittee had a substantial backlog of information at its disposal when 
the hearings started. Some members doubtless had reached fairly defi- 
nite conclusions concerning the Treasury recommendations before they 
were formally made. 

The 1943 hearings continued for fourteen days. Considerably more 
than one hundred witnesses were heard, and a large number of letters, 
briefs, and other documents were submitted. As usual, most of the 
witnesses represented trade associations or other organized groups, 
and they ordinarily testified against some measure, either in effect or in 
prospect, that was opposed to their special interests. Most of the 
criticism was directed against the Treasury program, since this com- 
prised the only definite recommendations under consideration. The 
“average citizen” rarely appears at these hearings, and there is no 
certainty that the unorganized and less articulate interests will be 
heard at all. However, this year the CIO produced some twenty-five 
witnesses, and filled an entire day of hearings, so that the organized 
common man, at least, raised his voice. 

The usual plea was for a reduction of existing or proposed taxes. 
Occasionally, when pressed by some members of the Committee to 
offer a substitute for the tax that the witness was opposing, a positive 
recommendation would be made. Congressman Robertson, persistent 
advocate of a general sales tax, frequently succeeded in getting wit- 
nesses to approve such a tax as a lesser evil.” In a few instances com- 
prehensive tax programs were offered by organizations. This was true 
for the Chamber of Commerce of the United States, the Chamber of 
Commerce of the State of New York, the CIO, and the National Law- 
yers Guild.” 

New York Times, Oct. 2, 1943, p. 1. 

” Taxes, August 1943, p. 444. 

0 See, e.g, U. S. Congress, House Committee on Ways and Means. Revenue Revision of 
1943, Hearings, 78th Congress, 1st sess. (1943), pp. 826, 877. 

“UJ, S, Congress, Senate Committee on Finance. Revenue Act of 1943, Hearings, 78th 


Congress, 1st sess., H.R.3687 (1944), pp. 238-43; 602-43, 854-69. Ways and Means Com- 
mittee Hearings, op. cit., pp. 910-17. 
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-` Chairman -Doughton was in regular attetidance. The burden of the oe 
questioning was carried by him and ten other members who attended 

half or more of the sessions. The other fourteen members participated 

little or not.at all. Many of the witnesses were not questioned. , 

After the public hearings closed the Committee considered the vari- 
ous proposals, including alternative measures prepared by the staff of - 
the Joint Committee on Internal Revenue Taxation, in executive ses- 
sion. The fact that Treasury officials were excluded from the Commit- 
tee meetings when the Joint Committee staff plan was laid before it 
was a matter for newspaper comment.’ The only information con- 
cerning the action of these sessions that was made public was thatywhich - 
committee members chose to report to the newspapermen’ after each’ 

_ session. The more important decisions were reported from day to ia 
‘including frequent reversals of judgment. In the case of the sales tax 
vote, Doughton reported the number of affirmative and negative votes, | 
but refused to reveal the names of the individuals voting for “and nes 
against the measure. These executive sessions are attended by the full 
committee.” . 

Under House Resolution 360, House action was severely limited.“ -. 
` No amendments to the bill presented by the Ways and Means Com- ~ 
mittee could be made except amendments offered by direction of the: 
Committee itself, and only two days were allotted for debate. Actually, , 
the debate was concluded i in a single day, and no amendment of conse- 
quence was made.” The bill (H.R.3687) sent to the Senate was entirely 
the creation of the Ways and Means Committee. 

Senate Finance Committee hearings were held on eight different, 
days. Again the Secretary of the Treasury was the first witness and 
he repeated the Treasury recommendations. The total number of. wit- 
nesses was substantially greater than that appearing before the House 
Committee, and most were new. This time criticisms were directed at 
the House bill rather than at the Treasury program, although the latter | 
received a fair share of attention. The time allotted each witness was: , ` 


m 


* According to the New York Times this was “an almost bead action” (Ort 
23, 1943, p. 24). The matter was commented on again in connection with rumors of Ran- 
dolph Paul’s resignation. (New York Times, Oct. 31, 1943, p. 42.) It is one Sorpandi agon pey 
that Congress was not interested in Treasury guidance. 

* Prior to 1924, minority members were excluded from these sessions. 

4 Congressional Record, Vol. 89, p. 10019 (Nov. 24, 1943). It is interesting to note in 
this connection that Philip Murray, President of the CIO, specifically recommended in his ` 
testimony before the Ways and Means Committee that the procedure commonly followed, 
restricting debate on the floor of the House on tax measures, be abandoned. “Certainly in 
our democracy the people are entitled to know the views of their elected representatives in 
Congress in ats to each of the vital issues that are covered or not covered by the proposed 
tax legislation . . .” (Ways and Means Committee Hearings, op. cit., p. 916): 

* A single “clarifying” amendment was offered by Chairman Douglkton. (Congressional 
Record, Vol. 89, p. 10073 [Nov. 24, 1943].). ) i 
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s 


much shorter than for the ‘earlier hearings, and questions’ were few. 
Most of the members of the Committee were in fairly regular at- 
tendance, although the Chairman, Senator George, was prevented by | 
- illness from attending all the sessions. 
The measure finally -reported back to the Senate was materially 


» 


TABLE I.—ESTIMATED INCREASES IN REVENUE RESULTING FROM THE 1943 REVENUE ACT 
AND THE TREASURY, HOUSE, AND SENATE PROGRAMS® 


(In billions of dollars) 


Taxes T easury? ae Paar Be of 

rogram 1 1 1943 

Personal income and Victory 6.53 .15 67 .67 

Corporation income and excess profits - 1.14 62 „50 .50 
Estate and gift .40 — = — 

Excises 2.50 1.20 1.01 1.02 

Postal rates — .17 .10 10 

Total 10.57 2.14 2.28 2.29 

_ Less payroll tax loss _ — 1.10 1.10 

Net increase 10.57 2.14 1.18 1.19 

Details of Excise Estimates 

. Liquor 76 46 45 45 
Tobacco 48 — == — 

Amusements 45 32 .20 20 

Transportation: persons 21 07 07 07 
Transportation: freight ~ 17 — — = 

’ Communications 08 .10 10 . .10 

Manufacturers’ excises . .Q2 OL .02 

Retail excises 33 23 18 18 
“Soft drinks, candy, chewing gum 36 — — -— 

" 2.50 | 1.20 1.01 1.02 


- A These estimates have varied, both as a result of revisions, as new evidence was found, 
and as a result of differences of opinion between the Treasury and Congressional staffs. Presi- 
dent Roosevelt, in his veto message, set the net total increase at less than one billion dollars. 
The figures in the table represent estimates accepted by the Treasury and Congress, respec- 
tively, for their own programs. 

b U. S. Congress, House Committee on Ways and Means, Revenue Revision of 1943, Hear- 


ings, 78th Cong., Ist sess. (1943), pp. 75-76. 
Lo 8 perce Record, Vol. 90, p. 89 (Jan. 12, 1944). 


different from that received from the Houe and deviated even further 
from the original Treasury program. The more important changes 
were the restoration of the Victory tax (with a consequent increase in 
yield from this and the individual income tax combined of approxi- 
~ mately half a billion dollars), and substantial reductions in the taxes 
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. “on e excises, and postal rates. isa ‘The total estimated yield“, 
„did not differ materially from that of the House bill? is 


, Senate debate'was more leisurely than that in the House, but changes 7 
. were relatively few and unimportant. After being passed by the Senate ` 
the bill, according to regular procedure, was referred to a joint com- - 
_ mittee composed-of the chairmen and ranking members of both parties ` 
in the two committees. The final measure resembles that approved by 
the Senate more closely than that originally approved by the House... ` 
' The principal differences are noted in connection with the discussion | 


-— q 
cae Ë l 
~ oy 
+ 


of individual taxes. Comparatively few traces of the Treasury program‘ ; 


are to be found. The estimates of increased revenues are given in _ 


Table I. It is apparent that each revision was downward. Congress was we 


“never convinced of the need for 10.5 billion dollars and was unwilling. 
_ to face the consequences of heavy additional levies. 


” 


7 Revenue Act of 1943: Analysis 
Revenue Increases 


- 


There were several reasons, aside from coming elections, why Con- 


gress questioned the specific sum urged by the Treasury. The Presi- ~ 
dent’s original request for 16 billion dollars had been revised downward .. 
between the President’s budget message and the formal presentation 


of the Treasury program for no very convincing reason. Also, the a 
` amount requested bore no close relationship either to the estimates of 


the inflationary gap (concerning which, too, there was disagreement) 
or to the Treasury estimate of taxpaying ability. Both of these pointed — 
to a higher figure. On the other hand, there was some evidence that 
expenditures would not reach budget estimates. This suggested a lower 
figure. Consequently, the sum of 10.5 billions seemed arbitrary. A 
few billions more or less could be defended just as well. - 


- 


Origin of Specific Provisions . 


t 


_ Personal income tax. In dealing with detailed provisions of. the 1943 ` es 
Revenue act no attempt has been made to find all the sdurces that: - 


might have influenced Congress. Disagreements between the House 
` and the Senate, however, have been indicated, and resemblances and 


Ea 


aea 


-differences between the final act and three fairly complete programs ~~ 
that had been presented to Congress are noted. The programs in ques- ~ ~ 


tion are those of the Treasury, the CIO, and the Chamber of Commerce. ` 
of the United States. The two latter were chosen’ because they wère 
specificand represented sharply contrasting viewpoints. . | 

wa The restoration of the Victory tax, however, was made on the e of-the ` 


Treasury, which regarded it as less aE econ than a minimum tax from an administra- 
tive point of view. . 


Ea 
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For the personal income tax, the only recommendation of the Treas- 
ury that was accepted was the repeal of the earned income credit. The 
Treasury had recommended, in addition, repeal of the Victory tax 
accompanied by a reduction in personal exemptions for márried per- 
sons and dependents, and an increase in surtax rates. 

The result would have been to decrease taxes on low-income groups 
and increase them substantially on high-income groups. The total esti- 
mated increase in revenue from these changes was very large—more 
than half of the 10.5 billion-dollar program. Congress was not con- 
vinced, as indicated above, of the necessity for such revenues; nor was 
it convinced of the desirability of shifting the burden from the low- 
income to the high-income groups. Secretary Morgenthau’s figures 
showing that 80 per cent of total income was in the under-$5,000 
brackets were quoted repeatedly by the opponents of the Treasury 
program to prove that, if inflation was to be checked, the bulk of the 
increase should come from the low-income groups.’* And the fact that 
in 1944 and 1945 income taxpayers would have the additional burden 
of the unforgiven 25 per cent of the 1942 tax was urged as an objection 
to any increase in the upper brackets. Figures showing taxes in excess of 
income (the current federal tax, plus the 12% per cent of the 1942 
federal tax, and the New York State income tax) were cited in support 
of this.” The probability that some provision for the 1942 tax had 
been made from 1942 income among the high-income groups was not 
considered. 

Actually, Congressional sympathies were with the “middle class.” 
This was never clearly defined but often mentioned. Representatives 
Reed and Robertson, in particular, frequently expressed concern about 
the destruction of this “backbone” of the nation.*® 

The Ways and Means Committee proposed repeal of the Victory tax, 
but with the substitution of a 3 per cent minimum tax on incomes in 

7 The 80 per cent referred to was on incomes under $5,000 and the Treasury proposed 
increases in taxes on incomes of $1,200 (or $1,800 for a married person with two depend- 
ents), if the automatic increase in the Social Security tax, which was assumed by the 
Treasury, is taken into account. (Ways and Means Committee Hearings, op. cit., pp. 80- 
83.) The proportion of the national income in the hands of those actually receiving reductions 
in taxes urider the Treasury program may not have exceeded one-third, and was clearly 
under 40 per cent. This point has been emphasized by Professor Allen. (See his article 
elsewhere in this Review, especially Table III, and discussion, p. 716.) If only the increase 
in the income tax is considered, the group under $5,000 would have paid only a little over 
half of the increases. If the automatic increase in the payroll tax, which the Treasury 
approved, is added, 60 per cent of the total increase falls on the under-$5,000 incomes. 

See e.g., comments by Congressman Knutson, Congressional Récord, Vol. 89, p. 10020 
(Nov, 24, 1943), and Senator George, Congressional Record, Vol. 90, p. 94 (Jan. 12, 1944), 
and Chairman Doughton, New York Times, Oct. 5, 1943, p. 15. 

“See e.g., Congressional Record, Vol. 89, p. 10033 (Nov. 24, 1943). New York Times, 
Oct. 20, 1943, p. 1. 


é 


> ~ k : 
h — = 
Me zZ e 2 4 f f; * 


1944] . NEWCOMER: "CONGRESSIONAL TAX POLICIES IN 1943 as 743 


excess of $700 for heads of families, $500 for single persons, and $100. 
for dependents. They also made Some changes in tax rates, but the net”. `` 


result.in increased revenues would have been negligible. “The Senate 


version, which was finally accepted, was more lucrative since it re-. 
_ tained the Victory tax. The increased revenue came largely from thé 
abolition of the earned-income exemption. Minor changes, introduced ^ 

by the House Committee, were (1) a special $500 exemption for the .- 


blind (Sec. 115), which had been requested by the American Founda- 
tion for the Blind, (2) a restriction on deductible losses for individuals 


whose losses from business have continued for five consecutive years’ 


(Sec. 129),*°° (3) the specific-provision that the income of a trust 


cannot be taxed to the grantor under certain conditions (Sec. 134), 


proposed by the Chamber of Commerce of the United States,” 


and (4) provision for the filing of returns by labor unions and codpera- 


tives: (Sec. 117). The Senate added the exemption of mustering-out 
pay (Sec 109). 
The resulting legislation was in ‘the mainin accord with the recom- 


mendations of the Chamber of Commerce of the United States. In ° 
addition to the specific recommendation cited above, they had urged ` 
that no increase be made in surtax rates and that the Victory tax be ` 


retained unless it was to be replaced by a general sales tax. It was 
not In line with the CIO program, which asked for repeal of the 
Victory tax, increased exemptions, and higher surtaxes. Also, the a 
definitely opposed the filing of returns by labor unions. - 


Corporation taxes and renegotiation. Most of the witnesses at te 


public hearings were concerned with business taxes—both the cor- 


poration levies and the ‘excises. Their influence is apparent in the - 


corporation tax revision. The increases made in the corporation taxes 
were the increase in the excess profits rate from 90 to 95 per cent 


r 
a 


(Sec. 202), and a reduction in the invested capital base, by one per- 


cent, between 5 and 200 million dollars (Sec. 205). These changes - 


originated with the Ways and Means Committee, except that the 


Senate modified their recommendation with regard to reduction in the ° 


invested capital base for corporations with investment in excess of 200 


ay 


million dollars. The Chamber of Commerce of the United States had _ 


urged no increases at all, and had specifically opposed both the in- 
creased excess profits tax rate and the reduction in the rate of return 


on invested capital.“ The CIO, on the other hand, had urged much 


This was referred to as the “Marshall Field amendment,” although it was pointed out 
that his enterprises were incorporated and thus not affected. 

= This was designed to nullify the effect of the decision in the case of Helvering v. Stuart 
(317 U.S. 154). 

71 Senate Hearings, op. cit., pp. 609-610. 
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more drastic reductions in the rate of return on invested capital. The 
increases in corporation income tax rates requested by the Treasury and 
endorsed by the CIO were disregarded; and at the other extreme, the 
Chamber of Commerce recommendation for the exemption of a maxi- 
mum of 10 per cent of a corporation’s income if this were invested in 
non-negotiable, noninterest-bearing government bonds until the end of 
the war,” was likewise disregarded. The increase in estimated revenue 
from these changes was less than half that expected under the Treasury 
program. Much of the effect of the increased excess profits tax rate was 
nullified by the failure to accompany it by an increase in the over-all 
80 per cent limit. Also, other amendments tended to reduce tax liabili- 
ties for many corporations, 

Among the reductions was the increase of the specific exemption for 
the excess profits tax from $5,000 to $10,000 (Sec. 204). Such an in- 
crease had been urged by a large number of witnesses at the hearings 
and it appears in the Ways and Means Committee measure. In addition, 
there were new “loopholes.” 

The question of “Inapholes” is of particular interest. in view of the 
President’s veto message, in which he charged that “The bill is replete 
with provisions which not only afford indefensible special privileges to 
favored groups but sets dangerous precedents for the future. This 
tendency toward the embodiment of special privileges in our legisla- 
tion is in itself sufficiently dangerous to counterbalance the loss of a 
very inadequate sum in additional revenues.” 

The suggestion to plug the three loopholes stressed hy the Treasury 
program of 1942: tax-exempt securities, percentage depletion, and 
separate returns by married persons, did not reappear in the 1943 
Treasury program, presumably because it was considered useless to 
raise this issue so shortly after the 1942 defeat.” Nor were there 
any suggestions in the formal recommendations of Secretary Morgen- 
thau for the closing of other loopholes. The Ways and Means Com- 
“mittee took the initiative in closing one loophole, and in accordance 
with their recommendation the final act provides (Sec. 129) that cor- 
porations acquiring the stock of other corporations (with little or no 
income) in order to increase the invested capital base on which their 
excess profits tax will be computed, and thus to reduce their tax liabil- 
ity, may not count such acquired capitalization in the invested capital 
base. This provision has been made retroactive to October 8, 1940." 


2 Ways and Means Committee Hearings, op. cit., p. 680. 

2 The closing of these loopholes was recommended, however, by the CIO program and 
that of the National Lawyers Guild (Ways and Means Committee Hearings, op. cil, pp. 
217, 915). 

** This provision received the approval of the Treasury. Randolph Paul stated that “The 
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No recommendation to this effect has been found in the House Com- 


mittee’s hearings, and the only explanation offered by Chairman Dough- ` 


_ ton on the floor of the House was that this is “an obvious loophole called 
to the attention of the committee. . . .””° However, this form of tax 
avoidance had received much publicity. 


It should be noted to the credit’of both committees that they turned. | 


deaf ears to many requests for increased reserves, increased deprecia- 


tion allowances, and other devices for reducing corporation tax liabili- . 


ties, N evertheless, the list of special privileges cited by President Roose- 
velt i in his veto message is long. 


The one listed first is the privilege granted corporations reorganized- 


in bankruptcy to include in invested capital the valuation belonging to 
stockholders who may have been squeezed out in reorganization (Sec. 
121). This measure was urged by the Chamber of Commerce of the 
United States before both the House and Senate committees. It does 
¿not appear in the House bill, but was added by the Senate. 

The second loophole cited in the President’s message is the extension. 
of percentage depletion allowances to a larger number of strategic 
minerals (Sec. 124). The 1942 Revenue act had extended depletion 


allowances to coal and a number of minerals, and it might have been - 


difficult to defend the allowance for one mineral and not another. Cer-. 
tainly none of the minerals for which this privilege was asked seem to 
have been overlooked, even though for some, according to President 


Roosevelt, “the War Production Board refused to certify that current ` 


output’ was inadequate for war needs.” This amendment originated with 


the House bill. It conforms with the requests of the American Mining s 7 


Congress as they appear in the Senate hearings.” This organization 


did not send representatives to the public hearings of the Ways and . 


Means Committee, however. Mr. Paul, in his testimony before the Sen- 
ate Committee, stated that the Treasury concurred in the special .deple- 
tion allowance, for the period of the war, for fluorspar, flake graphite, 
sheet mica, and beryl, but questioned it for vermiculate, feldspar, 
lepidolite, spodumene, and potash.” The Senate Committee, far from 
heeding the Treasury criticism, added to this loophole by exempting 
- potash from the limitation that percentage depletion for the minerals 


“~ 


listed shall terminate with the end of the war (Sec. 124 (e) ). This . 


was specifically requested by the Potash Company of America and the 


Treasury believes with the House that the amendment is a significant part of an equitable 
tax structure and that it is well adapted to accomplish its purpose” (Senate Hearings, op. 
cit., p. 46). 

5 Congressional Record, Vol. 89, p. 10025 (Nov. 24, 1943). 

“8 Op, cit., pp. 527-29, 

* Ibid., p. 66. 
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amendment was proposed by Senator Hatch from the Potash Com- 
` pany’s home state of New Mexico. There can be no defense for this 
special concession on the ground of war needs, and there would seem to 
be no reason, from the point of view of equity, for favoring potash as 
against the other minerals. Senator George commented on the floor of 
the Senate when an amendment was offered to add barite to the-list 
that he thought its claims were as good as the rest, but he made it 
clear that he had misgivings concerning all of them. He said: “There 
has been opposition by many members of the committee to the inclusion 
of certain minerals in the provision with respect to the depletion allow- 
_ ance. It is questionable whether the policy on which we have embarked 
is sound, but the House has included several new metals and min- 
CTAIS: beg 

The third loophole cited by the President is the permission granted 
to the lumber industry to treat income from the cutting of timber as a 
capital gain (Sec. 127). This privilege was requested by the Forest 
Industries Committee? and a number of other witnesses. It appears 
first in the Senate amendments to the House bill. 

The fourth loophole named is the extension of the excess profits tax 
exemption granted to excess output for certain timber’ and mineral 
properties to natural gas pipe lines (Sec. 208). This measure appears 
in the House bill and was criticized by Mr. Paul during the Senate 
hearings, on the ground that this exemption was designed to protect the 
owners of depletable resources and that pipe-line property does not 
fall within that category. In fact, many of the companies concerned 
merely transport natural gas and do not produce it." 

The final loophole mentioned is the extension of the tax subsidy to 
commercial air lines on their air-mail contracts (Sec. 209). 

It is clear from the evidence cited above that both the House and the 
Senate contributed to these loopholes, and that they were added in re- 
sponse to specific requests from the industries most concerned. It is 
apparent, also, that the members of the two committees were not 
unanimous in supporting these measures, and that they yielded to urg- 
ing from members whose own constituencies were interested. Sectional 
influences were important. 


Relaxation of renegotiation requirements was demanded by business 
interests along with tax reduction; but the war contracts renegotiation 
provisions had quite a different history. The tax bill agreed upon by the 


2 Ibid., p. 366. 

” Congressional Record, Vol. 90, p. 198 (Jan. 14, 1944). 

Ways and Means Committee Hearings, op. cit., p. 795; Senate Hearings, op. cit., p. 660. 
* Senate Hearings, op. cit., p. 68. 
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` Ways and Means Committee contained extensive provisions for modify- 
-ing renegotiation procedure. The general argument advanced for the 
change was the uncertainty and unfairness of existing procedure,. and 
- the fact.that the 95 per cent excess profits tax would recapture any 


unnecessary profits. The Senate Committee amended the House bill to 


liberalize the provisions of the renegotiation amendment still further, __ 


among other things exempting “standard commercial articles” and sub- 
contracts for articles that do not go into the delivered product, such as 


machine tools. It also made this provision retroactive, and provided for -~ 


court review. 
The administration objected strongly to most of these provisions, 


pointing out that the high excess profits tax was not adequate protec- ` 


tion in some instances and that large revenues were at stake.” The 
administration finally obtained most of the modifications it asked before 


the bill was passed. This part of the bill, alone, was essentially a victory: 


for the administration. 


_ There was little discussion of possible modifications of renegotiation . 
procedure in the Ways and Means Committee Hearings, but. the 


Senate was faced with a series of witnesses from large corporations, 


chambers of commerce, and various trade organizations, asking for 
modifications or outright repeal. Mr. Alvord of the Chamber of Com- 


merce of the United States demanded repeal.** 


Special sales taxes. Special sales taxes in thé Treasury program were — 


designed to produce 2.5 billion dollars, or approximately one-fourth 


of the total increase in revenues. These were cut to less than half by 
_Congressional action, but the smaller yield is approximately half of the 


increases provided in the final act. Details of the rates and estimated 
yields of the various excises are shown in Tables I and II. 


The largest single reduction from the Treasury program came from 
- failure to make increases in taxes on tobacco products. Chdirman 


Doughton objected to such increases on the first day of the hearings. 
His home state, North Carolina, manufactures about half of the do- 
mestic output of cigarettes, and regularly protests the high cigarette 
taxes. It is not surprising, therefore, to find him commenting: “I could 


not start to explain to the tobacco grower and the tobacco consumer. 


why there should be a 43 per cent increase on cigarettes when there 
is no tax to start with on soft drinks and a proposed tax of only 20 
per cent. You know, we have to live with the people back home... .’* 
A number of witnesses—representing the growers, for the most part— 


3? See e.g., Under-Secretary Patterson’s statement (New York Times, Dec. 30, 1943, p. 16), 
and President Roosevelt’s budget message for 1945; also, Secretary Morgenthau’s statement 
(New York Times, Dec. 21, 1943, p. 1). 


= Senate Hearings, op. cit., p. 612. 
* Ways and Means Committee Hearings, op. cit, p. 199. : 
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TABLE II.—Excisz RATES IN 1943 REVENUE ACT COMPARED WITH THOSE IN 
TREASURY PROGRAM AND HOUSE AND SENATE BILLS 








1942 Treasury | House Senate | Revenue 


Tax Base Rate | Program | Bill | Bill | Act—1943 
“ Distilled spirits (gal.) $ 6 $10 $9 $9 $9 
Drawback (gal.) $ 3.75 $7 $5 $6 $6 
Beer (bbl.) $7 $10 “| $8 $ 8 $8 
Still wines (gal.) 104, 40¢, $1 50¢, $1, $2 /15¢, 604, $2/15¢, 60¢, $2/15¢, 60¢, $2 
Sparkling wines (4 pt.) 5¢,10¢ | 10¢,20¢ | 10¢,15¢ | 10¢, 15¢ 10¢, 15¢ 
Cigarettes (per 1000) $ 3.50 $5 No change No done No change 
~ . Cigars (per 1000) $2 .50—20 |$12.50—40| No change | No change | No change 
“Tobacco (lb.) 18¢ 34¢ No change | No change’ No change 
General admissions 10% 30% 20% 20% 20%" 
Cabarets, roof gardens 5% 30% 30% 30% 30% 
Lease of boxes or seats 11% No change] -20% 20% 20% 
-Dues or membership fees - 11% 20% 20% - 20% 20% 
Billard & poo! (table) l $10 $20 $20 $20 $20 
Bowling (alley or charge) $10 20% 20% $20 $20 
Pari-mutuel None None 5% None None 
Jewelry (retail price) 10% 30% 20% 20% 20% 
Furs (retail price) 10% 25% 25% 20% 20% 
Toilet preparations (retail) 10% 25% 25% 20% 20% 
Soft drinks: bottled (retail) None 20% None None None 
Syrup (gal.) - None $ ií None None None 
Unbottled gas (Ib.) None 25¢ None None None 
Candy & chewing gum: (pkge. J $ 
5¢-15¢ retail (per 5¢) None i¢ None None None 
Over 15¢ retail (mfr. price) None 35% None None None 
Electric light bulbs and tubes 
(mfr. price) 5% |Nochange] 25% » 15% 20% 
Luggage (mfr. price) 10% = jNochange| 25% 15% 20% 
Local telephone service 10% 15% 15% 15% 15% 
Long distance telephone 20% iNochange| 25% 25% 25% 
Dom. telegraph, cable, radio 15% 20% 25% 25% 25% 
Internatl. telegraph, cable, radio} 10% | No change 15%  |Nochange| No change 
Leased wires 15% No change 20% 25% 25% 
Wire & equipment service 5% | No change 7% 8% 8% 
Transportation: property 3% Repeal | Nochange | No change | No change 
Transportation: persons 10% 25% 15% 15% 15% 





a The Senate bill and Revenue act differed from the House bill in making the rate 1¢ on 5¢ 
instead of 2¢ on 10¢, thus reducing the tax for low admissions. 


| appeared at the Ways and Means Committee hearings to protest in- 
creases in the tobacco taxes, and no increases SRU in the House 
-bill. 

The proposed taxes on soft drinks, chewing gum, and candy -were 
also ignored by the House. It has been suggested that the real opposition 
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..to the tax on soft drinks came from Senator George, 3 but if so the Ways 


and Means Committee acceded to his wishes in advance, for no such . 


levy appears in the House bill. Public protests against these taxes came 
from the American Bottlers of Carbonated Beverages, the National 


Confectioners’ Association, and the National Association of Chewing 


$ 


Gum Manufacturers.* The omission of these levies reduced so more ` 


the potential new revenues from éxcises. 
In the field of amusement taxes, Congress accepted a large part of 


the proposed Treasury increases, in spite of opposition from a large 


number of trade associations representing the motion-picture industry, 
the legitimate theatre, the opera, the circus, and buwling and billiards. 
The Ways and Means Committee originally accepted the 30 per cent 
rate proposed on general admissions, but reduced it later to 20 per 
cent.” Moreover, the House committee introduced a 5 per cent pari- 
mutuel tax, first proposed by the staff of the Joint Committee. This was 


vigorously opposed during the Senate hearings, however, largely by ` 


state officials who protested another federal invasion of the state tax 
domain. It was dropped from the final measure.* _~ 


Liquor taxes were increased materially (although not to the point 


requested by the Treasury), in spite of well organized opposition from 
the trade associations and individual distillers. The House committee 
originally accepted the Treasury recommendation for the $10 tax on 
distilled spirits, reduced it to $8 when the danger of bootlegging was 
urged, restored it later to $10, and finally compromised at $9, where 


it stayed, even though the Senate committee reopened the hearings on 


December 15 for the benefit of the distillers.*° Fear of bootlegging 
rather than consideration for the distillers seems to have been re- 
sponsible for the reductions from the levels proposed by the Treasury, 
although Senator Barkley, at least, was sympathetic with the distilling 
interests.*° 

The taxes on furs, jewelry, toilet preparations, and the tax on ‘trans- 
portation of persons, had a similar history. They were sharply protested 
by the trade interests, and were ultimately increased, but not to the 
levels that had been proposed. The Treasury increase was accepted 

On the assumption that he favors Georgia’s Coca-Cola interests. See.e.g., H. Fuller, 
“Wanted: More Taxes,” New Republic, Oct. 18, 1943, p. 513. 

Ways and Means Committee Hearings, of. cit., pp. 875, 1014, 1575. 

"New York Times, Oct. 27, 1943, p. 13; Nov. 2, 1943, p. 1. 

* Senator Barkley of Kentucky was the most outspoken opponent on the Senate com- 


mittee, The states of Florida, Massachusetts, and New York sent officials to protest at the 


Senate hearings. 


.” New York Times, Oct. 27, 1943, p. 1; Oct. 28, 1943, p. 25; Nov. 9, 1943, p. 1; Nov. 12, 
1943, p. 38; Dec. 16, 1943, p. 20. 


© See e.g., Senate Hearings, op. cit., pp. 643 f. 
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for local telephone service. For other communications Congress made 
increases that had not appeared in the Treasury program. Congress also 
added taxes on luggage and on electric lamps, and failed to repeal the. 
freight transportation tax. 

Incréases in postal rates were initiated by Congress, as suggested by 
the staff of the Joint Committee. These recommendations were accepted 
for the most part by the Ways and Means Committee, in spite of pro- 
tests from the Postmaster General, mail order houses, advertising in- 
terests, and others. The Senate Committee dropped the proposed in- 
- creases for third class mail, but approved the others. 

Considering the special sales tax program as a whole, it is apparent 
that the Treasury recommendations had some influence, although fewer 
traces of its program are to be found in the final ‘act than in the House 
bill. For the most part, the increases were on items selected by the 
Treasury, but the rates were not as high. The more important new 
taxes proposed by the staff of the Joint Committee—levies on soap 
and toothpaste, an increase in the gasoline tax, and the pari-mutuel tax 
——were not approved. Congress was not eager to assume full responsi- 
bility for new taxes. Nevertheless, it showed more courage in levying 
this type of tax than in levying increased corporation and individual 
income taxes. The difference in attitude seems to lie-in a real conviction 
that the people with small incomes are not bearing their full share of 
_ taxes, whether from the point of view of equity, or of the need for 
checking inflation. 

Other measures. Congress did not, however, go so far as to consider 
seriously a general sales tax. A large number of witnesses favored such a 
tax, including those from the Chamber of Commerce of the United 
States. They did not urge such a levy, but rather accepted it as a 
lesser evil. It had a strong advocate on the Ways and Means Commit- 
tee, Congressman Robertson, who urged it on every possible occasion. 
On the other side, it has been opposed consistently by the Treasury, 
the National Association of Manufacturers, and the CIO.® Of the ten 
members of the Ways and Means Committee who expressed themselves 
. clearly during the course of the hearings, three favored the general sales 
tax and seven opposed it. Those who favored it did so largely on the 
ground that it is a good revenue producer and inflicts no great hardship. 
Congressman Robertson claimed other virtues for it, including the one 
that it is anti-inflationary. Two of the opponents, including the Chair- 
man, took the position that it would increase wage demands, and thus 
be inflationary; three regarded it as bearing unduly on the low-income 

“Senate Hearings, op. cit., pp. 6, 871; Ways and Means Committee Hearings, op. cit., 


p. 1286. In 1942, however, the National Association of Manufacturers had recommended 
a sales tax, 
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groups; and two felt it should be left to the states. The actual vote in 
the House committee was reported by the Chairman as 16 against and 8 
in favor. The question was not discussed at length in the Senate 
committee, but among those members who committed themselves 
definitely, four (including the Chairman) favored the tax and only 
one opposed it. 

If the Treasury had approved the tax and Congress had been con- 
vinced of the urgent need of more revenue, the outcome might have 
-been quite different. Even some of those who opposed the tax would 
have accepted it as a lesser evil if they had had to choose between 
this and large increases in income and-corporalion taxes. But they 
were not eager to initiate any tax, they were somewhat impressed by 
the CIO’s opposition, and the Chamber of Commerce of the United 
States was quite content to have no tax at all. 

The Revenue act of 1943 froze the payroll tax for old-age benefits 
at one per cent for the third time. This was done on the initiative of 
Senator Vandenberg. It was not proposed by the Ways and Means 
Committee, and Senator George said he had favored the increase in 
committee because he believed that it would check inflation.** The 
argument advanced by Vandenberg was that the reserves were ade- 
quate without the increase, that Secretary Morgenthau wanted the 
money to retire the public debt and not because it was necessary for ` 
the social security program, and that it would be hard on small busi- 
ness.** The freeze had been urged by a number of chambers of com- 
merce, including the Chamber of Commerce of the United States.* 

In view of the fact that Senator Vandenberg led the group that 
favored freezing the tax, it is interesting to note his statement shortly 
after the act was passed that Congress would have to consider the 
social security levy within the year, since the existing rate will be in- 
adequate.‘ No reason for this sudden shift in viewpoint was offered. 

The Treasury’s proposal to increase estate and gift tax rates and to 
reduce exemptions was rejected by the Ways and Means Committee 
by a large majority.“ Few of the witnesses at the public hearings 
showed interest in these taxes, but increases were recommended by 
the CIO and the National Lawyers Guild, and Mr. Osgood of the 
Chamber of Commerce of the United States presented elaborate argu- 


“New York Times, Oct. 29, 1943, p. 24. 

“ Congressional Record, Vol. 90, p. 49 (Jan. 11, 1944). 

t“ Congressional Record, Vol. 90, pp. 41-43 (Jan. 11, 1944). 
* Senate Hearings, of. cit., pp. 238, 277, 611. 

“ New York Times, March 13, 1944, p. 32. 


“The New York Times reports a vote of 18 to 8, but the total membership of the Com- 
mittee falls one short of this number (Oct. 26, 1943, p. 16). 
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‘ments’ for Tere them’ on the grounds that they sedans with state. ` 

~ “revenue sources and have a disruptive effect on production. 48 Except Ņ 

-` for Representative Knutson’s comment that Philip Murray was trying 

to “break up all estates and socialize industry,’** members of Congress’. 
seem not to have taken any public position on these taxes. 


k 


Generalizations C oncerning Congressional Tax Policy 


, . Generalizations concerning Congressional tax policy are apt to be 
' misleading. There is no complete agreement and no clear-cut policy. 
_Gertain tendencies, nevertheless, are apparent. Those that seem sig- - 
_ nificant to the writer are listed below, with the reservation that they 
-do not have universal application, and that they have been based solely, 
oñ a study of Congressional action in respect to the 1943 Revenue act. 
First, it should be emphasized that many of the members of the two 
i Congressional committees are well informed and take their work- 
` | seriously. They are quite competent to deal with most of the technical — 
problems that require their decision. They have at their disposal both 
_ the technical staff of the Joint Committee, and—when relations are not ` 
+ unduly strained—they can and do consult the Treasury staff freely. 
“It"has sometimes been suggested that rivalry between two sets of €x- 
perts may serve to confuse issues,” but after the 1943 Revenue act 
was passed the Treasury and the Congressional committees worked 
closely and in harmony on the Tax Simplification act of 1944, and even 
agreed on some of the measures—notably increased withholding and 
eee merging of the Victory tax with the income tax—that the commit- 
“tees had rejected earlier. 
. Committee members are no longer. satisfied with Adam Smith’s four 
_canons of, taxation. The theories of Lord Keynes are cited in oe 
- debate.** They have advanced beyond the stage where the levy of taxes“ 
for social or economic control is a heresy. They concede, for aa 
. that taxes may and should be levied to control inflation. They are not 
economists, but with competent economists to advise them they can 
_ reach intelligent decisions. a 
. Second, in 1943 at least no strong party lines were apparent in the 
_ voting. On the whole the Treasury recommendations received more 
. support from Democrats than from Republicans, but the splits on 
~ - individual measures, such as the sales tax, revealed Democrats and 
_ Republicans in substantial numbers on-both sides, and a majority of. 


“Ways and Means Committee Hearings, op. cit, pp. 915, 229, 603 f. 
© PM, Oct. 17, 1943, p.8. ` !, 


° See eg, E. S. Griffith, “Changing Pattern of Public Policy EEA Am. Pol. Sci. 
Revi, Vol, 38, No. 3 (June, 1944), p. 456. 


iz See e.g., Congressional Record, Vol. 89, p. 10054 (Nov. 24, 1943). 
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Democrats as well as Republicans passed the Haal act ¢ over the Presi- 


- dent’s veto. 


Third, the members of Congress gonsider it their major obligation .. 


to protect the interests of the “folks back home.” They are, after all, 


elected for this purpose, and no amount of advice and persuasion from | 


the experts is likely to change this attitude. If the tax program is to be 

designed in the interests of the nation as a whole, it will be necessary 

to educate the constituencies themselves to this point of view. 
Instances of representation of special geographical interests -are 


numerous. Senator La Follette, who ordinarily opposes sales taxes as | 


regressive, protests against the repeal of the margarine tax lest Wis- 
consin’s dairy industry be injured by competition from this substitute; 
and Senator George, who favors general sales taxes, objects to a tax 
on soft drinks, presumably with Georgia’s Coca-Cola interests in 
mind. Representative Doughton, from North Carolina, objects to in- 
creased cigarette taxes, and he is supported by Senator Byrd from 


Virginia, Senator Barkley has Kentucky’s interests at heart when he ` 


protests Increases in the liquor tax and the imposition of a pari-mutuel 
tax. Senator Vandenberg of Michigan opposes the motor vehicle use tax, 
and Representative Dingell of Detroit opposes the increase in the 
gasoline tax. 

Special interests in the states not represented on either of the two. 


committees are at a real disadvantage. However, economic interests - ` 


do not ordinarily observe state lines, and representation on the two 
committees is widely scattered, in spite of the fact that geographical 


distribution is not a basis for the selection of members. In 1943, - 


the forty-six members of the two committees came from twenty-seven 
different states. 

' Fourth, the fact that most of the evidence presented at the hearings 

and elsewhere is in the form of complaints concerning taxes from 


individuals with specific grievances tends to warp the judgment of the ` 


committee members. Hardships are overemphasized, and the presenta- 


tion of specific cases is always more impressive than generalizations. 


Consequently, Congress is more influenced by evidence against taxes 
than by evidence in their favor. The CIO’s plea for higher individual — 
income surtaxes, higher estate and gift taxes, and higher corporation_ 
taxes fell on deaf ears; but their opposition to a general sales tax and 
to reduced exemptions for the income tax was successful. The occa- 
sional individual or organization who comes to speak in the interests 


of the general public, such as the Consumers Union, the National. 


Lawyers Guild, or the Union for Democratic Action, is apt to be met 
with indifference, or even suspicion. It is expected that witnesses will 
have some axe- tọ grind. 


Nu 


~ 
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Also, this exaggeration of the unpopularity of taxes leads to un- 
willingness to take responsibility for positive action. Pleas for the re- 
duction of old taxes are less effective than opposition to new levies. 
The Chamber of Commerce of the United States did not get a reduction 
in corporation taxes, but it did succeed, on the whole, in preventing 
substantial increases. The CIO did not get repeal of the Victory tax, 
but it did prevent imposition of a sales tax. 

Most of the increases in taxes that were made followed Treasury 
requests, but at more moderate rates. Thus it was possible to divide 
the responsibility for these new levies. The only important exception 
to this was the increase in postal rates. These were protested, but they 
had the advantage from a political point of view of being widely dif- 
fused, and not falling heavily on any particular class or locality. Even 
here, the Senate lost courage when it came to third class rates, which 
affect the newspapers. 

Fifth, Congress tacitly accepts the old adage that the best tax 
system is one which “plucks the goose with the least squawking.”’ 
Eager to please everyone, and faced with a genuine conflict of interests, 
‘they attempt to conceal increased levies.: Thus, old taxes are preferred 
to new, indirect levies are preferred to direct, and rising prices are. 
preferred to any tax at all. Also, they make the largest concessions to 
the special interests where they show the least. While increasing the 
rate of tax on excess profits to please the layman, they propitiate the 
corporations by leaving the over-all maximum at the former level and 
increasing the number of loopholes. 

Sixth, in spite of this reluctance to accept responsibility, and some 
differences of opinion, most of the members of Congress are genuinely 
concerned with the dangers of inflation. As early as September, 1943, 
_ Mr. Doughton is quoted as saying: “I believe that the new revenue 
bill should be a program to do two things: to raise revenue and to com- 
bat inflation.’*? Senator George opposed the payroll tax freeze on the 
ground that the increase might help to check inflation. 

This concern was weakened, however, by a number of factors. There 
is some evidence that a majority of the members of the two committees 
were genuinely convinced that further large increases in taxes, at 
least during the period in which income taxpayers are still paying the 
25 per cent installment on 1942 incomes, were unreasonable. According 
to Senator George; “we have about reached the bottom of the barrel 
so far as existing taxes are concerned.”* And Mr. Doughton insisted 
that “such a crushing burden of taxation would be far worse than any 
real or fancied danger of inflation now facing our country.” 

= Taxes, September 1943, p. 499. 


* Congressional Record, Vol. 90, p. 95 (Jan. 12, 1944). 
= Congressional Record, Vol. 89, p. 10024 (Nov. 24, 1943). 
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Then, too,- diseoieement among the experts as ‘to the size of the _ --. 


inflationary gap and as-to whether the sales tax, for instance, would’ ` .. . 


check or stimulate inflation, left doubts in the minds of many well 
intentioned members. And, the seeming contradiction bétween the 


Treasury’s concern over impending inflation and the failure of Treas- 


_ ury recommendations to tax small incomes heavily, although Treasury - 
figures showed a large proportion of the total in the low-income 
brackets, was continually cited as an argument against the-Treasury _ 


program. Also, there was evidence that total expenditures might not. 
reach the figures estimated in the budget, and it was reasoned that if 
a 10.5 billion-dollar tax program could check inflation on the basis of 


the larger expenditure estimates, a reduction in expenditures would E 


justify a corresponding reduction in tax revenues.” 
Reluctance to increase taxes led to some wishful thinking in this 
_ respect. Senator George noted the success of’the OPA and stated that 


“he believed that inflation could be prevented without great increases `. ` 
- In taxes,” and Representative gang argued that: “The place to” 


attack inflation effectively . is... at its source—attack the cause 
—prices, wages, and retrenchment in government expenditures. 2767 


The older term, “political economy,” applies to taxation perhaps- ` 
more than to any other branch of economics. Political and economic . 


considerations cannot be disentangled. The economists who qualify 
as “tax experts” have sometimes overlooked this, and in so doing have 
overlooked an opportunity and a real responsibility. They have too 
often been content to perfect the tax instruments on paper. Whether 
these would be politically acceptable, or could be made so, they have 
not troubled to consider.®® If progress is to be made it is as important, 
for the economists to grasp the political problems involved as it is for 
the politicians to understand the economic theories. 

Also, since Congressmen are expected to represent the people who 
elect” them to office, and constituencies havé special and conflicting 
interests, it is difficult to get adequate consideration of the welfare of 
the economy as a whole. This is partly a problem of getting a more 


balanced representation of interests at the hearings. It is partly a prob- - 


lem of education. Both the members of Congress and the experts have 
some responsibility in this respect. But it demands, also, unified leader- 


= See e.g, Congressional Record, Vol. 90, p. 91 (Jan. 12, 1944), and Ways and Means 
Committee Hearings, op. cit., p. 120. 
s Congressional Record, Vol. 90, p. 91 (Jan. 12, 1944). 
Congressional Record, Vol. 89; p. 10023 (Nov. 24, 1943). 


Members of the Treasury staff, it should be noted, are well aware of the EE TN 
of politics. See e.g, Roy Blough, “Economic Research and Tax Palicy,” Am. pee Rev., ` 


Vol, 34, No. 2 (June, 1944), suppl., pp. 1-21. 
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ship, aad this can be found only in the executive branch of EE 
- which, alone, represents the entire country. 

-Inthe past this leadership has come in large part from the Treasury, 
and it seems probable that there will be no change in this respect, in 
spite of thé recent break. Just because Congress is reluctant to take 
complete responsibility for anything as unpleasant as taxes, it can be 
expected to follow Treasury suggestions, since only in this way can 
it- shift some measure of the blame. It might go further than this: 
If, in the future, fiscal policy demands flexible tax rates, it seems quite 
possible that Congress might be persuaded to delegate enough of its 
vigilantly guarded tax power to permit the use of such flexible rates 
as instruments of business cycle control. Such a delegation of power ` 
has already taken place for the tariff under the reciprocal trade agree- 
“ments. It would be a short step to extend some limited discretion to 
. the executive branch of the government for income or other tax rates. 
In short, Congressional reluctance to tax, which today is contributing 
to inflation, may in the long run be a factor in making the tax system 
an effective instrument of control. 


THREE PLANS FOR POST-WAR TAXATION 


By CARL SHouP* 


Within a few weeks of each other there appeared in the summer of 
1944 three different plans for post-war federal taxation from representa- 
tives of American business: the Twin Cities group; Beardsley Ruml 
and H. Chr. Sonne;’ and the Research Committee of the Committee for 
Economic Development.’ These reports are a significant development in 
American public finance. That a subject so commonly weighted with 
technicalities, and so distasteful to those who are accustomed to think- 
ing of it only as a harassing personal or business problem, should re- 
ceive a treatment as objective and as specific as it gets in these reports 
is an encouraging sign. There is, to be sure, still some special pleading, 
some ignoring of technical problems that will only take revenge for be- 
ing ignored, and some distressingly vague recommendations that may 
induce temporary optimism but hardly action. But there is also plenty 
of solid substance, and all three reports together should make a profit- 
able subject for study and discussion in any public finance class. 

The three reports are reviewed and evaluated below in terms of a 
catechism for post-war taxation. If this seems to give the writer an 


* The author is associate professor of economics at the School of Business, Columbia 
University, and is a consultant to the Division of Tax Research, Treasury Department. 
The opinions expressed are his own and do not necessarily reflect the views of the Treasury 
Department. 


í The Twin Cities Plan: Postwar Taxes. A Realistic Approach to the Problem of Federal 
Taxation. (St. Paul, Twin Cities Research Bureau, 1944. Pp. 27.) The “Twin Cities Plan” 
is the product of a “participating group” of 22 business men of Minneapolis and St. Paul, 
and an “advisory committee” of 12 members. The advisory committee consists of six 
attorneys, three officials of the Minnesota Mining and Manufacturing Company, the secre- 
tary~treasurer of the Mayo Clinic, the investment research manager of a Twin Cities Bank, 
and Carl P. Herbert, Director, St. Paul Bureau of Municipal Research. The participating 
group consists of high officials in the 21 companies represented—15 presidents, 3 vice- 
presidents, 3 chairmen of boards, and one director. 


? Beardsley Ruml and H. Chr. Sonne, Fiscal and Monetary Policy. A Memorandum 
Prepared at the Request of the Business Committee of the National Planning Association. 
Washington, D.C. (1944. Pp. 42.) 


7A Postwar Federal Tax Plan for High Employment, proposed by the Research Com- 
mittee of the Committee for Economic Development. (August, 1944. Pp. 47.) The Research 
Committee of eleven consists of two Federal Reserve Bank presidents, two university offi- 
cials, two presidents of manufacturing corporations, two board chairmen of financial 
institutions, an advertising executive, a department store executive (Ruml, joint author of 
the Fiscal and Monetary Policy pamphlet), and a president of a book club. There is also 
listed a Research Advisory Board of 11 economists, but its relation to the present report 
is not explained. This report is to be distinguished from the preliminary report by Professor 
Harold Groves, Production, Jobs and Taxes, who is not responsible for the views expressed 
by the Committee. 
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unfair advantage—for he merely derives the questions from the ma- 
terial, without being forced to answers himself—perhaps it will be par- 
doned because it serves to emphasize differences or similarities of opin- 
ion, and makes easier the discovery of important omissions in coverage 
or analysis. Moreover, a few critical comments are inserted here and 
there. 


The reports are primarily studies in methods of taxation, not general 
fiscal policy, as the relative brevity of the answers to the first few ques- 
tions below indicates. The fact that the reports do not say much about 
such questions is therefore not interpreted here as a criticism. What is 
open to criticism, perhaps, is the failure to warn the reader that many 
economists are at least doubtful whether full employment and a 
balanced budget can exist together. The Ruml-Sonne plan, moreover, 
seems rather obligated to explain why the two can coexist, since it is 
devoted so largely to persuading the reader that fiscal policy is a posi- 
tive instrument of control, to be used boldly. Ruml-Sonne also devote 
a few pages to monetary policy, the financing of business, and interna- 
tional trade, which will not be covered in the present article, and include 
some suggestions for Congressional and executive reorganization. The 
Ruml-Sonne report is therefore much the widest in scope of the three 
plans. It is also the most cautiously written, so much so that at times it 
falls into an obscurity of meaning that baffles analysis. The Twin Cities 
report is much the most forthright. But it bears heavily the stamp of 
special interest. It is extraordinarily favorable to the sectur of the 
economy that the members of the Twin City group represent, and is 
far less likely to gain general accceptance than either of the other two 
plans. Moreover, its calculations are in error at one point; in com- 
puting a percentage for combined burden of corporation and individual 
tax, it drops out of the denominator (income) the earnings that it 
assumes are retained. The C.E.D. report gives more evidence than the 
other two of technical competence in dealing with important details of 
taxation. It also shows a readiness to recognize prevailing disparities 
that favor the social groups the committee members may represent as 
individuals (see especially the “Specific Recommendations” and the 
Appendix). The first half of the report is hampered by loose writing 
that fails to pose the alternatives sharply enough. No doubt the lower- 
ing of the corporate tax would have the beneficial effects noted on page 
18, for example; but the lowering of an individual income tax is also a 
happy event. And no one who has had his optimism whittled down by 
having to formulate a specific, acceptable tax program for a given time 
and place will believe that “There need be little conflict among these 
. three broad objectives” of economic expansion, fairness, and adequacy. 
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The revenue aspects of the three plans are as follows (in billions of. 
dollars), assuming a year of “reasonably full” (Twin Cities) or “high” ` 


(Ruml-Sonne and'C.E.D.) employment: . A 


ead 


ot is Ruml-Sonne Plan 
Twin Citics Plan (Assumed Income C.E.D. Plan 


(Assumed National | `p - (Assumed Net 
Type of Tax Income of $120 ee T ys . National Income 
keni dividuals of $140 oe 
Billion at 1942 Billion at 1943 of $140 Billion 
Prices)® at 1943 Prices)? 


Prices)! 

Corporation income tax 5.0 1.0 21 
Individual] income tax 5.0 13.0 10.9 
Excise taxes 4.0 3.0 2.9 
Sales tax 2.8 0 0 
Estate and gift taxes 0.5 0.5 0.9 
Tariff and miscellaneous 0.7 0.5 1.6 
Old-age payroll taxes —e —d 0 
Unemployment compensa- 

tion payroll taxes — —d "t 
Total, exclusive of payroll 

‘taxes ~ 18.0 18.0 18.3 


* Twin Cities also constructs a personal income tax rate scale to yield $7.8 billion if the. 
sales tax is not adopted. 

b C.E.D. also presents two other tax programs, to: raise $17.1 billion and $19.5 billion. 

c Apparently at rates prevailing in 1944. 

d “(to balance disbursements).” 

e Not included within scope of study. ; 

f On p. 9, it is “income payments to individuals”; on p. 38, “national net income.” 


1. Will a balanced federal budget be consistent with a high level of 
employment and a stable price level? 


All three reports assume an affirmative answer. They make no at- 


tempt to support the assumption by economic analysis, but they clearly 
do not agree with the “secular stagnation” school of thought. Twin 


$ 


Cities assumes a national income of 120 billion dollars at 1942 prices,.- 


apparently equivalent to nearly 130 billion dollars at 1943 prices; 


~ Ruml-Sonne and C.E.D. assume a national income of 140 billion dollars 


at 1943 prices. The resulting “high employment” is defined by Ruml- 


_ Sonne as 55 million persons employed at forty hours a week. 


2. What is to be done if it appears that a continued federal deficit 
is necessary for a high level of employment? 

None of the plans consider this question. They thérefore avoid the 
dilemma that would be posed by a choice between (1) failing to utilize 
fiscal policy to the utmost in an attempt to maintain full employment 
for the immediate future and (2) failing to keep the economy free, over. 
the much longer term, of either a debt so heavy that the frictions of 
transferring the interest charge would become serious or of a stock of 


me 
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money so large that the economy might develop considerable sluggish- 
ness or unreliabilty of response to fiscal measures. Ruml-Sonne, to the 
extent their plan involves occasional deficits that might cumulate to a 
larger amount than the occasional surpluses (see No. 5 below), face 
the dilemma but do not resolve it. 

3. What is to be done if it appears that only a continued and sub- 
- stantial federal surplus is consistent with a stable price level at high 
employment? 

All three plans avoid this question also, and, hence, avoid the political 
and social problem of enacting much higher rates to help check inflation 
before employment has exceeded the levels they postulate. Ruml-Sonne 
do anticipate surpluses for debt reduction, under their program, when 
employment exceeds the “high” level. C.E.D. believes in a tax program 
heavy enough to retire a modest amount of debt at the 140-billion- 
‘dollar-income level—apparently a billion or two a year. Twin Cities 
seems to advocate retirement of debt (outside of debt held in the gov- 
ernment’s own funds) to the extent that social security taxes exceed 
social security outlays. But none of them consider the possible need of 
retiring, say, 10 billion dollars of debt a year for several years to help 
prevent inflation. (See, however, No. 10 below.) 

4. Will a high level of employment be not merely reached, but main- 
tained (for, say, a decade or more), under the recommended fiscal 
policy? 

None of the reports promise an indefinite period of high employment, 
even if the recommended fiscal program is accotnpanied by appropriate 
monetary and other economic policies. The tone is one of restrained 
optimism, with an occasional glance over the shoulder at 1932 and 1938. 
Indeed, Twin Cities promises virtually nothing at all; it merely pre- 
scribes what seems to it a necessary condition to prosperity. C.E.D. 
expresses some positive optimism, and regards its tax plan as removing 
_ barriers to forces of expansion that it believes are latent in the economy. 
Ruml-Sonne believe their plan will “minimize, if not prevent, panic and 
mass unemployment.” 

5. What fiscal policy is to be followed if employment drops below 
the high level? 

All three plans assume a deficit: Twin Cities and C.E.D. reluctantly, 
as the only procedure practicable; Ruml-Sonne cheerfully, as a means 
of recovery. The Twin Cities program does not imply that “there must 
never be a deficit at the end of a fiscal year”; “it does mean, however, 
that over a short period of years the aggregate income must balance the 
total outgo.... The interest charges on our debt have become so high 
that a tax system under which we might be obliged to resort to further 
borrowing over a protracted period would be folly.” C.E.D. tolerates a 
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deficit “under clear conditiòis of slump in industry and trade, ” but 


believes that “If federal deficits are continued for an uncertain period 
after the war, a speedy and speculative rise in prices, caused by distrust, 
will remain a clear danger.” Ruml-Sonne assert that their policy “does 
not contemplate permanent budget deficits,” but this seems to be a piece 


of phraseology designed to avoid arousing in business groups (like Twin 


Cities and C.E.D.?) a fear that Rum]-Sonne would consider irrational. 
Or perhaps the statement is just unintentionally obscure. “Permanent . 
budget deficits” might mean deficits every year; or it might mean. 
deficits that in the aggregate exceed surpluses, so that the debt grows 
over every decade.(say), though not necessarily over every year. There 
is not much in the Ruml-Sonne report to indicate that they think of it . 
in the latter sense; they seem to mean only that they do not believe 
deficits will be necessary every year. 

6. How is the depression deficit to occur: by constructing a tax system ` 
whose yield is sensitive to fluctuations in business activity, or by lower- 
ing tax rates, or by increasing expenditures? | 

The Twin Cities deficit would arise through ‘expenditures for work 
relief; tax rates would evidently be unchanged, and no special attempt 
made to build sensitivity into the system. C.E.D. is silent on this point, 
consistent in its apparent reluctance to discuss so disagreeable a pos- ’ 
sibility. Ruml-Sonne would increase expenditures on public works and 
increase federal lending. They would also apparently lower some tax - 
rates, though they are obscure on this point. 

7. ‘Which tax rates shall be lowered, when employment falls off? 

Ruml-Sonne, the only ones who would (perhaps) lower tax rates, do 
not answer this question. 

8. Under the recommended fiscal policy—assuming appropriate 
monetary and other economic policies—can a drop in employment and 
prices of a magnitude similar to that of 1929-32 be avoided? 

None of the plans definitely promise even this, except perhaps Ruml- 
Sonne, which would “minimize panics” and “minimize mass unemploy- | 
ment.” C.E.D. remarks that “continuing large-scale unemployment can- 
not be tolerated.” 

9. Can the recommended policy prevent employment and -prices 
from falling as they did in 1937-38? 

Apparently not. At least none of the reports promises that fluctua- 
tions of the kind traditionally discussed under “business cycles” can'be 
avoided. 

10. If employment rises above the “high” or “reasonably full” level, 
what fiscal policy shall be followed? 

Twin Cities and C.E.D. would let the system alone, gratified by the 


‘more rapid debt retirement. Ruml-Sonne would go further: “in boom 
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periods, when deflationary pressure may be needed, such pressure may 
be achieved by promptly adjusting income tax rates.” 

11. What should be the first reduction from wartime taxation? 

The excess profits tax is assumed by all of the plans to be unsuited to 
a peacetime economy. Ruml-Sonne do not even trouble to mention 
it. Twin Cities brushes it aside as “a creature of the war,” but, 
remembering the carry-back of unused excess profits credit, recom- 
mends that that part of the tax be kept alive, apparently for two years; 
the result would be that a failure in the first two post-war years to earn 
a “normal” return could transform some excess profits of a war year 
into normal profits, with a consequent tax refund. C.E.D. objects to the 
tax (in peacetime) because “it goes a long way toward eliminating the 
profit-incentive” and puts growing businesses with a small capital base 
at a disadvantage; but C.E.D. does not suggest retention of the carry 
back of unused credit after repeal. 

All three reports implicitly or explicitly recommend repeal of the 
capital stock tax and its partner, the declared-value excess profits tax. 

12. How much further revenue reduction can be allowed? 

The reports do not attempt to compute how much revenue the present 
(wartime) system would yield with the excess profits tax gone, but, 
exclusive of the payroll taxes, it would probably be somewhere around 
30 billions at a 140-billion-income level. The tax goal of each of 
the plans is about 18 billions (C.E.D., 17.1 billions to 19.5 billions). 
The expenditure assumptions, detailed by Twin Cities and Ruml-Sonne 
(in 1942 and 1943 prices respectively), exclusive of social security 
outlays, are (in billions of dollars): 


Types of Expenditures Twin Cities* Rum]-Sonne 
Military and naval 5.5 5.0 
Interest 529 5.9 
Public works 1.5 
Ordinary 5.5 
Veterans 2.0 
Agriculture 1.0 
Foreign reconstruction and development loans 1.0 
~ Unallocated and miscellaneous 1.5 
All other government expenses 2.0 
“Old-Age and Payments for Relief” ae bo 
Unemployment insurance ` = aa 
Total, exclusive of social security outlays 18.0 18.0 





a Each of the Twin-Cities figures is an average of their maximum and minimum. 
b “(to balance disbursements).” 

e “(to balance old age security taxes).” 

d “(to balance unemployment taxes).” 

e No estimate. 
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Consequently, both the C.E.D. and Ruml-Sonne plans have over 10 
billion dollars leeway in tax reduction to distribute, after the excess 
profits tax has been repealed. The Twin Cities program is more severe, 
because it tries to raise its 18 billion dollars under a lower national 
income. But in all three cases the assumption of an 18-billion-dollar goal 
accounts for the apparent ease with which some difficult problems are 
solved or avoided. If the tax goal were 23 billion dollars (ex payroll 
taxes) instead of 18 billions, Ruml-Sonne might find it impossible to 
“abolish” the corporate income tax (see No. 15 below), Twin Cities 
might have to forego the 40 per cent dividend credit, and C.E.D. might 
be forced into an individual rate scale so high that it could not do with- 
out a special undistributed profits tax. A level of 18 billions does seem 
somewhat on the low side. Five billion dollars for defense is surely a 
bed-rock minimum for many years to come, and so is 2 billions for 
veterans’ pensions and benefits; and increased federal aid, especially 
for education, seems likely. 

13. In what taxes should the further reduction be made? 

The answers will be discussed in more detail below. In summary: 
Twin Cities would reduce the personal income tax sharply, but main- 
tain the corporate income tax at 40 per cent and the excise taxes at rates 
in force in 1943, and impose a 5 per cent retail sales tax. Ruml-Sunune 
would reduce the corporate tax to a low level, repeal most of the excises, 
decrease the personal income tax somewhat, and, for the time being, 
reduce the payroll taxes. Their postulated national income being some- 
what higher, Ruml-Sonne have a somewhat greater leeway in tax re- 
duction than Twin Cities allow themselves. C.E.D.’s pattern of tax 
reduction closely resembles that of Ruml-Sonne in broad outline, though 
the details differ significantly. None of the plans advocate reduction in 
the estate tax; all of them exclude from the scope of their study the 
tariff problem and (except Ruml-Sonne) the payroll tax rates. The 
contrast lies between Twin Cities, which thinks reduction in individual 
income taxation much more important than reduction in the corporation 
tax, and the other two plans, which spread some reduction over both 
taxes. 

"14. Why should certain excises be reduced or repealed? 

Ruml-Sonne do not say. C.E.D. believes the elimination of all excises 
except those on tobacco, liquor, and gasoline will mean “an additional 
lightening of taxation on low incomes to a degree that will be surpris- 
ing to many” (the decrease in revenue will be about 3 billion dollars). 
But this conclusion is scarcely justified. The low income families almost 
surely pay out a smaller per cent of their incomes, and of course an even 
smaller absolute amount, in taxes on Communication, transportation, 
automobiles, tires, and accessories, jewelry, furs and toilet preparations, 
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at 


7 and- even admissions, that dé consiumers in, “say, the- $3, 000- $5; 000 > 


‘group. Both C.E.D. and Ruml-Sonne keep the personal income tax ` 


a exemptions down at the low levels of wartime ($500 per person). If the 


wm. 


aim is to stimulate mass consumption and relieve those who are near 


_the subsistence level, it could be better achieved by raising these exemp- 
‘tions. In general, the federal excise system is not an appreciable burden 
on those with very low incomes, excepting the cigarette tax, and in 
certain cases no doubt the liquor tax. The excises can indeed. be con- | 
--demned, but chiefly on other grounds: administrative difficulty, the 


: tendency to distort optimum consumption patterns as viewed by the 


` Individual consumer, and interference with production.and distribution. 
- 15. By how much should the present < 40 per co corporation income 


“tax be reduced? 


The Twin Cities plan would not aes it at all. It would instead 
~- lower the personal income tax, on the grounds that the decisions of the 


_. individual investors, not the decisions of corporate officials and direc- 


tors, are the key to the investment necessary to maintain employment. 


No data are adduced to support this assertion, and a feeling that it may 
be: invalid is apparent. “Tt is contended by some that, in the future, 


corporate savings will constitute the principal source of capital for ex- 
pansion of enterprise and the development of new products and 
’ methods, and that, therefore, we need not concern ourselves with mak- 
>ing venture capital available from individuals. Even if this were true, 
this idea. is repudiated because its ultimate end is the concentration of 
economic power in fewer and fewer concerns.” This raises the question 


.. whether Twin Cities would maintain a high corporate rate in order to 


get a low individual rate even if it did check investment, so long as it 


also checked economic oligarchy. 


-Ruml-Sonne say that ‘Federal income taxes on corporations should 
be abolished,” but this does not accurately describe their program. They 


- recommend iq small franchise tax of 5 per cent”—based on “net earn- 


ings.” And tucked away in a footnote to Table II, but not hinted at 


tes elsewhere, is a 16 per cent tax on undistributed earnings. Hence, a cor- 
-poration retaining a third of its net profits (before tax) would pay 


slightly over 10 per cent of its total income in tax. The Ruml-Sonne 


- objections to the corporation tax are (1) that it is in part shifted to 
’ consumers and in part shifted backward to wage earners, (2) that it 


distorts management’s judgment, as, for example, through the premium 
it gives to loan financing over equity financing through the deductibility 
of interest, and (3) that it is unjust to the small-income stockholder, 


- since it is imposed chiefly at a flat rate, and (4) that it limits the yield 
' on risk-bearing investment. No emphasis i is placed on this last point; 


and Ruml-Sonne seem to be little if any more concerned than Twin. 
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Cities over the effect of a high corporate tax on the willingness of offi- 
cers and directors to take a chance with the corporate funds. C.E.D., 
on the contrary, emphasizes the psychological effect of a high cor- 
porate tax rate on corporate managers who “must strive to make as 
good an earnings record as possible for their companies,” and whose 
decisions “whether or not to expand operations—particularly to engage 
in any new and vénturesome operations—obviously depend on their 
calculations of possible profit after the payment of taxes [italics 
theirs].” C.E.D. also deplores the physical effect of the tax in taking 
“vital and enormous funds out of the stream of business operations,” 
thus, it implies, creating a shortage of capital for the growing concern. 
It does not mention the possibility that the tax may come in part out of 
money that would otherwise be hoarded for a considerable period of 
time by the corporation or the stockholder. C.E.D. also believes that 
the corporate income tax is “in part an indirect tax upon consumers, 
wage-earners, or both.” It recommends that the tax be set at a flat rate 
of from 16 to 20 per cent, to equal the first bracket rate of the individual 
income tax. 

Perhaps the difference between Twin Cities and the other two re- 
flects a conflict of viewpoint of somewhat-different types of business 
men: the executive of a moderate-sized corporation, most of whose 
personal wealth is invested in that corporation; and the executive of a 
very large corporation, who, moreover, has his investments well divérsi- 
fied. The former, but not the latter, would be chiefly concerned over the 
net amount left to him after the corporation had paid out all the 
earnings it safely could and after the government had taken its share 
in taxes at both the corporate or individual level. He might be willing 
to accept a heavy flat-rate corporation tax in exchange for slower 


progression in the individual income tax rates. The executive of the 


large corporation, on the other hand, might be more sensitive to the 
showing made by his corporation, regardless of what the tax gatherer 
did to the stockholders, if and when the earnings were distributed. 

16. Should the personal exemptions and the credit for dependents 
under the individual income tax be raised from the levels to which O89 
have been lowered during the war? 


Ruml-Sonne and C.E.D. say No, they should be maintained at $500. 


per person. Both, however, advocate repeal of the present 3 per cent 
“normal” tax, which allows personal exemptions but no credit for 
dependents. Twin Cities would raise the exemption to $600 (single) 
and $1,400 (married), leaving the credit for dependents at the $400 
level that obtained before the simplification bill of 1944. The lack of 
. concern of C.E.D. and Ruml-Sonne over the depressing effect on con- 
sumption, and hence indirectly on investment, that would be exerted 


iw 


~ 
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by keeping exemptions at wartime Jevels indicate the importance they 
attach to business decisions not cae by current levels of sales to 
‘consumers. 
17. What should be the initial rate under the income tax? ; 
On the first $2,000, Ruml-Sonne start with 16 per cent; C.E.D., with 


16 to 20 per cent, depending on the level. of government expenditures E 
‘assumed; and Twin Cities, with 10 per cent (6 per cent if income is © 


_ wholly from dividends; see No. 19 below). Under the present law 
it is.23 per cent. 
© 18. What should be the rates in the higher macke? 

C.E.D. and Ruml-Sonne move up together rather closely (e.g., 30 to 
35-per. cent in the $10,000-$12,000 bracket, 40 to 47 per cent in the 
$25 ,000-$50,000 bracket), but above $50, 000 Ruml-Sonne pull away 

and by. $200,000 reach their top rate of 66 per cent, 10 points or more 
above CED., which keeps on rising, however, passing Ruml-Sonne 
before the $1,000,000 level and’ going on to a 73-75 per cent maximum 


~ on income (if any!) in excess of $5,000,000. Twin Cities stays well be- . | 


> low the lowest C.E.D. scale (e.g., 22 per cent in the $10,000-$12,000 
bracket; 31 to 39 per cent in sub-brackets in the $25,000-$50,000 
bracket) until about the $100,000 level, where it catches up and 
‘reaches a maximum of 60 per cent at $300,000. For most taxpayers in 
_the high income levels, however, the Twin Cities rate schedule is less 


< progressive than it seems, owing to the flat 40 per cent exemption 


granted to all dividends (see No. 19 below). 
19. What allowance should be made under the individual income tax 
for the fact that the corporation has paid a tax? 
' To the extent that a tax on corporation net income does in fact re- 
duce the profits available to shareholders, discriminatory double taxa- 
tion occurs when dividends are subject to tax in the hands of the stock- 
holders. Other investment income (interest, rentals, partnership and 
sole proprietorship profits) are taxed but once. But to the extent that 
the corporation net income tax is shifted forward in higher prices to 
consumers, or backward in lower wages to the concern’s employees, 
_the stockholders do not bear the tax and have no claim to exemption of 
„any part of the dividends they receive. C.E.D. believe that the corpora- 
tion tax is “in part a tax upon the income of stockholders, and in part 
__ an indirect tax upon consumers, wage-earners, or both.” Nevertheless, 
they advocate giving stockholders a complete tax credit on account of 


the corporation income tax paid, and seem unaware of the partial tax. 


- bonus that would thereby be accorded stockholders. At least they do 
‘not face the issue. | ‘ 

Ruml-Sonne believe that most of the excess profits and corporation 

income tax, considered as an aggregate, would be shifted to consumers 


\ . i 


1 
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or wage earners. But they are not open to the criticism directed against 
C.E.D., for they propose no allowance at all under the personal income 
tax for their 5 per cent corporate franchise tax on net earnings. Stock- 
holders would presumably bear some part of this tax, however, so that 
double taxation would not be avoided, and the phrase “franchise tax” 
apparently indicates a belief that the extra taxation is justified as a 
charge for being allowed to use the corporate form. As to the 16 per 
cent tax on undistributed earnings, Ruml-Sonne are undecided whether 
to credit it to individuals when the earnings are disbursed. 

Twin Cities recommends that 40 per cent of dividends received by 
individual stockholders from domestic corporations be excluded from 
gross income under the individual tax, as a rough compensation for the 
corporate tax paid. But the degree of compensation is much less for | 
the small-income stockholder than it is for the wealthy stockholder. The 
one is excused from, say, a 4 per cent tax (40 per cent of a starting 
tax rate of 10 per cent), the other from, say, a 24 per cent tax (40 per 
cent of the top rate of 60 per cent), both on account of the same flat 40 
per cent corporate tax. -The result is a decided weakening of the 
progressive rate scale with respect to those whose incomes are largely 
from dividends. So far from recognizing this result as a breach of 
equity, Twin Cities defends it, starting with a norm that is applicable 
only under a proportional tax system: “There is no legitimate reason 
why any income group should be given proportionately greater relief 
[on account of a flat-rate tax on corporate earnings collected at the 
source] than is afforded to those in other income groups.” 

Twin Cities hints that part of the corporation tax may be shifted, 
but virtually all its analysis is predicated on an assumption of non- 
shifting. 

20. What is to be done regarding corporate profits that remain 
undistributed and hence escape, for varying periods of time, or even 
forever, the individual income tax? 

Twin Cities does not refer to this problem at all. But by advocating 
that capital gains be taxed at a maximum rate of 1214 per cent instead 
of the present maximum of 25 per cent, it would weaken the already 
inadequate substitute for taxation of undistributed corporate profits: 
that is, the taxation of capital gains realized upon the sale of stock. 

Ruml-Sonne declare that their corporate tax program is predicated 
on the enactment of “measures ... to prevent the use of the corporate 
form as a device (1) to avoid payment of individual income taxes and 
(2) to secure undue tax advantages over partnerships and unincor- 
porated businesses.” It is therefore surprising to find that they recom- 
mend no change in the present capital gains provisions, and suggest 
no specific measures except the 16 per cent tax on undistributed earn- 
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` ings that appears in the footnote on page 39. Perhaps the 5 per cent 
- franchise tax, with no credit- to the stockholder, is directed partly 
toward theše ends. The problern of ‘undistributed profits is one of the 
most perplexing technical puzzles in taxation, more so than is indicated- 
- by the conclusion that “such study as we have given to these methods 
. suggests that it will be difficult to.find a perfect solution, but that in 
view of the benefits to be gained, some practical answer may prove 
"generally acceptable.” K 
C.E.D. faces the issue and decides that only by strengthening the 
_ capital gains provisions can the goal be reached: “that all corporate 
earnings (that is, all stockholders’ income) would come finally to be ° 
subjected to taxes just as heavy and no heavier than is placed upon’ 
>` all other types of personal income [italics theirs].” Capital gains would 
s be fully taxable like other income and full deduction would be allowed 
for capital losses, provided the individual was allowed to average his 
income over a period of years. Capital gains and losses would be taken 
into account when recognized by sale or transfer as under the present 
law, with the added provision that they would be recognized at transfer 
` by gift or at death. At present, the gain or loss accrued in property up 
to the time it passes by gift is in some cases carried over in full and” 
_ taken into account when the donee sells; in some cases carried over in 
part; andin some cases not carried over at all. More important, if the 
‘transfer i is: at death, the accrued gain or loss disappears without a trace, 
so far as the income tax is concerned. While C.E.D. deals with the - 
undistributed profits problem openly and intelligently, its solution has 
_ some features that will prove disconcerting to others (chiefly, the delay 
in, taxation, and the extension of valuation problems to small estates 
exempt from the estate tax). Moreover, the recommendation should 
specify that the estate tax should apply only to that part-of the estate 
left after payment of the capital gains tax. This deduction would be 
‘consistent with the treatment of saved income from salaries, interest, 
. dividends, and rentals, and would be necessary to avoid possible bank- 
ruptcy of the estate because of the combined tax burden. The limits, 
_ if any, upon the taking of capital losses at death need to be specified, 
_ Including the treatment of consequent income tax refunds, under the 
. estate tax. 
21. What other dounes in the corporation tax should be made? 
C.E.D. advocates lengthening the present 2-year carry-forward of 
losses to 6 years; Twin Cities, to 5 years. Twin Cities also wants-to 
repeal the 2 per cent tax on the filing of consolidated returns and the 
‘taxation of 15 per cent of intercorporate dividends. C.E.D. proposes _ 
. -leaving depreciation rates pretty much to the judgment of each tax- « 
_ payer. 
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22. Would a reduction of corporate taxes result in a rise in stock 
values that would produce windfalls that might properly be subject to 
special taxation? 

None of the reports consider this question, but the problem might 
prove important, although perhaps insoluble. 

23. Should tax exemption be granted for income that is invested in 
plant, equipment, etc.? ‘ 

None of the reports favor this or any other kind of “incentive 
taxation.” l 

24. Should the interest on state and local bonds be made taxabl 
under the federal income tax? 

Both C.E.D. and Ruml-Sonne come out boldly for taxation of in- 
terest on all future issues of state and local bonds. Ruml-Sonne also 
advocate the quantitatively less important step of removing the exemp- 
tion from state taxation of the income from federal bonds. 

25. What should be the rates of the payroll taxes? 

Twin Cities consciously excludes these taxes from the scope of its 
analysis, adding only a statement, the meaning of which is not clear, 
that any “transfer” of “excesses” in the social security funds “to the 
general fund of the Treasury” in peacetime should be avoided. The 
C.E.D. report also refuses to face the fiscal issues posed by the social 
security taxes, remarking merely that there are reasons to doubt the 
validity of the reserves theory and that “Strong arguments also exist 
for balancing social security income and outgo separately from the 
rest of the federal budget.” It may be doubted if C.E.D. has realized 
all of the implications of this remark. Ruml-Sonne would apparently 
reduce the old-age payroll taxes, at least for the time being. They do 
not put it this way, but such action seems to be implied in their state- 
ment that “If in any period revenues exceed disbursements, the tax 
rate on [séc] old-age insurance should be lowered, or the benefits and 
disbursements extended, or both,” coupled with the lack of any specific 
recommendation for an immediate rise in old-age payments. Like 
C.E.D., Ruml-Sonne show a desire to isolate the old-age fiscal program 
from the rest of the budget, a curious attitude in reports that otherwise 
take a broad, comprehensive view of the fiscal problem. The Ruml- 
Sonne proposal that “the old-age insurance program .. . should be 
financed on a current basis,” so far as this can mean anything, appar- 
ently implies that distinct taxes, like the payroll tax, should be the sole 
means of financing the outlays. This would be a drastic step, especially 
in its implications for later years when old-age payments will be several 
billions annually, but the principle is apparently recommended only for 
the next few years, since “assignment from the general revenues” is 
suggested if “total costs of the social security program rise.” As to the 
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unemployment compensation tax, the rates of the payroll tax “should 
be set to produce income to balance outgo [not exceed it] at high em- 
ployment.” Reserves would accumulate only “after we have reached 
high levels of employment and production,” which evidently means, not 
merely after the high level of 55 million employed has been in existence 
for sometime, but only when employment rises above that level, ż.e., 
when national income rises above 140 billion dollars. Ruml-Sonne do 
not state what the resulting payroll tax rates would be, and the present. 
writer has made no computations, but they would almost surely be 
well below present levels unless the compensation rates were greatly 
increased. And in any case it seems likely that the net result over a 
_ decade or so would be a large deficit in the unemployment reserve 
account, which appears not to be what Ruml-Sonne desire, though they 
are not definite on this point. 

Altogether, the payroll tax recommendations, or the absence of them, 
are probably the weakest part of all three reports. It is difficult to see 
how the social security program can be considered in isolation from 
the rest of the government’s finances, if the aim is to consider the 
impact of those finances on the economy as a whole. 

26. Should the estate and gift taxes be changed? 

. The Twin Cities group merely say that “an examination of this 
area” is needed. C.E.D. wants to close loopholes in order both to in- 
crease the revenue from these taxes and to obtain “some moderation 
of the present steeply graduated tax rates.” i 

27. Should custom duties be altered? 

In accordance with traditional public finance analysis in the United 
States, each report puts the technical, specific aspects of this problem 
aside for consideration in a later study or by someone else. As with the 
social security taxes, this procedure, leaving some important unknowns 
in the fiscal complex, weakens the validity of the other recommenda- 
tions. C.E.D. notes the possibility of larger revenue at lower rates, and 
Ruml-Sonne advocate a gradual reduction in tariffs as higher levels of - 
employment are reached: “larger imports, lower rates, same yield.” 
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A PRACTICAL INTERNATIONAL MONETARY POLICY 
By E, M. BERNSTEIN* 


I 


A practical international monetary policy must be capable of deal- 
ing with the immediate problems of post-war adjustment and the longer- 
range problems of an expanding world economy. 

The breakdown of international economic relations in the 1930’s 
was the inevitable aftermath of a great depression in which each coun- 
try was concerned almost exclusively with insulating its economy from 
what were regarded as external forces of destruction. The great trading 
countries did not take the positive measures necessary to restore a 
world economy; and the fundamental international economic problems 
of the pre-war decade were never solved. A tentative but inadequate 
adjustment was attempted through exchange depreciation, exchange 
controls, transfer moratoria, bilateral clearing arrangements, and simi- 
lar measures. 

To the unsolved problems of the pre-war period there will be added 
new difficulties of uncertain magnitude which will manifest themselves 
in full after the war. For six years, customary trade relations have 
been disrupted which cannot be easily or quickly restored. The struc- 
ture nf the warld economy has undergone great change during the war 
and the accumulated effect of these changes will be thrust upon the 
world economy ail at once. 

While the problem of post-war adjustment is urgent, we must not 
lose sight of the continuing problems of an expanding world economy. 
The world cannot afford to repeat the experience of the 1920’s and the 
1930’s; it cannot muddle through another great depression, with dis- 
orderly exchanges, restrictive and discriminatory exchange practices, 
shrinking international trade, and almost complete cessation of inter- 
national investment. Unless means are found to maintain balance in 
the world economy, international economic relations will again break 
down, the countries of the world will revert to economic isolation, and 
the great advantages that an expanding world economy could offer 
will be lost. 

The problem of establishing some degree of order in the world 
economy is a task of enormous difficulty. Fortunately, in many coun- 
tries there is a realization of the urgency of the problem and a deter- 

* On leave of absence from the University of North Carolina, where he is professor of 
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Treasury Department. 


772 ‘ THE AMERICAN ECONOMIC REVIEW _ [ DECEMBER 


mination to find a solution. But this can be done only if there is agree- 
ment among the United Nations on international monetary policy. 

For a long time stability of exchange rates, through the mechanism 
of the gold standard, was universally regarded as the primary objective 
of international monetary policy. Under the pressure of severe depres- 
sion the gold standard was abandoned by many countries, but no gen- 
erally accepted policy has emerged to replace it. The disorderly inter- 
national economic relations of the 1930’s were a reflection of the con- 
fusion and conflict which can be resolved only through a common inter- 
national monetary policy. 

A common international monetary policy does not mean that each 
country must adopt precisely the same measures; but it does mean that 
the objectives to be achieved must be in harmony. These objectives 
should be to establish a pattern of international payments that will 
facilitate expansion of international trade and maintenance of adequate 
international investment* and that will permit each country to take 
‘ constructive measures to secure a high level of employment, rising 
standards of living, and the progressive development of its economy. In 
effect, the balance of payments of a country should be of a character 
that would not compel adjustments at home involving serious inflation 
or deflation and that would not impose such adjustments on other coun- 
‘tries. Unless the great trading countries recognize the general advan- 
tages of such a policy the measures that will be applied in different 
countries will be, to some extent, contradictory, offsetting, and even 
destructive. 

There is already a large measure of agreement among the United 
Nations on the objectives of international monetary policy. The differ- 
ences that may exist concern the measures for carrying out such a 
policy. A discussion of the more important alternatives—the gold stand- 
ard, direct control of the balance of payments, and international mone- . 
tary codperation—will show that there is, in fact, no other practical 
means of attaining a truly international monetary policy than through 
international codperation. 


II 


For a considerable period prior to 1914, the gold standard was the 
generally accepted basis for international monetary policy. Twice within 
this generation the gold standard was abandoned by nearly all coun- 


* While this paper is not concerned with developing fully the rôle of international invest- 
ment in international monetary policy, it is obvious that the establishment of an appropriate 
pattern of international payments must involve foreign investment. The views expressed 
below on international monetary policy are equally applicable to the problems of inter- 
national investment. An adequate volume of international investment will require inter- 
national coöperation, 
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tries; and in many countries the gold standard is regarded, rightly or 
wrongly, as the cause of the economic difficulties of the inter-war pe- 
riod. Despite this attitude toward the gold standard abroad, there are 
some people in this country who consider the gold standard the only 
practical basis for international monetary policy. They urge that the 
United States insist on the gold standard as a general policy, that it 
facilitate the return to the gold standard in other countries, and that 
beyond this nothing further need be done if each country would there- 
after adopt domestic policies compatible with the continued main- 
tenance of the gold standard.’ 

What are the advantages of the gold standard? To its advocates the 
most attractive feature of the gold standard is its assumed automatism. 
It gives assurance to business men and bankers at home and abroad 
that the exchange policy of the country will conform to a prescribed 
pattern. The gold standard would provide continued stability of ex- 
change rates within a narrow range. It would also provide, as it has 
traditionally in the past, a considerable degree of freedom in foreign 
exchange transactions. The effect, it is assumed, would be a high level 
of international trade and. investment. But this would be true only if 
the great industrial countries would maintain a high level of national 
income with the gold standard. In fact, stability of exchange rates and 
freedom of exchange transactions can be maintained, even under the 
assumed automatism of the gold standard, only if the monetary authori- 
ties are assiduous in taking steps to adjust the economy to changes in 
the international economic position of the country. 

If the gold standard were to be widely accepted again it would prob- 
ably have to be concerned exclusively with its international functions. 
Currencies would be defined in terms of gold, exchange rates would be 
kept stable within a narrow range of parity, and gold would be bought 
and sold by the monetary authorities at approximately the statutory 
price for the purpose of settling international accounts. This would 
not prevent any country from adding other features suited to its own 
monetary system. But additional features, such as gold reserve require- 
ments or redemption of notes at home, would be limited to those 
countries which find special advantage in their use. 

Even such a modified gold standard, concerned exclusively with 
exchange policy, would not find ready acceptance in a number of 
countries. It must be realized that any gold standard implies not only 
stable exchange rates and freedom in exchange transactions but also a 
determination to maintain such measures in the face of severe pressure. 
A country cannot accept the gold standard merely out of a present 


“Cf. The Guaranty Survey, August, 1944, p. 10. 
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preference for stable exchange rates and freedom in exchange transac- 
tions. The gold standard involves a firm decision on the part of a coun- 
try to initiate necessary changes in the domestic economy to correct 
maladjustments in its international accounts. And these responsibilities 
few countries are prepared to undertake. 

The fact is that in some countries, notably England and the British 
Dominions, the gold standard has only few advocates among the people 
and almost no support within the government. The British public is 
convinced that the slump in trade in the 1920’s was entirely due to the 
restoration of the pre-war parity of sterling and the consequent over- 
valuation of the pound: The great depression and the disorders of the 
.1930’s are blamed on the rigidities of the gold standard. With a peculiar 
inversion of thought the merits of any international monetary policy are 
now in the first instance judged by how far it differs from the gold 
standard. The views may reflect a considerable degree of prejudice; but 
they are, nevertheless, the views of the British people. So long as these 
views are widely held, no British government is likely to accept the re- 
sponsibility for restoring the gold standard in any form? 

The opposition to the gold standard is not based entirely on prejudice. 
There is in England widespread objection to the gold standard on 
economic grounds and these grounds have been expressed in recent 
months with increasing frequency and vigor. They may be summarized 
as follows: 

1, The gold standard would require a country to permit or compel 
whatever: fluctuations may be necessary in national income and em- 
ployment to adjust its balance of payments. 

2. The gold standard would require wage rates and prices of domes- 
tically produced goods to be adjusted to changes in the relative de- 
mand for a country’s exports. 

3. The gold standard would require the adjustment of the balance 
of payments by deflation, that is, by unemployment and wage reduc- 
tion, in the country with a deficit in its international accounts.* 

Under the gold standard, the national income and the level of wage 
rates must in time be adjusted to the extent necessary to bring a coun- 
try’s international payments into balance. Because of the difficulty of 
inducing expansion in the great industrial countries, these adjustments, 
it is said, are invariably of a character requiring restriction of a deficit 


? “Certainly, the attitude of His Majesty’s present Government would be one of the most 
vehement opposition to any suggestion that we should go.back to the Gold Standard.” 
Statement by the Chancellor of the Exchequer, Sir John Anderson, in the debate on Post- 
War International Currency. Parliamentary Debates (Hansard) House of Commons, May 
10, 1944. Col. 2040. 

*Joan Robinson, “The International Currency Proposals,” Econ. Jour. Vol. LITT (June- 
Sept., 1943), p. 161. 
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country’s demand for imports to the lower level of world demand for 
its exports. Extended analysis would show that the nature of the ad- 
justment must depend very largely on the response of the surplus 
country to the import of gold through expansion of credit, investment, 
income and ultimately expenditures on import goods. Countries differ in 
this respect. In the United States, the effect of an inflow of gold might 
be slight and the adjustment might have to be made very largely by the 
deficit country. Although it may not be of fundamental importance 
whether the adjustments that must be undertaken result in a moderate ` 
expansion or contraction of international trade, it is essential that trade 
be balanced without forcing on countries wage adjustments that can 
be made only after prolonged depression." 

The candid advocate of the gold standard must admit that credit, 
prices, wage rates and, at least during the period of adjustment, em- 
ployment would have to respond to changes in a country’s balance of 
payments. The advocate of the gold standard might argue that such 
adjustments are desirable as well as necessary, and that accompanying 
difficulties are due to the increased rigidity of the economic structure 
and not to the gold standard. But the economic structure is regarded 
as a basic fact and the gold standard as only a policy. In these days 
- few countries, even if they could, would be willing to change firmly 
established wage practices. The experience of the past shows clearly 
that if the economic structure cannot be changed the gold standard 
will at times have to give way. 

In the present state of world opinion, the gold standard in any form - 
cannot be regarded as a practical basis for a common international 
monetary policy. The opposition is too widespread and too funda- 
mental. In many countries the people have come to regard the gold 
standard as a policy compelling restrictions that undermine domestic 
social and political policies which are paramount in the public mind. 

An international gold standard can be restored only by the gradual 
process of approximating the functioning of the gold standard and 
securing the adherence of each country as public support is found for 
the gold standard. In the meantime, those who believe in the gold 
standard must seek through other means the advantages the gold stand- 
ard provides. Even in countries that would oppose the restoration of 
the gold standard, there will be considerable support for a system of 
stable and orderly exchange rates and for freedom in exchange transac- 
tions. And all countries are prepared to hold and to use gold for the 
purpose of making such measures effective. 


‘even with flexible exchange rates adjustment might have to be made very largely by 
restriction of imports in the deficit country. Again, this would depend on the responsive- 
ness of countries to changes in the relative prices of import and export goods. 
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Any consideration of international monetary policy after the war 
must take account of the experience with direct control of the balance 
of payments during the 1930’s and the war period. It is inevitable that 
in many countries such direct controls will be retained for some time 
after the war; and in some countries there will be strong support for 
establishing these controls as the permanent basis for their post-war 
international economic relations. 

The great depression of the 1930’s was accompanied in several 
countries by a severe deterioration in the balance of payments. With 
differing income elasticities of demand for import goods, a serious dis- 
tortion in the pattern of international payments is inevitable during a 
great depression. Two solutions to this problem appeared immediately 
available: to control and restrict the demand for foreign exchange or 
to permit depreciation of the currency. The choice between these 
policies was in each country determined primarily by psychological and 
political considcrations. 

Where withdrawal of foreign credits or flight of capital was an im- 
portant factor, exchange control was adopted as the remedy. In some 
countries, as in Germany, the supposedly close relationship between 
inflation and exchange depreciation was deeply rooted in the public 
mind, and depreciation might have started an internal flight from the 
currency. It was for these reasons that Germany and Middle Europe 
selected exchange control as the principal means for adjusting the 
balance of payments. On the other hand, where political and economic 
tradition was not consonant with the close supervision essential to 
exchange control, as in England, depreciation was adopted as the more 
appropriate policy. In fact, in England the overvaluation of sterling 
had been generally recognized prior to the crisis and exchange de- 
preciation was adopted with wide public support. 

When exchange control is accompanied by an overvalued currency, 
exports tend to decline. In Germany, a number of devices were used to 
overcome this handicap—export bounties, multiple exchange rates, and 
particularly bilateral clearing arrangements. In a world with large sur- 
pluses in export commodities Germany undertook bulk purchase of 
staple commodities under agreements covering a period of years, at 
apparently generous prices in marks. With this policy, Germany’s 
imports from southeast Europe increased enormously. In turn, Ger- 

8 German exports for which demand was inelastic were sold at a high exchange rate, and 
exports for which demand was elastic (including additional exports of some commodities) 
were sold at lower exchange rates. This use of multiple rates for exports must not be con- 
fused with Latin American use of such rates for imports. When foreign exchange for imports 


is sold at a higher rate, the differential may be regarded as an additional duty collected 
when the exchange is sold rather than when the goods are imported. 
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many forced on these countries, through bilateral clearing arrange- 
ments, the compulsory purchase at excessive prices of such goods as 
Germany was willing to spare. During the period of occupation the 
bilateral arrangements were extended to all of occupied Europe and 
became the basis for multilateral clearing through Berlin. 

The enormity of the task of adjusting England’s post-war balance 
of payments has led important sectors of British opinion to advocate 
the use of direct control for this purpose.’ The proponents of direct 
controls urge that Britain’s policy must be to expand its trade and to 
prevent disturbing fluctuations in imports and exports. They hold that 
the government must act directly to assure a large and stable volume 
of foreign trade on terms advantageous to Britain. In detail, they 
urge bulk purchase of staple commodities by the government through 
agreements covering Some years, payment to be made in British exports 
through bilateral clearing arrangements set up for the purpose. As the 
largest importer of staple commodities, Britain could make advanta- 
geous agreements with raw materials producing countries eager for 
assured markets and fair prices, and willing to accept payment in 
British goods. British exporters would still be largely free to compete 
with each other, although under such arrangements competition from 
exporters of other countries would be diminished. 

Such bilateral arrangements could not, of course, supply all of 
Britain’s needs, and Britain would continue to trade with other coun- 
tries in the usual manner. To the extent necessary, flexibility might 
be maintained in the sterling exchange rate to secure adjustment in 
Iingland’s balance of payments with areas outside the system of bi- 
lateral arrangements. It should be noted, however, that those who urge 
most strongly a policy of direct control of the balance of payments are 
generally not advocates of exchange depreciation as a device for secur- 
ing adjustment. They believe that exchange depreciation would have 
an insignificant effect in adjusting Britain’s balance of payments and 
would largely result in less favorable terms of trade. In fact, it is prin- 
cipally for this reason that they urge that primary reliance be placed 
upon direct control. 

Advocates of direct control of the balance of payments differ widely 
among themselves. Some regard such a policy as ideally suited, under 


TIt is generally estimated that to pay for the pre-war level of imports, Britain will have 
to increase the pre-war level of exports by nearly one billion dollars a year. This increase 
will be needed to offset the loss of income from foreign investments, shipping services and 
other service accounts in the balance of payments. 

For a closely reasoned statement in favor of direct controls, see “The Principles of Trade,” 
eight articles published in the London Economist, January 1, 8, 15, 22, 29 and February 
5, 12, and 19, 1944. See also three articles in the London Times, “World Monetary Poli- 
cies,” August 21, 22 and 23, 1944, 
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any conditions, to secure the greatest advantages from international 
trade. Others would prefer a solution along freer lines but fear that 
no other policy can deal with the enormous problems of the post-war 
period. They would accept direct control for lack of a better policy and 
they would urge the gradual broadening of bilateral arrangements into 
a multilateral system that would open to all countries the advantages 
of expanding trade. 

England is not the only country in which wide and influential public 
support’can be found for direct control of the balance of payments as a 
basic international policy. In the countries that have suffered from 
enemy occupation, the uncertainty of their post-war international eco- 
nomic position predisposes some of them to a policy of direct control. 
Even among the American republics, which are relatively well supplied 
with foreign exchange and which are in a favorable international eco- 
nomic position, there is some disposition to retain exchange controls 
and flexibility in exchange rates as necessary devices for dealing with 
future difficulties in the balance of payments. 

Direct control of the balance of payments requires extraordinary 
extension of state control. The repercussionary effects of such a pro- 
gram on the domestic economy are bound to be significant. Beyond that 
even enlightened bilateralism must involve the loss of many advantages 
of multilateral trade based on the international division of labor. The 
effect of such a policy in reducing the standard of living would depend 
upon the precise arrangements that are made and the alternative 
policies that are available. Despite these objections, which are freely 
admitted, there would in Britain be wide public support for a program 
of direct control if the alternative were the gold standard. As compared 
with international coöperation, it may be hoped that Britain would 
choose the latter.’ 

Apart from its economic aspects, a policy of direct controls might 
have unfortunate political consequences in a world which must work 
together. Even if such bilateral arrangements were made in the friendli- 
est spirit, the participating countries might be brought into conflict 
with countries outside the agreements that might regard such practices 
as discriminatory, and that might find it necessary to take counter 
measures. Such arrangements would’ inevitably result in a system of 
economic blocs which could not fail to have political significance; and 
countries which were unable or unwilling to organize their international 
trade along such lines would be compelled to revert to economic isola- 
' tion. 

8 For an able plea in favor of international monetary coöperation in preference to direct 


control of the balance of payments, see “After Bretton Woods,” Political and Economic 
Planning, No. 225 (London), September 15, 1944. 
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The argument for direct controls is based on a pessimistic view of the 
possibility of securing through other measures an appropriate pat- 
tern of international payments. If an alternative program could be 
‘devised to assure a high level of international trade and investment, 
it would hardly be to the advantage of Britain and other countries to 
force their trade into narrow channels through bilateralism. But, if the 
world should have difficulty in maintaining a high level of international 
trade and investment, Britain and other countries would probably feel 
impelled to adopt a large measure of direct control of the balance of 
payments. 

A program of direct control cannot become the basis for a truly 
international monetary policy. The areas of conflict are too broad, the 
areas of agreement too narrow. If countries will accept now a common 
international monetary policy, the temporary restrictions necessary in 
some countries during the post-war transition period can be fitted into 
the framework of the broader policy and be removed progressively as 
conditions permit. This will be possible if countries agree on inter- 
national monetary coöperation. Failing such agreement direct controls 
will be retained and extended in default of a satisfactory alternative. 


IV ‘ 


By their nature, balance-of-payments problems are international in 
character and require mutual adjustment. No unilateral policy can, 
therefore, be certain of success. For this reason, the policy of the 
United States since 1934 has been directed toward securing inter- 
national monetary coöperation for the maintenance of orderly exchange 
rates and the elimination of restrictive and discriminatory exchange 
practices. 

Through its exchange stabilization fund, the United States Treasury 
has made bilateral agreements with a number of countries to help 
maintain exchange stability. These agreements provide for the pur- 
chase of the other country’s currency with dollars up to a stated amount 
for the purpose of stabilizing the dollar rate of exchange. The Treasury 
can terminate such agreements at any time, and after notice can require 
the other country to repurchase its currency (at the same exchange 
rate) within a reasonable period. The agreements also provide for con- - 
sultation on common economic problems, and specifically that no 
change in the exchange rate will be made except after consultation with 
the Treasury. This same type of bilateral arrangement has since been 
used by other countries.’ 

? On December 4, 1939, the United Kingdom and France concluded a wartime agreement 


to avoid alterations in the official rate of exchange and to provide each other with the 
currency needed for payments in the other country, A similar agreement between the 
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An attempt at multilateral coöperation was made by the United 
States, England and France in the Tripartite declaration of September 
25, 1936. The immediate purpose of the declaration was to prevent 
further exchange depreciation as a consequence of the contemplated 
devaluation of the franc. The three governments declared their inten- 
tion to consult on exchange policy in order to avoid disturbances result- 
ing from the proposed adjustment. The declaration also called for the 
expansion of international trade and the relaxation and ultimate aboli- 
tion of the quota system and of exchange controls. Belgium, the Neth- 
erlands and Switzerland became adherents to the declaration. 

While our bilateral stabilization arrangements and the Tripartite 


-declaration helped maintain some degree of order and stability in 


international monetary relations, they were not adequate even for the 
tasks of the 1930’s. In the first place, the political and economic in- 
security of the period resulted in steady pressure upon the currencies 
of some countries. In the second place, German policy forced upon 
other countries restrictions of the type that the Tripartite declaration 
was designed to eliminate. Moreover, the bilateral arrangements and 
the Tripartite declaration were far too limited to achieve their objec- 
tives. 

On the basis of this experience, the Treasury had come to the con- 
clusion that international monetary coöperation would have to be 
multilateral in character and broader in scope. In 1941, Mr. H. D. 
White presented to Secretary Morgenthau a memorandum of a plan for 
an International Stabilization Fund and a Bank for Reconstruction 


and Development. Tentative proposals for the Fund and the Bank, 


prepared by the Treasury staff in codperation with the technical staffs 
of the State Department, the Federal Reserve Board, and other agen- 
cies, were made public on April 7, and November 23, 1943, and were 
submitted to the Ministers of Finance of the United Nations.’® After 
extended bilateral discussions among the technical representatives of 
thirty countries, a Joint Statement by experts was issued on April 21, 


~ 1944, recommending the establishment of an International Monetary 


Fund. In July, 1944, the United Nations Monetary and Financial 
Conference met at Bretton Woods and prepared Articles of Agreement 
for the International Monetary Fund and the International Bank for 
Reconstruction and Development. 

The Fund is intended to facilitate the expansion and growth of in- 
ternational trade and to contribute in this way to the promotion and 





Netherlands, Belgium and Luxemburg was announced on October 31, 1943. The New York 
Times of October 6, 1944, reports that similar Anglo-Belgian and Anglo-Dutch Agreements 
are expected, 


* A proposal for an International Clearing Union was published simultaneously in the 
United Kingdom and was also submitted to the United Nations. 
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maintenance of high levels of employment and real income. In order 
to avoid large and prolonged disequilibrium in the balance of payments, 
the Fund will use its resources to give members time to correct malad- 
justments in their balance of payments without resorting to disorderly 
and discriminatory measures that restrict world trade and spread de- 
pression from country to country. 

The Articles of Agreement prescribe the measures necessary to 
achieve these objectives. Member countries must maintain stability of 
exchange rates by defining the parities of their currencies in terms of 
gold and by limiting fluctuations within a range of one per cent above 
and below parity. To avoid competitive exchange depreciation, a 
country may not propose a change in the parity of its currency unless 
the change is needed to correct a fundamental disequilibrium. Orderly 
exchange arrangements are assured by providing that member coun- 
tries may alter the parities of their currencies only after consultation 
with the Fund or with its concurrence. Because of the uncertainties 
at the time of determining initial parities, a member country may, after 
consulting the Fund, alter the parity of its currency, provided the 
proposed change, together with all previous changes, does not exceed 
10 per cent of the initial par value. All other changes in parity require 
the concurrence of the Fund. 

Apart from the measures designed to provide stable and orderly ex- 
change rates, member countries undertake to eliminate foreign exchange 
restrictions and discriminatory currency arrangements which hamper 
world trade. During the transition period immediately after the war, 
member countries which must deal with the problems of relief, recon- 
struction, or international indebtedness arising out of the war, may 
maintain restrictions on payments and transfers for current interna- 
tional transactions. But such countries must have continuous regard 
in their foreign exchange policies to the purposes of the Fund and they 
must withdraw restrictions as soon as they can settle their balance of 
payments, in the absence of such restrictions, without undue use of 
the resources of the Fund. 

To help maintain exchange stability, the Fund would have resources 
of 8.8 billion dollars in gold and national currencies subscribed by the 
forty-four member countries. The Fund would sell foreign exchange 
in limited amounts to members for their own currencies to enable them 
to meet an adverse balance of payments. Countries purchasing foreign 
exchange from the Fund are required to use their own resources of 
gold and foreign exchange to an equal extent, and they must repur- 
chase the Fund’s holdings of their currencies to the same extent that 
they add to their holdings of gold and foreign exchange. Countries 
whose currencies are held by the Fund in an amount exceeding the 
initial subscription (quota) must pay a graduated penalty on the 
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excessive holdings. All currencies held by the Fund are guaranteed 
against depreciation in terms of gold. Countries using the resources 
of the Fund must take the necessary measures to correct maladjust- 
ments in their balance of payments, and countries that act contrary 
to the purposes of the Fund may be suspended from using the Fund’s 
-resources. 

The Conference also prepared Articles of Agreement for the Inter- 
national Bank for Reconstruction and Development. The Bank would 
‘encourage private investors to undertake international investment by 
guaranteeing loans through the usual investment channels and by 
participating with private investors in such loans. In exceptional cases, 
where private capital is not available the Bank would make loans out 
of its own resources. All loans by or through the Bank must be for 
approved projects of reconstruction and development, guaranteed by 
the country of the borrower, and approved by the country whose cur- ° 
rency is involved. Because the benefits of international investment are 
general, all countries undertake to share in the risks through their 
subscriptions to the Bank’s capital of 9.1 billion dollars. 

These are objectives and measures which provide the basis for an 
international monetary policy. They provide the means by which 
countries can work together to expand international trade, to facilitate 
its balanced growth, to encourage international investment, and to 
assure each country an opportunity to take constructive measures 
designed to provide a high level of employment. Such a policy can be 
made effective only through international monetary coöperation; and 
the Fund itself provides the machinery for consultation and collabora- 
tion on international monetary problems. 


V 


This is the program for international monetary coöperation prepared 
by the representatives of the United Nations. It is a program based on 
the experience of this country with our own exchange stabilization fund, 
broadened to provide for multilateral coöperation in order to deal with 
the international monetary problems of the post-war period. 

Critics have said that the Bretton Woods program shows devotion to 
the machinery of stabilization while overlooking the fundamental prob- 
lems of international monetary policy.** No one who has worked closely 
with these proposals has claimed that the Fund and the Bank can do 
more than provide a favorable environment for the expansion of inter- 
national trade and investment. Other measures are necessary. The most 
important single step that countries can take to facilitate the work of 

“ See, for example, the editorials in the New York Times, “Results at Bretton Woods,” 


July 18, 1944, and in the New York Herald-Tribune, “Machinery Versus Policies,” Sep- 
tember 29, 1944. 


é 


1944] BERNSTEIN: A PRACTICAL INTERNATIONAL MONETARY POLICY  `783 — 


the Fund and the Bank is to pursue policies for full employment. It will | 
not be possible to maintain international balance if in any of the great 
industrial countries there is large and prolonged unemployment. The 
Bretton Woods Conference recognized that the harmonization of na- 
tional policies designed to promote and maintain high levels of em- 
ployment is essential to a successful international monetary policy.” 

It has been said that nothing useful can be done in international 
monetary policy until measures are taken to reduce the obstacles to - 
international trade. In fact, commercial policy has no real meaning 
unless there is order and stability in exchange practices. Every deprecia- 
tion in exchange rates is not only a tariff on imports but a bounty on 
exports. It is of no use to remove import quotas if through exchange 
control countries can place the same limitations on imports of the same 
commodities from the same countries. Without orderly and stable ex- 
change rates and the elimination of exchange restrictions there can be 
no certainty in commercial policy. Those who have negotiated com- 
mercial treaties are cognizant of this fact. Whatever can be done 
through commercial policy to expand trade will facilitate the establish- 
ment of an appropriate pattern of international payments. Discussions 
to this end will no doubt continue. 

It has been proposed that stabilization be achieved gradually 
through the key currencies which are widely used in international 
payments.** This exclusive concern with the currencies in which inter- 
national payments are made seems to me mistaken. Except by definition, 
there are no key currencies; there is only a graduated differentiation 
in the importance of all currencies. The dollar and sterling are the 
most important currencies primarily because the United States and 
England do the largest international business, but the currencies of all - 
countries are important to the extent that international trade and invest- 
ment are affected by their exchange policies.** Professor Williams’s 
emphasis on the key currencies appears to be based on the view that 
exchange flexibility and exchange control may at times be appropriate 
policies for some countries. Even so, it would be better to have such 
policies utilized, to the extent that they may be necessary, after con- 
sultation with the Fund rather than unilaterally. 


12 It should be noted that the Bretton Woods Conference recognized the importance of 
measures to maintain high levels of employment and to promote more favorable commer- 
cial relations. A recommendation to this end was included in the Final Act of the Confer- 
ence. 

“ Edward H. Collins, “A Job for the Dollar Abroad,” Banking, September 1944, p. 38. 


“John H. Williams, “Currency Stabilization: The Keynes and White Plans,” Foreign 
Affairs, July,-1943, pp. 645-58. 

*Tt is only necessary to mention the undervaluation of the French franc in the 1920’s 
and the German exchange practices of the 1930’s to indicate the importance to the world 
economy of the exchange policies of all countries. 
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In some banking circles it has been said that the post-war problem 
is essentially a sterling problem that can best be settled by agreement 
between the United States and the United Kingdom for stabilization 
of the dollar-sterling rate of exchange and the elimination of exchange 
restrictions in England.’® To facilitate such an agreement, it is pro- 
posed to offer to England a loan amounting to about 5 billion dollars. 
Such a program does not touch the real problem. It would be no help 
to Britain to burden it with a dollar debt of this magnitude. Britain 
needs a world of greatly expanded trade and investment, for only in 
this way can Britain balance its international payments and develop 
the export surplus with which to meet the obligations to India and others 
which Britain incurred in fighting the enemy. If the United Nations will 
accept the Fund and the Bank, and adopt the measures which will 
facilitate their successful operation, the most difficult of our interna- 
tional problems, and those of Britain and other countries, will be solved. 

There is a final suggestion that the International Monetary Fund 
be put off until the end of the period of post-war transition.” If the 
advice of such critics were accepted, the hope for international mone- 
tary cooperation would have to be entirely abandoned. The Fund is 
essential during the period of transition. It can be useful in meeting 
the problems of transition, particularly in establishing confidence in a 
system of orderly exchange arrangements. Some adjustments in ex- 
change rates will be needed in the post-war period and exchange con- 
trols will have to be continued in some countries during the period 
of transition. This is inevitable and even desirable, provided such 
measures are not established as the normal basis for adjusting the 
balance of payments. A permanent international monetary policy 
should be agreed upon now, and adjustments during the period of 
transition should be undertaken through the Fund within the frame- 
work of such a policy. 

We have a unique opportunity at this time to secure approval for 
the policy of international monetary coöperation which this country 
has urged upon the world for a decade. The United Nations are 
prepared to adopt such a policy. It would be an irreparable loss if 
this country should permit by default the reéstablishment through- 
. out the world of the same types of restrictive and discriminatory 
measures, the same monetary and economic disorders, that led to 
disaster in the decade before the war. 

1 Leon Fraser to the Herald Tribune Forum, published in the New York Herald Tribune, 
November 21, 1943, Sect. VIII, p. 12; Winthrop Aldrich to the Executives Club, Chicago, 


published in the New York Times, September 16, 1944. It should be noted that Mr. Aldrich 
proposes a grant rather than a loan. 


“John H. Williams, “International Monetary Plans: After Bretton Woods,” Foreign 
Affairs, October 1944, pp. 38-56. 


THE INTERNATIONAL BANK FOR RECONSTRUCTION 
AND DEVELOPMENT 


By ARTHUR SMITHIES* 


The fate of “The Bank” was to grow up as the less spectacular 
younger sister of “The Fund,” and the burning controversy over the 
virtue of the elder sister let the Bank develop in relative obscurity. It 
was heralded with no Joint Statement and even at Bretton Woods it 
was not certain whether the Bank would make its debut unless the 
Fund were successfully launched in United Nations society. Conse- 
quently, in public discussion the Bank has largely enjoyed the reputa- 
tion of the Fund, although they are distinct personalities. Adverse critics 
of the Fund have frowned in automatic disapproval of the Bank because 
of their common parentage. Favorable critics, also, have tended to use 
the same approach. 

Actually the two institutions are independent in the sense that each 
could be a success without the other. They are related, however, in 
that they both contribute to world stability and development, and both 
can be entirely successful only if a workable international system is 
achieved. The Fund is to contribute to long-run prosperity by short-run 
financial operations. The Bank is to contribute to the same end by in- 
creasing the quantity and improving the quality of long-term foreign 
investment. Tt is expressly stated that the facilities of the Fund aro not 
to be used for reconstruction after the war, while reconstruction, to- 
gether with development, is of the essence of the purposes of the Bank. 


I. The Need for a Bank 


Past experience and future prospects indicate beyond a doubt that 
there is room for new policies and new techniques in the field of long- 
term investment. The experience of both borrowers and lenders tes- 
tifies to this. Borrowing countries during the twenties faced the dilemna 
of either foregoing capital or borrowing at high rates of interest and 
burdening their balances of payments with heavier fixed commitments 
than they could afford. They resolved it in many cases in favor of 
letting tomorrow take care of itself. The thirties brought repudiation, 
deflation, or depreciation, and many borrowers resolved not to expose 
themselves to the hazards of international monetary caprice in the 
future, but to rely as far as possible on their own capital resources. 

* While on leave from the University of Michigan, where he is an associate professor of 
economics, the author is serving in the Fiscal Division of the Bureau of the Budget, 


Washington, D.C. At the Monetary Conference at Bretton Woods he was Secretary of the 
Commission on the Bank, 
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Lenders during the twenties, notably lenders in this country, lent with- 
out regard to the economics of the situation. Loans made to Germany 
were a Case in point. To improve housing conditions and to beautify 
cities is unquestionably a suitable field for public investment; but not 
necessarily for foreign borrowing, since, if deflationary policies are 
eschewed, this type of investment is likely to worsen a’ country’s 
balance of payments rather than to improve it. If repayment difficul- 
ties are to be avoided a foreign borrowing program must be associated 
with a potential future increase in a country’s exports relative to its 
imports, and to achieve this objective the foreign borrowings should 
probably be invested, in part at least, in projects designed to increase 
the productivity of export industries or of industries which replace 
imports. Thus, in developing foreign investment programs a set of 
considerations should be introduced which appear to have been largely 
ignored by both lenders and borrowers in the past. The differences 
between rates of interest for domestic and foreign loans are some 
indication that the mere fact that payment of interest and principal 
has to clear international hurdles adds a substantial risk factor to the 
investment. 

Foreign investment is of particular concern to the United States, 
and the foreign investment policy of the United States is of vital in- 
terest to the rest of the world. If reconstruction dnd development are 
to be hastened by the aid of foreign capital, by far the greatest part 
of that capital must come from the United States. If the United States 
is to find adequate and permanent markets for its export industries, 
and is to achieve the objective of the Trade Agreements Program to 
widen continually the area of unrestricted trade, it must enable other 
countries to attain equilibrium in their balances of payments by non- 
restrictive measures. This will require that the United States should 
balance its chronic surplus on current account by a corresponding 
amount of long-term investment. It follows that the United States has 
a most decided interest in improved conditions for foreign investment. 

We shall now inquire how far the Bank contributes to this end. 

~ After a brief account of the structure and functions of the Bank, 
I shall answer some of the major questions that arise in determining the 
contribution that the Bank can make, the nature of the commitments 
of member countries, and the relation of the Bank’s operation to foreign 
investment through other channels.’ 


Il. Structure of the Bank 
Purposes. The primary purpose of the Bank is to assist in the 
1 Copies of the Bank and Fund Documents can be obtained from the U. S. Treasury. 
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reconstruction and reconversion of the territories of members which 
have been destroyed or disrupted by the war and in the development of 
productive facilities in the less developed territories of members. This 
primary objective is to be achieved by the productive investment of 
capital which the Bank is to stimulate by promoting private investment 
and by direct loans in cases where private capital is not available on 
reasonable terms. The investment activities of the Bank are to be 
carried out in such a way as to contribute to the balanced growth of 
international trade and the maintenance of equilibrium in balances 
of payments. Also the Bank is to conduct its operations so as to in- 
crease the usefulness of the total flow of international investment and 
to smooth the transition from war to peace. 

One. eminent delegate to the Monetary Conference complained that 
in his own country he spent so much time explaining that the Bank is 
not a bank that he never had time to explain what it is. However, the 
Conference was unable to suggest any more acceptable name, so the in- 
stitution remains a “bank.” The objection to the name “bank” arises 
from the fact that it does not accept deposits and that its main 
business is not to invest its own funds but to guarantee loans made 
by private investors and to raise money for relending by issuing its 
own bonds. On the other hand, the name “bank” does have much to ` 
commend it since that title does suggest, as is planned, that the Bank’s 
lending operations should be governed by prudent consideration of the 
merits of the projects it is asked to finance. 

Capital, loans and guarantees. The authorized capital of the Bank 
is 10 billion dollars divided into 100,000 shares of $100,000 each. This 
capital stock may be increased if three-quarters of the total voting 
power agrees. The subscriptions agreed to at Bretton Woods amounted 
to 9,100 million dollars and the subscriptions of individual members 
corresponded in general to their quotas in the Fund. 

The major individual subscriptions in millions of dollars are: United 
States, 3,175; United Kingdom, 1,300; Russia, 1,200; China, 600; 
France, 450; India, 400; Canada, 325. Twenty per cent of the Bank’s 
capital is subject to call as follows; 2 per cent must be paid in 
gold or dollars within 60 days of the Bank’s commencing operations, 
except that special relief is provided for countries whose territories 
have suffered from the war or whose gold reserves have been seized 
or immobilized as a result of the war. The remaining 18 per cent is 
subject to call in installments and is to be paid in the member’s own 
currency. This paid-up capital is available to the Bank for direct lend- 
ing or for participations in loans. The remaining 80 per cent of the 
Bank’s capital is to remain uncalled, except in cases of default, to pro- 
vide security for the guarantee function of the Bank. This function 


~ 
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includes guaranteeing loans made by private investors through the 
usual investment channels and also issuing the Bank’s own bonds 
to raise funds for relending or participating in private loans. Total 
loans and guarantees of the’ Bank, including those mentioned above, 
are limited to 100 per cent of its unimpaired subscribed capital, re- 
_ serves and surplus. Calls of capital to meet the Bank’s guarantee lia- 
bilities are to be paid in gold, dollars or the currency required to 
discharge the obligations of the Bank. 

The Bank can make no loan out of its holdings of local currency;? 
nor can it raise funds or guarantee loans in the market of any member 
without the consent of the member in question. Loans made out of 
holdings of local currency cannot be converted into other currencies 
without the member’s consent. On the other hand, funds which the 
Bank borrows, or loans which it guarantees, must be made available 
by lenders without restrictions on their convertibility. 

The evident intention of the Agreement is that loans should be of 

long duration. Although the term is at the discretion of the Bank, 
several clauses of the Agreement anticipate that loans will be of longer 
than ten years’ duration, and discussion at the Conference indicated 
that the normal life of a loan would be considered longer than ten 
years. De 
Interest rates on loans made by the Bank are to be fixed at the 
Bank’s discretion and they bear no necessary relation to the rates at 
which the Bank itself borrows, nor are they necessarily the same for 
all borrowers. Interest rates on loans guaranteed by the Bank.must be 
= such as the Bank deems reasonable. In addition to interest the Bank 
is required to charge a commission of between one and one and a 
half per cent on loans guaranteed and on loans made from borrowed 
funds. This commission is to be accumulated and held in liquid form 
as a special reserve which will be the first source for the Bank to tap 
in meeting its guarantee liabilities. 

Loans or guarantees by the bank may be made to a member itself 
or to any political subdivision or any enterprise in a member’s terri- 
tories. In all cases, however, the member itself must guarantee the loan. 

The Agreement provides that the Bank shall impose no conditions 
‘requiring that the proceeds of a loan shall be spent in the territories 
of any particular member. In other words, the Bank is not to make tied 
loans. It is not quite clear, however, how this provision applies to loans 
made out of the Bank’s own capital when what the Bank has to lend 
is the local currencies of members. If, for instance, the Bank has 
sterling but no dollars, it may inform a borrower who wants dollars 
that it can only provide sterling which is not convertible into other 


? By “holdings of local currency” I mean here and elsewhere holdings which form part of 
the 20 per cent of capital paid in for direct lending or repayments of loans from that source. 
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currencies without the consent of the United Kingdom. ` 
Careful supervision is to bé exercised by the Bank over the actual | 
use of its loans in order to ensure that the loaned funds shall be spent 
for the purposes for which the loan was granted. The amount of the 
loan is not to be paid in a lump sum to the borrower, but an account’is 
to be opened for it by-the Bank, which can be drawn upon only to 
meet expenses in connection with the project as they are actually 
incurred. é 
Distribution of income. The Bank is to determine annually what part 
of its net income is to be distributed and what part is to be allocated 
to surplus. The first charge on the distributed income is to be a pay- 


‘ ment of 2 per cent to each member on the basis of loans outstanding 


made by the Bank out of the local currency subscribed by the member. 
The remainder of the income available for distribution is to be paid to ` 


. all members in proportion to their shares. 


ł 


Organization and management. The original members of the Bank 
shall be those members of the Fund who also accept membership in the 
Bank before the Bank commences operations. Other members of the 
Fund may be subsequently admitted on terms prescribed by the Bank. 
Members ceasing to belong to the Fund must withdraw from the Bank, 
unless the Bank by a three-fourths vote allows them to remain members. 
Members may withdraw from the Bank on giving notice and without 


“penalty, but they remain contingently liable in respect of loans guaran- 


teed or securities issued by the Bank during the period of their mem- 

bership. 
` The management of the Bank is denaii vested in a Board of 

Governors; one Governor to be appointed by each member. In voting, 


- each member shall have -250 votes plus one vote for each share, of 


stock held. The executive business of the Bank will be carried on by ' 
twelve Executive Directors. Each of the five members having the: 
largest number of votes shall be entitled to appoint one director, and 


_ the other seven shall be appointed by the remaining members according 


to a scheme of proportional representation. This means that the - 
United States, the United Kingdom, Russia, China, and France would 


~ each automatically appoint a director. The Executive Directors are-: 


to appoint a president, who shall act as their chairman. 
The main office of the Bank is to be in the territory of the member 
having the largest number of votes, but the Bank may also. establish 


branch and regional offices in the territory of any other member. 


The Agreement will enter into force when signed by members having 
at least 65 per cent of the total subscriptions before December 31, 
1945. The Bank will commence operations as soon as practicable after 
the Agreement comes into force. l 
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UI. The Contribution of the Bank to the Quality and 
Quantity of International Investment 


‘The contribution which the Bank makes will largely depend on the 
way in which it is administered. But the Bretton Woods Agreement does 
provide rules for the operation of the Bank and does limit the purposes 
for which loans shall be granted in such a way as to give every assurance 
that the loans made or guaranteed by the Bank will be as sound as 
possible. Of course, this does not mean that it is the purpose of the 
Bank to confine its operations to dealings in gilt-edged securities. On 
the contrary, the most urgent need for the Bank arises from the 
‘absence of any other machinery for the long-run reconstruction of war- 
torn areas. Loans for this purpose will inevitably be risky and will be 
made whether or not a Bank is set up. It can be argued, however, that 
when made through the Bank such loans will be more soundly con- 
ceived than if they are made in its absence. In the first place, the Bank 
is restricted to making loans, except in special circumstances, for the 
purpose of specific projects of reconstruction and development. Thus, 
general purpose loans are excluded from the Bank’s operations. Fur- 
ther, the specific projects must be investigated by a committee 
appointed by the Bank which shall include-an expert for the borrowing 
country and one or more members of the technical staff of the Bank. 
Such an investigation will, undoubtedly, yield more careful considera- 
tion of the purposes of the loan than was the case for most reconstruc- 
tion loans after the last war. 

The fact that the Bank will be able to provide loans at rates of 
interest lower than would be possible without it will also contribute to 
the soundness of the Bank’s investments. Reconstruction will be so 
urgent for many countries that they would borrow regardless of the 
price and of the risks of subsequent default. By reducing the future 
burdens on war-torn countries and thus increasing their capacity to 
meet their loan obligations in the future, the Bank will make a sub- 
stantial contribution toward increasing the reputability of reconstruc- 
tion securities. In the field of development the Bank will reduce future 
burdens on the balances-of-payments of countries which would borrow 
“at unreasonably high rates, and will hasten development for those coun- 
tries whose prudence would prevent them from borrowing at the rates 
available in the private investment market. 

The Bank is expressly directed to pursue its lending policies so as 
to promote the “balanced growth of international trade and the main- 
tenance of equilibrium in balances-of-payments.” This, as I have said 
above, is a criterion that has been sadly neglected in determining the - 
flow of international investment in the past. In fact, a single private 
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investor in many cases can hardly be expected to take account of such 
considerations, since the ultimate fate of his loan will depend not on his 
own action so much as on the actions of other lenders and of policies of 
the borrowing country of which he can frequently have no adequate 
knowledge. An international institution such as the Bank, which can - 
survey a wide segment of the whole field of foreign investment and 
which provides facilities for consultation between experts of both 
borrowers and lenders, is in a position to direct the flow of foreign 
investment into channels which are consistent with general economic 
balance. 

By making funds available to borrowers on more reasonable terms 
and by reducing the risks of lenders, the Bank’s operations will in- 
crease the total flow of international investment. This tendency will 
probably be less pronounced in the reconversion period when the 
demand for loans will be relatively inelastic. In that period, the main 
contribution of the Bank may well lie in enabling war-devastated 
countries to reconstruct their economies without mortgaging their 
future. As the emphasis of the Bank’s operations shifts from recon- 
struction to development, the demand for loans will become more 
elastic and its effect on enlarging the total flow of investment corre- 
spondingly greater. 


IV. The Soundness of the Bank as a Financial Institution 


The first question to consider is whether the Bank’s subscribed 
capital of 9.1 billion dollars is in fact “good.” The subscription list 
contains subscriptions by some countries whose local currency bor- 
rowers have no desire to borrow and who are at present incapable of 
implementing the guarantee function of the Bank by providing free 
exchange to meet defaults. Thus it is true that at the present time a sub- ` 
stantial part of the Bank’s capital is ineffective and its present resources 
must be regarded as being equal to the contributions of the countries 
whose balance-of-payments position or whose international reserves 
position will enable them to fulfill their obligations. But the main cri- 
terion for the soundness of the Bank as a financial institution depends 
not so much on the present position of the member countries as on 
their position some twenty years hence. That is the time when it is esti- 
mated that the bulk of the Bank’s liabilities in respect to its guarantees 
will fall due. The full success of the Bank, therefore, depends on the 
long-run future of the world. If economic balance is achieved in the next 
generation and if the various countries of the world are in a position to 
accumulate adequate reserves, they will be able to meet their obligations 
ta the Bank. It is important to emphasize, however, that even if our 
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hopes in this respect are not wholly fulfilled the Bank can be a successful 
institution. Some countries of the world will inevitably have favorable 
balances of payments and abundant stocks of gold. Unless the pattern 
of world trade is drastically altered it is hard to see how the greater 
part by far of the Bank’s capital can fail to be “good,” no matter what 
happens. 

In assessing the availability of the Bank’s capital it should be borne 
in mind that the liabilities of members are never likely to be sub- 
stantial in any one year. In the first place, provisions for postponing 
the liabilities of the borrower are to be applied before calls are made 
on the guarantors. Secondly, the maximum call that can be made on 
members in any one year is the amount of the annual service charges 
on the defaulted loans, plus one per cent of total subscriptions. The one 
per cent call is to be made only if the default is believed by the Bank 
to be of long duration and is to be used either to redeem obligations 
guaranteed by the Bank or to purchase its own outstanding borrowings. 
This spreading of the guarantors’ liabilities should greatly assist 
guarantors in meeting their obligations, unless the Bank is exposed to 
chronic and continuous default. 

The Bank’s capital is further protected by special provisions in the 
Agreement which provide for the maintenance of the value of its local 
currency holdings. In the event of depreciation of any local currency 
held by the Bank, the member in question must pay in an amount 
sufficient to maintain the gold or dollar value of the Bank’s holdings. 

The question has been raised by some critics of the Bank whether 
the Bank can afford to lend on substantially lower terms than private 
investors and still remain financially sound. This question can be 
answered in the affirmative for two main reasons. In the first place 
because of its size and its connections the Bank will be in a position 
to spread its risks more widely than any private investor. Secondly, 
the risk factors that affect private investors do not all apply to the 
Bank. For instance, the value of a private security would be seriously 
affected if there were a single failure on the part of the borrower to 
meet its annual obligations. The Bank, on the contrary——as will be 
seen later—can provide relief for debtors who cannot meet their obli- 
gations because of cyclical depression; consequently, the Bank need 
not take into account the risk of occasional difficulty on the part of the 
borrower but need only look at the longer-run position. 

The conservative 100 per cent ratio of loans and guarantees to 
capital will contribute materially to the Bank’s soundness. A sub- 
stantial body of expert opinion at the Conference felt that the ratio 
could have safely been set at 200 or even 300 per cent. The figure 
actually adopted satisfied the most cautious, and, incidentally, the Con- 
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ference did. kage the benefit of the advice of ‘an impressive array of ‘°°. 


international bankers of great experience, ability and caution. The 
financial soundness of the Bank will also be materially enhanced by the 


special reserve which in twenty years or so should be sufficient to meet’ 


a considerable part of the liabilities on securities guaranteed or issued 
by the Bank. 


The Bank is permitted to buy and sell securities which it has guaran- 


teed or in which it has invested, with the approval of the borrowing. 


country. If the Bank is in a position to do this, both its liquidity and 


the scope of its operations are obviously increased. If the Bank is a .: ` 
' real success, its normal procedure may well consist in carrying securities 


through the period of their infancy and selling them to private investors 
when their strength is established. The extent to which this desirable 


state of affairs can be achieved will depend chiefly on the wisdom and 


the skill with which the Bank is administered. 


V. The Relation of the Bank’s Operations to Private Lending 
The Agreement states clearly that the objective of the Bank is to 


complement and promote private foreign investment rather than to - 
compete with it. Before the Bank can make a loan, it must be satisfied: 


that “in the prevailing market conditions the borrower would be un- 


able otherwise to obtain the loan under conditions which in the opinion” 


of the Bank are reasonable for the borrower.” The statement of pur- 
poses indicates that primary emphasis should be placed by the Bank 


on guaranteeing and participating in private loans. Direct loans by ` 
the Bank, whether out of its own or out of borrowed funds are to be . 


made only where private finance with or without the assistance of the . - 


- Bank is not available on reasonable terms. Of course the Bank may , 
deprive investors of some highly speculative opportunities for windfall - 


gains, but in exchange for that it will provide the investing-public with 
a new type of security which should prove a godsend to trustees and 


insurance companies seeking refuge from the low yields of domestic. 


government securities. 

The guarantee function of the Bank is entirely in line with the 
methods of coöperation between government and private enterprise 
that have been developed in this country during the past decade. Public 
guarantees of private activity have been successfully used in the Federal 


Housing Administration and the Federal Deposit Insurance Corpora- 
tion, and in making V and VT loans during the war. The borrowing. ` 


and lending activities of the Bank are in line with the established 


practice of certain of our government corporations. I believe that this 


system of government assuming contingent liabilities which will not 


mature if private activity is successful represents a most promising ` 


j 
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compromise between the need for government action and the desire to 
retain the private economic system to the maximum extent feasible. 


VI. The Relation of the Bank to the Export-Import Bank 


The Bank is to some extent paralleled by the Export-Import Bank, 
which makes loans, chiefly to Latin-American countries, for develop- 
ment purposes. Although originally the Export-Import Bank confined 
its activities to financing United States exporters, it has broadened its 
operations to foster public works and industrial development. It has 
adopted the principle of confining its lending to projects where private 
finance is not available on reasonable terms and has also employed the 
guarantee method—backing foreign advances of American banks. 

The main difference between the Export-Import Bank and the pro- 
posed International Bank is that the operations of the former are 
Closely related to the promotion of United States trade. During the 
war development projects have been encouraged which will provide the 
United States with strategic imports; and the loan contracts normally 
contain a tying clause which provides that machinery and materials not 
available in the borrowing country shall be purchased in the United 
States and transported in United States ships. 

Thus, while the Export-Import Bank, on a much more limited scale, 
serves some of the same development objectives of the International 
Bank, its tied-loans provisions prevent it from making the same con- 
tribution to achieving world equilibrium of balances of payments. To 
that end it is necessary, not that United States exports do not increase, 
but that the exports of other countries increase relatively more. While 
the International Bank will, almost inevitably, tend to expand United 
States exports in the early post-war years, it is to be hoped that the 


'. fact that its loans are untied will enable it to assist in rectifying the 


-disequilibrating factors that at present hamper world trade. Purely 
national foreign-investment banks will undoubtedly play an important 
rôle not only here but elsewhere, but they cannot be regarded as sub- 
stitutes for the International Bank. 


VII. The Effect of the Bank’s Operations on Balances of Payments 


I have already discussed tie long-run objective of the Bank to pro- 
mote equilibrium of balances of payments. Here I want to discuss the 
measures in the Agreement designed to ensure that the operations of 
the Bank will be conducted so as to safeguard the balance-of-payments 
positions of both borrowers and lenders. The Bank cannot borrow or 
guarantee without the consent of the member in whose market the 
loan is raised and the member in whose currency it is payable. Further- 
more, if a loan is made by the Bank out of its capital in the currency of a 
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member, the loan contract must provide that payment of interest and 
principal must also be made in that currency, unless the member agrees 
to some other arrangement, and those funds cannot be relent by the 
Bank without the member’s consent. In the case of loans made out of 
funds borrowed by the Bank which are provided by the lender in free 
exchange, payments by the borrower can naturally be converted by the 
Bank into other currencies, but the Agreement does provide that in no 
case shall the Bank’s loans in any given currency out of borrowed funds 
` exceed its borrowings in that currency. Further, it is provided that if 
expenditures in the territory of a member out of loans made or guaran- 
teed by the Bank do weaken its balance-of-payments position, the Bank 
may repurchase part of the currency spent with gold or free exchange. 
In these various ways the Agreement does adequately protect the 
balance-of-payments position of lenders. 

The provisions of the Agreement to protect the balance-of-payments 
positions of borrowers are even more important. As pointed out above, 
one of the major disadvantages of foreign investment from the point 
of view of a borrowing country .is that the balance of payments is 
burdened with fixed money commitments in bad years as well as good. 
This is a serious embarrassment especially to those countries whose 
exports consist of primary products the prices of which are subject to 
great cyclical variations. The Agreement provides that if a borrowing 
country is suffering from acute exchange stringency, the Bank may 
agree to accept service payments on the loan in the member’s own 
currency for periods not to exceed three years. Also, the Bank may in 
such cases modify the terms of amortization or extend the life of the 
loan. I think the spirit and the content of this provision are one of the 
best contributions that the Agreement has made to a better appreciation 
of the requirements for enlarging the volume and improving the 
quality of international investment. The Agreement also contains other 
provisions which protect the balance-of-payments of the borrower; 
for instance, if the execution of the project for which the loan is made 
gives rise indirectly to an increased need for foreign exchange by the 
borrower the Bank may, in exceptional circumstances, provide the 
borrower with a limited amount of additional gold or foreign exchange 
to meet these needs. The extent of this relief, however, is not to exceed 
the local expenditure by the borrower in connection with the project. 


VIII. Protection of the Interests of Lenders 


It has been alleged by critics of the Bank that its effect will be to 
place the resources of lenders at the disposal of an institution which 
is largely controlled by borrowers. Although it is probable that in the 
early years of the Bank’s life borrowing countries will have a majority 


4 


796 THE AMERICAN ECONOMIC REVIEW [DECEMBER 


of the Executive Directors, they are not likely to have a majority of 
the total voting power of the Bank. Decision on matters which would 
affect the essential interests of lenders is not within the power of the 
Executive Directors. Amendments of the Agreement can only be made 
if approved by three-fifths of the members having four-fifths of the total 
voting power; and some amendments require tnanimous consent. 


` Within the latitude now permitted by the Agreement, important 


changes, such as an increase in the authorized capital stock, require a 
three-fourths vote. 

As we have already seen, the lending country has a veto power on 
any use by the Bank of its currency, and on any guarantees or borrowing 
operations of the Bank in its territory. Although the lending countries 
have no direct voice in what projects are to be financed by the Bank, 
their veto power would make it impossible for the Bank to operate 
unless its general policies met with the approval of the lending 
countries. . 

In view of these provisions it is hard to see how the interests of 
lenders can fail to be adequately protected. The real point to make, 
however, is not that there is no danger of lenders being adversely 
affected, but that the Bank offers through its guarantee function 
positive advantages not only to borrowing but also to lending countries. 
It was pointed out with great emphasis by Lord Keynes, as the repre- 
sentative of a country which expects to be neither a borrower nor a 
Jender, that the Bank enables those countries which are not in a posi- 
tion to lend to undertake scme of the responsibilities involved in pro- 
moting the common objective of increasing world prosperity through 
increasing the flow of foreign investment. I quote him in full: 

“Herein lies the novelty of the proposals which will be submitted 
to you. Only those countries which find themselves in a specially 
favored position can provide the loanable funds. But this is no reason 
why these lending countries should also run the whole risk of the trans- 
action. In the dangerous and precarious days which lie ahead, the risks 


of the lender will be inevitably large and most difficult to calculate. 


The risk premium reckoned on strict commercial principles may be 
beyond the capacity of an impoverished borrower to meet, and may 
itself contribute to the risks of ultimate default. Experience between 
the wars was not encouraging. Without some supporting guarantee, 
therefore, loans which are greatly in the interests of the whole world, 
and indeed essential for recovery, it may prove impossible to float.” 
The experience of the past has not indicated that lending countries 
are particularly capable of safeguarding their own interests in foreign 
investment. An international institution which provides additional safe- 
guards, increases the borrowers’ capacity to pay, and diminishes the 
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risk of investment by strengthening loans through the addition of an 
international guarantee, can hardly be considered to be detrimental 
to the lending countries’ interests. 


IX. Conclusion 


My analysis of the Bank has, I am afraid, the suspect qualities of a 
uniformly favorable review. It could be argued that the Bank is nar- 
rowly limited in its purposes, that relative to the needs for inter- 
national investment its contribution is small, and that it 1s too en- 
cumbered with rules and safeguards to permit flexible operation. An 
ideal bank in an ideal world might be very different from this one, but 
such a world would need no bank. The great merit of both the Bank 
and the Fund is that they do not strive far the impossible. The Bank 
proposal recognizes that the economic policy of the main lending 
countries is to make the private enterprise system work, but that, 
especially in the field of foreign investment, supplementary govern- 
ment action is necessary. It recognizes, moreover, not only that the 
political climate of this country demands a conservative solution to the 
foreign investment problem, but that a conservative solution has 
inherent merits. The world has not reached that degree of sophistica- 
tion where creditor countries will lend with no prospect of return, and 
default by borrowers is regarded as constructive policy. 

Although the subscription list of the Banz is the largest in the history 
of the world, the contribution of no individual country is excessive. 
The United States, for instance, will require an appropriation of only 
20 per cent of its total subscription or 635 million dollars. The re- 
mainder which is a contingent liability will presumably be covered 
by an authorization. This amount does not seem excessive for what 
should prove to be, directly and indirectly, a secure and remunerative 
investment. 

The Bank will help to avoid the disasters that have plagued foreign 
investment in the past, and the least that can be said for it is that, with 
the Bank, foreign investment will be moze extensive and more con- 
structive than without it. 


THE “BURDEN OF THE DEBT” AND THE 
NATIONAL INCOME? 


By Evsey D. Domar* 


I 


“Full émployment after the war” has now become the subject 
most frequently discussed by economists. When the war is over, the 
level of employment and income will be determined to a great extent 
by the speed and character of the reconversion process. After that, 
hopes of maintaining full employment are based, for good or for ill, 
on the various backlogs developed during the war. But when both 
periods are over, the old and so painfully familiar problem of the 
disposal of intended savings will again appear. 

It is possible that private investment will be able to absorb all savings 
year in and year out, or that private investment will at least fluctuate 
around a sufficiently high average so that deficits which may be incurred 
by the government in some years will be offset by surpluses made in 
others. Whether or not this will actually happen is a matter of opinion; 
it is a problem not discussed here. Instead I propose to examine the less 
optimistic case, when private investment is insufficient to absorb in- 
tended savings over a relatively long period of time. 

Public investment financed by borrowing, though perhaps the 
most direct and evident, is by no means the only method of dealing 
with the situation. The income-generating properties of various kinds 
of taxation still remain to be explored;?-the possibilities of encour- 
aging private investment by means of various tax devices have not 
been sufficiently worked out either; the same can be said about plans 
designed to reduce the propensity to save. It will be assumed here, 
however, either that all these measures cannot be tried, or that 
they have not proved sufficiently effective so that a continuous policy 
of deficit financing must still be pursued.’ 

* Mr. Domar is with the Board of Governors of the Federal Reserve System. The 


opinions expressed are those of the author and do not necessarily reflect the position of the 
Board. 

* Thanks are due to Miss Mary Painter for her assistance in the preparation of this paper. 

2 See, however, P. A. Samuelson, “Full Employment After the War” in Postwar Economic 
Problems edited by S, E. Harris "New York, McGraw-Hill, 1943), p. 44; A. H. Hansen 
and H. S. Perloff, State and Local Finance in the National Economy (New York, Norton, 
1944), pp. 245-46; L. A, Metzler, “Effects of Income Redistribution,” Rev. Econ. Stat., 
Vol, 25 (Feb., 1943), pp. 49-57; B. Ruml, National Fiscal Policy and the Two Super Budg- 
ets, an address delivered before zhe Institute of Public Affairs, University of Virginia, 
June 27, 1941. 


* At this stage, “public investment financed by borrowing” and “deficit financing” are 


DOMAR: “BURDEN OF THE DEBT” AND NATIONAL INCOME 799 


The theory of the multiplier and our actual experience during this 
war have demonstrated, I believe, that money income can be raised 
to any desired level if the total volume of public expenditures is. 
sufficiently high. This view will probably be accepted also by the 
opponents of deficit financing. Their objections to such a policy 
are based on several grounds, the most important being the belief 
that continuous government borrowing results in an ever-rising 
public debt, the servicing of which will require higher and higher 
taxes; and that the latter will eventually destroy our economy, or 
result in outright repudiation of the debt. . 

That continuous borrowing will result in an ever-growing public. 
debt is evident; that, with a non-falling interest rate, the interest 
charges will grow is likewise true; and finally, assuming—as we shall 
in this paper—that all funds for payment of interest charges are to 
be raised by taxation,* there is no question that the absolute amount 
of taxes to be collected for that purpose will increase at the same ` 
rate. But all these absolute amounts do not mean much. . 

Whatever favorable or unfavorable effects the existence and growth 
of the debt may have, what matters is its relation to other economic 
variables, such as national income, resources of the banking system, 
volume of private securities outstanding, and so on, the particular 
relation to be studied depending on the character of the problem at 
hand. The phrase “burden of the debt,” if it has any meaning, evidently 
refers to the tax rate (or rates) which must be imposed to finance the 
service charges, and that the fax rate will rise is far from evident. 

The belief that government borrowing must necessarily result in 
rising tax rates is so widespread both in technical and popular writings 
that no quantitative analysis of it has, to my knowledge, ever been 
made. It has been pointed out, however, particularly by Professor 
Hansen, that the debt problem should be studied in its relation to 
national income, and that with a growing national income the “debt 
burden” is likely to be confined within manageable limits.* The pro- 
ponents of deficit financing have also argued that the burden of a 
domestically-held debt depends to a great extent on the distribution 


used synonymously. The essential fact is that government absorbs the savings and ‘Spends : 
them. The nature of these expenditures will be discussed in Section IV. 
t This assumption is made both to simplify the argument and to protect the reader from 
a shock. To many, government investment financed by borrowing sounds so bad that the 
thought of borrowing to pay interest charges also is simply unbearable. 
5A. H. Hansen and Guy Greer, “The Federal Debt and the Future,” Harpers M agazine, 
Apr., 1942, pp. 489-500; A. H. Hansen, Fiscal Policy and Business Cycles (New York, 
Norton, 1941), pp. 135-185; “Moulton’s The New Philosophy of Public Debt” in Hansen 
and Perloff, op. cit., pp. 285-298; and his other writings. 
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of the debt ownership;® that however large the debt may be, interest 
charges can still be collected because interest income constitutes a 
part of taxable income;‘ and finally, that a tax rate, however high, 
will not deter investment if losses can be offset against other income.’ 

No evaluation of these last three arguments will be made here. 
But the issues of the debt problem will appear clearer if we adopt 
. the attitude of the opponents of deficit financing and treat this tax 
rate as a burden, as a price for the privilege of having a higher 
level of income (and employment) than would prevail without deficit 
financing. We shall therefore explore the behavior of the tax rate 
over time under several sets of assumption. In addition, it will be 
interesting to examine what the community gets for this payment, 
1.€., the net income of the non-bondholders after the transfer of interest 
charges to the bondholders has taken place. 

It is true that the existence and growth of the debt raise a number 
of other problems besides the behavior of the tax rate and of the 
net income of the non-bondholders. I hope it will be recognized, how- 
ever, that these two variakles are the most important ones, and that 
an analysis of their behavior will be of considerable help in the under- 
standing of the whole problem of the debt. 

The paper is based on several dynamic models which are developed 
mathematically. All mathematics, however, is concentrated in the 
Mathematical Appendix and only the final results are given in the 
text. As in most investigations of this character, certain simplifying 
assumptions will have to be made, but ways of modifying them will 
become apparent as the argument progresses. 


II 


The burden of the debt. or the average tax rate covering the in- 
terest charges, equals, roughly speaking, the ratio of the interest 
charges to income; or the ratio of the debt to income multiplied by 
the interest rate paid on bonds.® It will be assumed that this interest 
rate is a given constant (i). If we now want to find the effects of 


- °A. H. Hansen: sources given in footnote 5; A. P. Lerner, “Functional Finance and the 
Federal Debt,” Social Research, Vol. 10 (Feb., 1943), pp. 38-51; Stuart Chase, Where’s the 


= Money Coming From? (New York, Twentieth Century Fund, 1943), pp. 97-110. 


"Lerner, op. cit, S.'E. Harris, “Postwar Public Debt” in Postwar Economic Problems 
edited by him, pp. 169-186. Unfortunately both Lerner and Harris assumed perfectly 
arbitrary magnitudes of the debt and income without any analysis of their interrelationship. 

®Lerner, op. cit. For a more elaborate analysis of the effects of loss offset, see E. D. 
Domar and R. A. Musgrave, “Proportional Income Taxation and Risk Taking,” Quart. 
Jour. Econ., Vol. 58 (May 1944), pp. 388-422. 

? Though not quite correct, this statement will do for the time being. A more correct one 
will be given on pp. 802-03. 
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deficit financing on the tax rate, we should examine its effects on the 
magnitude of the debt and of the national income. 

The effect of borrowing on the debt is somewhat complex and will 
be taken up in Section III. At this stage we can only record the obvious 
fact that continuous borrowing will of course result in an ever-increas- 
ing debt. Indeed, this point has never been overlooked in the numerous 
writings on the subject. 

The other relevant fact—that deficit financing may have some effect 
on income—has received a different treatment. Opponents of deficit 
financing often disregard it completely, or imply, without ‘any proof, - 
that income will not rise as fast as the debt. On the other hand, we: 
sometimes get the incorrect impression that it is sufficient for the 
government to spend, say $100, and the national income will vise by 
$300 or $400, depending on the magnitude of the multiplier. If this 
were really so, there would be no debt problem at all: it would cer- 
tainly pay us to raise the national income by $300 at the expense of 
some $2.00 increase in interest charges.” 

A clear distinction should be made between levels of investment ex- 
penditures and income and increments in investment expenditures and 
income. With a given average propensity to save, the level of national 
income will be a multiple of the level of investment expenditures (public 
or private). Similarly, with a given marginal propensity to save, an 
increment in national income will be a multiple of an increment in 
investment expenditures. But neither cf these two statements tells 
anything about the relation between the level of investment expenditures 
and an increment in income. 

It should be emphasized that the stimulating effects of a given 
increment in expenditures tend to disappear quite soon, unless, of 
course, one believes in pump-priming which does not at present find 
many proponents. Pump-priming aside, an increase in national income 
of, say, $300 produced by an increase in investment expenditures 
of, say, $100 will presently disappear and income will fall back 
to its former level. But the public debt (if investment expenditures 
are financed by government borrowing) has permanently increased 
(by $100), and so have interest charges (by $2.00). This is the 
source of the debt problem. If the national income is to be maintained 
at the new level, new amounts must be spent.™ l 

In order to simplify the problem, it will be assumed that the com- 
munity s average and marginal propensities to save are equal and 


* That is, 2 per cent of the $100 borrowed, 

“That this is so can be easily demonstrated by means of algebra, a numerical table or 
a chart. For a good example, see Hansen, Fiscal Policy and Business Cycles, Chart 16, 
p. 272. It was from this chart that the present paper originated. 
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constant.* Under this assumption, national income will be simply a 
multiple of investment expenditures, and the two series will behave in 
exactly the same manner.** To maintain a constant level of income it is 
sufficient to have a constant stream of investment expenditures, public 
and private, but to achieve a rising income, total investment expendi- 
tures must also be rising. Thus, if it is desired that income should rise 
.at a constant absolute rate, total investment expenditures must also 
rise at a constant absolute rate; or if income is to rise at a constant 
percentage rate, investment expenditures must also rise at a constant 
percentage rate; and so on. In other words, by regulating the total 
investment expenditures, national income can be made to behave in any 
desired manner. 

All this refers to money income. Nothing has been said so far about 
real income. Whether or not real income will follow the movements 
of money income depends on a number of circumstances which will 
be discussed briefly in Section IV. But it will greatly simplify our 
_ analysis if we now assume that the price level remains constant (what- 
ever that means over long periods of time), so that changes in money 
income and in real income are the same. 

Before proceeding to the actual analysis of our problem, two other 
questions have to be settled. The first refers to the distinction between 
national income ‘and taxable income. Without getting into current 
controversies, it will be sufficient to define national income as the sum 
of all wages, salaries, dividends, etc., paid out plus undistributed 
corporate profits, but excluding interest paid on the public debt. Tax- 
able income will be defined as the national income plus interest receipts ` 
on the public debt, since interest receipts are also subject to taxation. 
It will be assumed that service charges are raised by means of a 
proportional income tax imposed on the total taxable income (without 
any exemptions), so that the tax rate will equal the ratio of interest 


* This would be a bad assumption to make in any problem of cyclical character. It may 
be quite reasonable, however, in an analysis of a secular problem such as ours. More about 
it will be said in Section IV, pp. 821-22. 


* This of course follows from the definition of the propensity to save. Using J for 


1 
investment, F for income and A for propensity to save, we have Y= I> gi so that if 


1 
I = f(t) where t is time, F == f(t) - rh 


“Tt is well to recognize that the assumption of a constant price level considerably reduces 
the quality of the analysis. As a matter of fact, in three out of the four cases to be 
analyzed (1, 2 and 4), a constant price level is quite unlikely to be maintained. But the 
purpose of this paper is to study the debt problem in its bearing on deficit financing. It, 
therefore, appears worth while to sacrifice some theoretical completeness in order to bring 
out clearly the essence of the proklem. I do not think that the validity of the final con- 
clusions is thereby impaired. 
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charges to taxable income, it being understood that taxes levied for 
‘other purposes than ‘to service the debt have already been subtracted 
in arriving at this definition of national income.” 

Since no mathematical derivations are given in the text, it will be 
necessary to construct numerical tables to demonstrate the argument. . 
It must be made perfectly clear that these tables are given as an 
illustration only and do not represent ary attempt to forecast. They 
cover a period of 300 years not because I expect deficit financing, in - 
the accepted sense of the terms, to last that long, but simply to convey 
the notion of a long period of time. 

To construct the tables, the parameters used must be given numerical 
values. An effort to fake reasonable magnitudes could as readily be 
made. 

Let the debt at the beginning of the “experiment” == $300’ billion, 
the national income at the beginning of the “experiment” == $130 
billion, the interest rate on the debt, z, — 2 per cent. 

In addition, a decision must be made with regard to the magnitude 
of government borrowing. To do this, we must have some idea about 
the community’s propensity to save. The examination of Professor 
Kuznet’s estimates shows that over the period 1879-1928 net capital 
formation constituted about 13 per cent of national income (in 1929 
prices). This percentage appears to have been remarkably stable, 
with a slight downward trend; in the decade 1919-28 it was about 
10.6 per cent. There may be serious objections against this kind of 
approach to an estimate of a future secular propensity to save under 
conditions of full employment, but it is a question which cannot be 
discussed here. I shall assume that the propensity to save will be 12, 
per cent. How this 12 per cent will be divided between private and 
public investment is again a matter of guesswork. It can just as well 
be assumed that they share in it equally. In other words, the fraction 
of national income borrowed by the government, to be indicated by 
a, will be assumed to equal 6 per cent.” 

® Disposable income after taxes will equal taxable income minus tax collections, 2.e., 
national income, since interest charges equal tax collections. It appears reasonable to apply 


the propensity to save to disposable income, and the fact that it equals national income 
considerably simplifies the mathematics of the problem. 


Tt may be well argued that non-deflated series should be used. Numerically, the differ- 
ence is very small, and there is no need to elaborate this point any further here. Source: 
Simon Kuznets, an unpublished revision of Table 2 in Uses of National Income in Peace 
and War, Occasional Paper 6, March 1942, National Bureau of Economic Research (New 
York, 1942), p. 31. 


™ Some remarks about a rising propensity to save and a rising a will be made in Section 
IV, pp. 821-22. In additicn, a variable percentage of national income borrowed by the 
government is discussed in Case 4 (The War Model), pp. 812-16. 

By referring to the Mathematical Appendix, the reader can easily construct other tables 
based on different numerical magnitudes of the parameters, 
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All preliminaries having been disposed of, a direct attack on the 
problem can now be made, which is to find out what the tax rate and 
other variables will be when national income is made to behave in a 
given manner.’ Theoretically, there is an infinite number of patterns 
which the national income may be assumed to follow, but only the 
simplest ones will be considered here. It is clear that, in a problem 
of this type, it is more meaningful to express the growth of income 
in percentage rather than absolute terms, and a function with a 
constant percentage rate of growth will occupy the center of the dis- 
cussion (Case 3). But it may be also interesting to examine the situa- 
tions when income is held constant (Case 1), or is increasing at a 
constant absolute rate (Case 2). Finally, a variable percentage of 
income borrowed by the government is analyzed in the so-called “War 
Model” (Case 4). 


Case 1. When National Income Remains Constant 


Since the government keeps borrowing a per cent of national income, 
it is evident that the debt will increase at a constant absolute rate. 
The ratio of the debt to national income will therefore grow without 
limit and the tax rate will approach asymptotically 100 per cent.” 
The net income after taxes of the non-bondholders will approach zero. 


The picture is rather dismal. 

Actually, it takes quite a long time before conditions become really 
bad, depending of course on the magnitude of the parameters. As 
shown in Table I, after 50 years the tax rate is only about 10 per 
cent, and it takes almost 250 years to bring it to 25 per cent. But there 
is something inherently odd about an economy with a continuous stream 
of investment expenditures and a stationary national income. There 


may exist at least two explanations: 
(1) Investment expenditures do not result in a higher per manhour 


#8 As stated on pp. 801-02, national income is made to behave in a given manner by regulat- 
ing the volume of investment expenditures. Investment expenditures are the independent 
variable. This must be borne in mind, because the discussion in this section might give the 
misleading impression that national income is the independent variable. 

From a realistic point of view. a function with a slowly declining percentage rate of 
growth would probably be more significant. This paper being but a first step in an analysis . 
of this type, I thought it better to make no use of the more complex functions. A declining 
percentage rate of growth is, however, discussed in Section IV. 

%2 It may appear strange that the tax rate does not go beyond 100 per cent, in view of 
the fact that the ratio of the debt to income increases without limit. But the tax rate is 
the ratio of the interest charges to the taxable income, and as the debt and therefore the 
interest charges grow, taxable income increases as well. It is on this fact that Harris and 
Lerner based their defence of a large public debt, as already mentioned in footnote 7. 


t Caj 
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productivity, and there is no increase in the number of manhours ` 
worked. It is doubtful whether these expenditures should be called z- 
vesiment. in the first place. But such a situation is not incompatible - 
with full employment, if the level at which national income is kept 
is sufficiently high. : a 


TABLE I.—Tu Tax RATE AND THE RATIO OF THE DEBT TO NATIONAL INCOME WHEN |’ 
NATIONAL INCOME REMAINS CONSTANT 


-Original debt =$300 billion a=6 per cent 
Original income = $130 billion . =2 per cent 
oy Tax Rate Ratio of Debt to 
re Per Cent National Income 
0 4.41 2.31 
1 4.52 2.37 
2 4.63 2.43 
3 4.74 2.49- 
'4 4.85 2.55 
5 4.96 2.61 7 
10 5.50 2.91 
15 6.03 3.21 
20 6.56 3.51 
25 7.08 3.81 
30 -7.60 4.11 i 
40 8.61 4.71 
50 9.60 5.31 
75 11.98 6.81 
100 14.25 8.31 | 
125 16.40 9.81 
150 18.44 11.31 
175 20.40 12.81 
200 22.25 " 14.31 ` 
225 24.02 15.81 
250 25.71 17.31 
275 : 27.33 18.81 
300 28.88 20.31 
At the limit 100.00 Infinitely large 


(2) As a result of the investment expenditures, productivity- per 
manhour rises, but there is a continuously falling number of manhours ° 
worked. It may mean an ever shortening work-week. Under present 
institutional conditions, it is more likely to mean ever increasing un- 
employment. Together with the ever rising tax rate, it would combine 
the bleakest prophesies of both Karl Marx and the Wall Street Jour- 
nal” l 


“ There is, of course, a third possibility, namely, that of a falling price level, so that the 
real income would be actually rising. Such a case would exclude neither incteasing pro- 
ductivity nor full employment. It is worth further study. What really matters is the fact. 
that an ever increasing share of the national income goes to the bondholders. This of course 


i 
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To repeat, continuous government borrowing not accompanied by 
a rising national income results in an ever, though slowly, rising debt 
burden in addition to other possible economic dislocations already 
mentioned. How long such a policy can be pursued is a matter of con- 
jecture. It will be shown in Cases 2 and 3, however, that the difficulty 
lies not in deficit financing as such, but in its failure to raise the 
national income. To have a rising income, investment expenditures 
(public and private) must not remain constant, but must increase. 


Case 2. When National Income Increases at a Constant Absolute Rate 


As the percentage of income borrowed (a) is constant, by assump- 
tion, and the income grows at a constant absolute rate, the annual 
deficits become larger and larger, so that the debt itself grows at an 
accelerated absolute rate.” Therefore the ratio of the debt to national 
income will rise without limit, and the tax rate will again approach 100 
per cent. 

It is of course evident that in the present case the absolute magni- 
tude of the income is larger than it was in Case I. It is equally evident 
that a more rapidly growing income will, with our assumptions, result 
in a larger debt. We might therefore expect that the tax rate (and 
the ratio of the debt to income) will be the greater the more rapidly 
income rises. Actually, exactly the opposite holds true. 

Table II compares the tax rates resulting from a constant income 
(as in Case I) and from income rising at 5 and 10 billion dollars 
per year, respectively. After 50 years, the tax rate equals 9.6 per 
cent when income is constant, 5.3 per cent when it rises at 5 billions per 
year, and only 4.4 per cent when the rate of growth equals 10 billions. 
It takes about 280 years to raise the tax rate to 15 per cent when in- 
come increases at 10 billions per year, and only 110 years when it 
remains constant. And in general, it can be easily shown,” that the 
faster income rises the lower will be the tax rate, even though a more 
rapidly rising income results in a larger absolute magnitude of the 
debt. This point will be taken up again in Case 3 and in Section IV. 

It is still true, however, chat we are confronted with an ever rising 
tax rate. It could therefore be expected that the net income after taxes 
of the non-bondholders wauld gradually approach zero as it did in 


raises grave doubts as to the advisability of fiscal and price policies resulting in a constant 
money and a rising real national income. 

” Mathematically speaking, this means that while national income is linear, the debt, 
being a function of the integral of income, is a quadratic. See Mathematical Appendix, 
p. 824, 


” See Mathematical Appendix, p. 824. 


ae 
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Case 1. But this growth of the tax rate is more than offset by the 
ever rising national income, so that the net income of the-non-bond- 


holders after taxes approaches a very high asymptote.” It therefore 
follows that the non-bondholders will be much better off than they © 
were at the beginning of the experiment, in a spite of the rising tax rate. 


TABLE II.A COMPARISON oF TAX RATES WHEN NATIONAL INCOME REMAINS CONSTANT AND 


Increases AT $5 BILLION AND $10 BILLION PER YEAR (IN PERCENTAGES) 


Original debt = $300 billion a@=6 percent © 
“Original income = $130 billion i=2 per cent 
Constant Income Increasing at | Income Increasing at 
i Years Income $5 Billion per Year $10 Billion per Year 
0 4.41 4.41 4.41 
1 4.52 4.36 4.22 
2 4.63 4.32 4.06 
3 4.74 4.29 3.92 
4 4.85 4.26 3.80 
5 4.96 4.24 3.71 
10 5.50 4.18 3.43 
15 6.03 4.22 3.35 = 
20 6.56 4.29 3:37 
25 7.08 4.42 3.47 
30 7.60 4.56 3.61 . 
40 8.61 4.91 3.96 
50 9.60 5.31 4.37 
75 11.98 6.41 5.52 
100 14.25 7.57 6.74 
125 16.40 8.75 7.95 
150 18.44 9,92 9.16 
175 20.40 11.08 10.35 
200 22.25 12.21 11.54 
225 24.02 13.33 12.33 
250 25.71 14,42 13.77 
275 27.33 15.49 14.86 
300 28.88 16.53 "15.92 
$ 


At the limit 100.00 100.00 = 100.00 


But it is doubtful, nevertheless, whether an:-economy with an ever 
rising tax rate levied-for the sole purpose of paying interest on the 


‘debt will be able to escape serious economic and social difficulties. 


which may possibly lead to a repudiation of the debt. 
What is the nature of the economy described in this model? We see 


2 R 
* This asymptote is given by the expression — where 0 is the absolute rate of increase 
at - 


of the national income, and 7 is the interest rate paid on the debt. 


~ 
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that larger and larger absolute amounts are invested (publicly and 
privately), but in spite of this, national income rises only by the same 
amount. The explanation of this phenomenon is practically the same 
as in Case 1: 

(1) Investment fails to raise productivity per manhour sufficiently to 
allow the national income to grow faster; neither is there a sufficient 
rise in the number of manhours worked. In other words, the result is 
a diminishing productivity of investment which may be due to the 
wasteful character of investment expenditures, or to a lack of new 
technological improvements.* 

(2) Productivity per manhour rises sufficiently, but there is a con- 
tinuous decline in the number of manhours worked. This may mean 
more voluntary leisure or more unemployment. 

If it is unemployment that prevents national income from rising 
faster (e.g., at a constant percentage rate), the remedy is simple (at 
least in theory): investment expenditures should proceed at a faster 
rate. But if productivity per manhour fails to advance sufficiently, 
the situation is more serious. This question will be taken up in Section 
IV. 


Case 3. When National Income Increases at a Constant Percentage 
Rate 


Since Case 3 is the most important model, the major part of the 
subsequent discussion refers to it. Use will be made here of three 
symbols, two of which have already been introduced: 

a—percentage of national income borrowed, 

t—interest rate paid on bonds, 
and 

7-—percentage rate at which national income increases. 

To understand the relationship between the debt and income in this 
case, it is necessary to make use of the following two propositions 
on which the whole analysis rests: 

1. If a variable Ọ is the sum of g1, 2, Ys, qa, . . - and so on, each of 
which is 7 per cent larger than the preceding one, then the addition of 
more and more g’s makes Q itself increase at a rate approaching 7 per 
cent. 

2. If any two variables increase at the same percentage rate, the 
ratio between them remains constant. 


* Productivity of investment as used in this paper refers to an increment in zational 
income due to a given investment, and not to return over cost received or expected by an 
investor, which forms the essence of Keynes’s marginal efficiency of capital and allied 


concepts, 
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Mathematically, both propositions can be proved very simply.” 
The non-mathematical reader can construct numerical tables and 
plot the results on semi-logarithmic paper. He will find that as time 
goes on, his sum, whose components grow at a constant percentage 
rate, will look more and more like a straight line, z.e., its rate of growth 
will approach a constant. If he plots two functions growing at the 
some constant rate, they will be represented by two parallel straight 
lines. 

Now, according to our assumption national income grows at a con- 
Stant percentage rate 7. Since every year a constant a percentage of 
that income is being borrowed, it is clear that the deficits also grow 
at r per cent per year. The total debt is simply the sum of all the 
deficits. Therefore, according to the first proposition, the rate of growth 
of the debt itself will also approach r, and according to the second 
proposition, the ratio between the debt and the national income will 
approach a constant. This conclusion presents a striking contrast with 
the results obtained in Cases 1 and 2 where the ratio of the debt to in- 
come increased without limit. 

It is shown in the Mathematical Appendix (pp. 824-25) that the 


"The first proposition: 
A proof not involving the use of calculus: as stated in the text, let 
Q=a+e(1+rn+eaetr)i+......... a(1-+r)' , 
where a is the original value of Q, r is the percentage rate of increase, and é¢ indicates the 
number of years. We have here a geometric progression in which (1 4+- r) is the common 
ratio. Its sum is 


a[(1 4r) — 1] 
gre 


r 
As ¢ increases, Q approaches the expression 


a 
—(i+r ttl 
r 


which increases at r per cent per year. 
The reader familiar with calculus can use a continuous function. If 


dQ rè 
——~ c= dé 
dt 


over the interval from @ to £, then 


: a 
o=of edi = — (eT! — 1), 
f 


which increases at a rite approaching r as £ becomes large. { 
The second proposition: 

Any two variables increasing at the same rate r can be expressed 
asa: (1+ 7)* and a: (1 +r)! (or ae™ and ase"), 


(fy 
where a: and a: are constants. Their ratio equals — which is also constant. 
a: 
Gustav Cassel applied these principles to the relationship between capital and income. 
See his On Quantitative Thinking in Economics (Oxford, Clarendon Press, 1935), p. 24. 


~ . ~ 
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constant which the ratio of the debt to income approaches equals the 
simple expression 


(1) | 


S rd 


Similarly, the average tax rate approaches the limit expressed by 


i 
(2) 
ra, 
a 
To obtain some idea of the magnitudes of these two expressions, 
. numerical values must be given to r. We shall experiment with 
y==2 per cent and y= 3 fer cent.” 
The ratio of the debt to netional income will approach 3 when r= 2 
per cent, and 2 when r=3 per cent. The tax rate will approach 5.7 
per cent and 3.9 per cent with r = 2 and 3 per cent respectively. These 
figures and the examination of expressions (1) and (2) again show 
_ ‘that the greater is the rate of growth of income, the lower will be the 


PER CENT PER S'e 





“o 50 100 150 200 250 300 
a YEARS 


Fic. 1.—The Behavior of the Tax Rate When National Income Increases at a 
Constant Percentage Rate. 


7 A brief discussion of what r was in the past and may be expected to be in the future 
-is presented in Section IV, pp. 817-20 and in Appendix B. 
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of the debt to income 300/130 == 2.3 assumed here to exist at the 
_ beginning of the experiment is larger than the final ratio which equals 
2; some doubt is, therefore, thrown on the soundness of the assump- 
tion that a will equal only 6 per cent. Evidently, greater percentages 
of national income were borrowed in the past, especially in periods 
of war.” It is of course hoped that the future will be free of wars. 
Still, it may be interesting to inquire what will happen to the variables 
if wars or other similar emergencies occur. This brings us to Case 4. 


Case 4. The War Model 


The amount of guesswork involved in the preceding three cases 
will appear negligible compared with the degree of imagination re- 
quired from here on. Probably the best thing to do is to present a 
very dark picture and then find relief in the thought that the future 
will not be as bad as that. 

‘Accordingly, let us assume that the future will consist of alternating 
periods of 25 years of peace (p) and 5 years of war (w); let the per- 
centages of income borrowed be 6 (a) in peacetime, and 50 (B) during 
the war; and finally let the national income continue to grow at 2 (r) 
per cent per year.*° 

It can be easily shown by means of a table or a semi-logarithmic 
chart that the debt will grow very fast during wartime and more slowly 
in peacetime, but that its average rate oj growth will still approach 
r. Therefore the average tax rate will again approach a constant,” 


300 
Strictly speaking this means that the ratio of the debt to income T is inconsistent 


“a 6percent i 300 
with the assumed magnitude of — = —~----- = 2. If we retain the ~— ratio, we should 
A 3 per cent 130 
change œ, r or both. As will be shown in Section IV and Appendix B, 3 per cent is a 
reasonable estimate of the rate of growth of the (real) national income in the past. There- 
fore the magnitude of a should be raised. 


® This statement represents a drastic simplification of the problem. In particular, objec- 
tions can be raised against our assumption of a constant price level, which is unlikely to 
prevail during these alternating periods of war and peace. During the wars, money income 
will probably rise much faster than at the rate of 2 per cent per year. But we can treat 
the 2 per cent rate as representing a long-run trend, to which the parameters apply. A 
comparison of methods of financing the last and the present wars (both in this country 
and in Great Britain) would indicate a movement toward a smaller reliance on borrowing; 
hence, the 50 per cent of income assumed to be borrowed during future wars is probably 
too high. If, however, this percentage is applied to the trend rather than to the actual 
money income, it will appear more reasonable. 

The reader may also wonder whether an economy engaged in such frequent wars can 
expect to have a steadily rising income. This remains an interesting question. 


“This statement will become clearer if we assume that the government borrows 8 
(i.e. 50) per cent of the national income every year, Then the tax rate, as given by (2) 





p. 810, will approach which is a constant. Since the actual percentage of income 


r + 3 . 
wa male F ? 
B 
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tax rate, even though a more rapidly rising income results in a larger 
absolute magnitude of the debt. ` 
The net income of the non-bondholders after taxes will also grow at: ` 
a rate approaching r per cent. 3 
We thus see that, in spite of continuous government borrowing,: 
the tax rate does not rise indefinitely but approaches 4 fairly reasonable | 
limit. Even if private (met) investment disappears altogether, and the ` 
government has to borrow all the 12 per cent of income that the com- 
munity desires to save, the tax rate will approach only 10.7 per cent 
and 7.4 per cent with 7 equal to 2 per cent and 3 per cent respectively. 


FABLE III.-~THE BEHAVIOR OF THE TAX RATE WHEN NATIONAL INCOME INCREASES AT A 
CONSTANT PERCENTAGE RATE (IN PERCENTAGES) 


Original debt==$300 billion a=6 per cent 
Original income= $130 billion i=2 per cent 
Years r=2 per cent r=3 per cent 
0 4.41 4,41 
1 4.44 4.40 
2 4.46 : 4.38 
3 4.49 4.36 
4 4.51 4.35 
5 4.53 4.33 a7 
10 4.64 4.27 
15 4.74 4.21 - 
20 4.82 4.16 “ce 
25 4.91 4.11 
30 4.98 4.08 
40 5.10 4.02, 
50 5.21 3.97 
75 5.39 3.91 
100 ~ 5.49 3.87 >> 
125 ‘ $.56 3.86 -, 
150 5.60 3.85, 
175 5.62 3.85 E 
200 5.64 3:85 
225 5.65 — 3.85 
250 5-65 > 3.85 
275 5.66 3.85 
300 5.66 - 3.85 
At the limit 5.71 3.85. 


Table III and Figure 1 show the behavior of the tax rate over time 
with 7 == 2 and 3 per cent.. It is interesting to note that when 7-== 2 
per cent, the tax rate approaches its asymptote from below up; while 
with z = 3 per cent, the corresponding asymptote is reached by a down- ` 
ward movement.” This latter situation takes place because the tatio` 

“In general, the movement will be up or down depending on whether the original mag- ` 


i a 
nitude of the debt is smaller or larger than F - —. 
7 


~ 


. \ 
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- Actually the behavior of the tax-.rate is more complex. As shown in 


Table IV and Figure 2, it fluctuates between two curves, reaching a 
maximum at the end of each war period and then going down to its 


PER CENT PER CENT 





Fic: 2.—The Behavior of the Tax Rate in the War Model. 


minimum at the end of each peace period. With the parameters used, 
the limits of these maxima and minima are: 


f 


Maximum 13.25 per cent 
Minimum 10.42 per cent”? 


The ratio of the debt to national income will fluctuate in a similar 
manner, its maximum and minimum values approaching 7.64 and 5.82. 

Since the tax rate and the ratio of the debt to income continue to 
fluctuate between their maximum and minimum values, it may be 
interesting to inquire what limits their average magnitudes approach. 
The latter are given by the expressions: 





borrowed is smaller than 6 the ratio of the debt to income must be below 
r , 
Sai - 
B , 
= The formulas for these expressions are too complex to be reproduced here. See Mathe- 
matical Appendix, p. 825. 


T refer to simple arithmetic averages of actual tax rates (and ratios of debt to income) 
over the whole period of time. 


1 
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s 7 : . . : oO 
(3)- Average ratio of debt to income == — = 6.67; 
A 
2 
(4) Average tax rate = ———_—_ = 11.76 per cent; ** 
r 
cade 4 
o 
where , 


5) ap + Bw 06K 254+ 50K 5 
(5) RR a E ge ere per cent, 


t.e., o is the weighted average of percentages of income borrowed. 


TABLE IV. Tne BEHAVIOR OF THE TAX RATE IN THE War MODEL 








Original debt =$300 billion i r=2 per cent 
Original income =$130 billion i=2 per cent ` 
EE 
Tax rate 
Years Per Cent 
0 4.41 
1 peace time 4.44 
2 peace time 4.46 
3 peace time 4.48 
4 peace time 4.51 
5 peace time 4.53 
25 end of peace 4.91 
30 end of war 8.61 
55 end of peace 7.48 
60 end of war 10.77 
85 end of peace 8.83 
90 end of war 11.91 
115 end of peace 9.55 
120 end of war 12.52 
145 end of peace 9.94 
150 end of war 12.85 
175 end of peace 10.16 
180 end of war - ' 13.04 
205 end of peace 10.28 
210 end of war 13.13 
235 end of peace 10.34 
240 end of war : 13.19 
265 end of peace 10.37 
270 end of war 13.22 
‘ 295 end of peace 10.39 
300 end of war 13.24 
At the limit 
end of war 13.25 
end of peace 10.42 
z - average 11.76 


‘It is evident that the expressions (3) and (4) are identical to (1) 
and (2) (see page 810), respectively, except that a is replaced’ by o. 


“For a minor qualification of this formula see Mathematical Appendix, p. 825. 
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This fact makes the results obtained in Case 3 much more general. It 
is no longer necessary that a constant percentage of income be borrowed 
every year. Variable percentages can be borrowed, and the a of Case 
3 can then be treated as their weighted average. 

Whether the average tax rate of 11.8 per cent can still be regarded 
as “reasonable” is a matter of opinion. Those who expect it to ruin the 
economy should remember that more than half of it is due to govern- 
ment borrowing to finance the wars; as shown in Case 3, peacetime 
deficit financing resulted in a tax rate of only 5.8 per cent. But it is 
a curious fact that those who have been most vociferous against gov- 
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Fic, 3.—A Comparison of Tax Rates in Models 1-4. 


ernment borrowing to achieve a high level of income and employment 
in peacetime have also opposed higher taxes during the present war! 

Figure 2 has important implications for post-war fiscal policy. To 
repeat, the tax rate reaches its maximum at the end of the war, and then 
gradually declines during the peace period, in spite of the fact that the 
government does not stop borrowing and the debi itself continues to 
rise.” Now, some economic and political circles are burning with a 
desire to reduce the debt burden after the war. They recognize no 
other method of achieving their goal but by reducing the absolute size 


“Tt is true, however, that the percentage of income borrowed does fall after the end 
of the war. 
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of the debt; that the government must stop borrowing is of course taken 
for granted. They should beware, however, lest the policies they ad- 
vocate exert such a depressing effect on the national income as to result 
in an actually heavier debt burden, even though they succeed in paying 
off a part of the debt. | 

Finally, it may be worth while to compare the several tax rates 
obtained from the four cases discussed. In Case 2 it is assumed that 
income rises at 5 billion dollars per year; in Cases 3 and 4, at 2 per 
cent. Such a comparison is presented in Figure 3. It reveals the in- 
teresting fact that a constant percentage rate of growth of income is 
such a powerful force that we could engage in a 5-year war every thirty 
years and eventually come out with a lower tax rate than would be 
the case in continuous peace, but with the national income rising at a 
constant absolute rate! 


IV 


In Cases 3 and 4 of the preceding section, we have established that 
when national income grows at 7 per cent per year, the result at 
the limit is 





i a 
(6) Ratio of debt to income = —, 
r 
and 
(7) Tax rate == É j 
a ag 
gq 


where a can be interpreted either as a constant percentage of national 
income borrowed, or as a weighted average of variable percentages 
actually borrowed. As expression (7) for the tax rate looks rather 
complicated, it will be convenient—for purposes of exposition—to use 
an approximation to it, according to which 


a, 
(8) Tax rate == ea 4,°8 


The reader is reminded that a constant price level is assumed as be- 
fore, so that movements of money income and real income are identical. 
Expression (8) clearly shows that the burden of the debt is directly 
proportional to a and z and inversely to 7. If the burden is to be light 
(with given a and 7), there must be a rapidly rising income. Tke prob- 


% This expression is derived from (7) by omitting z from the denominator, since 7 is 


r 
apt to be quite smal] relative to —. By this simplification, we are in fact assuming that 
a 


interest on the debt is exempt from taxation. But numerically speaking, the mistake thus 
made is quite small and will be more than compensated for by convenience in exposition. 
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lem of the debt burden is a problem of an expanding national income. 

How can a rapidly rising income be achieved? 

If this question were asked in the pre-Keynesian era, the answer 
would be given in terms of manhours worked, productivity, and other 
real factors. Since the appearance of the General Theory, analysis has 
run in terms of investment expenditures, the multiplier, and other mone- 
tary considerations. Actually, there is no conflict in these two ap- 
proaches: they simply state two sides of the same problem. 

The real productive powers of economy establish the ceiling beyond 
which real national income, at any given time, cannot go, but whether 
or not it will reach this ceiling depends on the volume of expenditures 
actually made. If a rising income is desired, there must be both rising 
expenditures and rising productive capacity. 

As explained in Section II, national income will grow at a constant 
percentage rate if and only if investment expenditures grow at the 
same rate (provided, of course, that the propensity to save remains 
constant). Since a stated fraction of these expenditures is made by 
the government out of borrowed funds, it follows that deficits must also 
grow at the same percentage rate. In absolute terms, the deficits must 
grow at an accelerated rate. It is horrifying to many to watch the 
public debt grow at an accelerated rate;*’ such a growth, however, is 
the only one which (with constant a and z) will mot result in a rising 
burden of the debt. 

From now on the heroic assumption is made that the stream of mone- 
tary expenditures will always be sufficient to maintain the national 
income at the maximum level established by the productive forces of 
the country. The growth of income will then be determined by the 
growth of these productive forces. Their behavior in the past and their 
expected rate of growth in the future represent an important and in- 
teresting subject which can be but briefly touched upon here. As a 
matter of fact, available past estimates refer to actually realized real 
income, and it can hardly be asserted that productive resources were 
always fully utilized even before the collapse of 1929. 

Appendix B presents rates of growth of real national income for 
several countries, but the data are so fragmentary that not much 
reliance can be placed on them. For the United States, there are, 
fortunately, Professor Kuznets’s estimates going back to 1879, which 
are presented in Table V. Over the whole period 1879-1928, total and 
per capita income grew at 3.3 and 1.5 per cent per year, respectively.” 

«Government spending tends to be like a drug, in that it takes larger and larger doses 
to get results, and all the time debt and taxes get higher and higher.” National City Bank, 
Economic Conditions (Jan., 1944), p. 11. 


In regard to money income over the period 1879-1928, Professor Kuznets’s estimates . 
place the rates of growth of total and per capita income at 5.0 and 3.2 per cent, respec- 
tively. A comparison of these rates with the 3.3 and 1.5 per cent at which total and per 
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It is hard to form a definite opinion about their secular trend, because 
up to 1919 the estimates are presented only by (overlapping) decades, 
and the comparison between 1919 and 1929 is not very meaningful 
in view of the difficulty of measuring real output in a year like 1919. 
The general impression one gets from these figures is that there may 
have been some slackening of the rate of growth of total income, and 


TABLE V.—PERCENTAGE RaTzs oF GROWTH OF REAL NATIONAL INCOME IN THE 
UNITED STATES, 1879-1929 (1929 Prices) 


Period Total Per Capita 
Annual averages by decades 
1884-1894 2.8 0.7 
1894-1909 4.2 2.4 
1909-1914 3.1 1.5 
1884-1914 3.6 1.7 
1914-1919 1.8 0.4 
1919-1924 . 2.9 1.5 
1914-1924 2.4 0.9 
1884-1924 3.3 1.5 
Annual estimates 
1919-1923 5.4 3.7 
1923~1929 BS 2.1 
1919-1929 4.2 2.7 


Source: Simon Kuznets, an unpublished revision of Table 2 in Uses of National Income in 
Peace and War, Occasional Paper 6, March 1942 (New York, Nat. Bur. of Econ. 
Research, 1942), p. 31; and National Income and Its Composition, 1919-1938 (New 
York, Nat. Bur. of Econ. Research, 1941), Vol. I, p. 147. 

a All rates were computed exponentially by comparing the corresponding magnitudes at 
the beginning and end of each period, 

b Each year represents the mid-point of a decade, For instance, 1884 indicates the average 
magnitude for the decade 1879-1888; 1924, the period 1919-1928; and so on. 


possibly also of the per capita income, though the performance of both 
rates in the twenties appears to have been extremely encouraging. Not 
much can be said about the period after 1929, because real output 
during the thirties had certainly little to do with productive powers. 
Also, there has been so much controversy about the measurement of 
real income during the present war years that it is better to postpone 
judgment. Estimates obtained from the U. S. Commerce Department 
show that, in the thirteen years 1929-42, total and per capita real 
income increased at an average rate of 3.4 and 2.6 per cent, respec- 





capita real income was growing indicates that the price level rose at an average rate of 


1.7 per cent, 

Since the burden of the debt depends on the rate of growth of money income, a secular 
rise in prices will lighten the burden. In this paper it was agreed, however, to maintain a 
constant price level. 
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tively. Finally, there are estimates by the National Industrial Con- 
ference Board going back to 1799; these are also given in Appendix B. 

The rate at which real output can be expected to grow in the future 
is a question about which a present-day economist has amazingly little 
to say. The problem of making full use of available productive capacity 
(except for the last few years when the war offered a solution) has . 
been so challenging that not much attention has been devoted to the 
problem of long-run expansion. Indeed, one hesitates to talk about 
the expansion of productive powers when unemployment still looms 
as the most pressing post-war problem. 

In general it appears very unlikely that national income, or any 
economic series for that matter, can grow indefinitely at some constant 
percentage rate.” The rate of growth achieved in the United States in 
the period 1879-1928 was due to technological improvements, growth 
of the labor force, and the discovery oi new resources. Whether much 
reliance can be placed on resources still to be discovered is hard to say. 
It is true, however, that improved technological methods find new ap- 
plications for known resources and thus may have the same effect as 
an actual discovery of new ones. The rate of growth of the population 
has been slackening ever since about 1850, and the various estimates 
of future population growth predict a practically stationary if not 
declining population by 1980. Under these conditions, a 3 per cent 
rate of growth of real income may be too much to hope for, but a 2 
per cent rate for the next 50 or even 100 years can probably be well 
defended. 

We have to recognize that the main, and later on the only, propelling 
force in the economy will be technological improvements which should 
result in an ever-rising productivity per manhour. Only technological 
improvements can offset the diminishing productivity of investment 
which would be caused by the insufficient growth of the labor force 
and of natural resources. Whether new inventions will be forthcoming 
in sufficient numbers and whether they will be applied fast enough 
is hard to tell; one often gets the impression that the scientific age is 
just beginning, and that once monetary problems are solved, tech- 
nological advance will proceed at a tremendous rate. On the other 
hand, one also cannot escape the impression that certain institutional 
developments, particularly the growth of huge corporations and monop- 
olies, are not conducive to rapid technological change, and that the 
mere assurance of an adequate effective demand will not solve the 
whole problem. A thorough reform of the whole process of industrial. 
research and particularly of the application of inventions may be 
- needed as well. 


“For instance, one cent invested at 2 per cent 1944 years ago would amount now to 
something like 768,000 billion Collars. 


— 


f ! 


- 
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It thus follows that, if it is desired to have national income grow at a 
given rate, two conditions must be satisfied: . 

1. The total volume of monetary expenditures, public and private, 
must grow at the same rate; 

2. Of the total volume of these expenditures, a sufficient amount 
should be directed toward increasing the efficiency of production, so 
as to allow the required volume of monetary expenditures to take place 
without a rise in prices. 

Since government is absorbing a part of savings, it is of course de- 
sirable that its expenditures be productive. This productivity has 
- nothing to do, however, with such questions as whether or not the assets 
constructed make a direct contribution to the federal treasury or are 
self-liquidating. As a matter of fact, the term “investment expendi- 
tures” may be misleading, because it is too closely associated with steel 
and concrete. If healthier people are more productive, expenditures 
on public health satisfy these requirements. The same holds true for ex- 
penditures on education, research, flood control, resource develop- 
ment and so on. Finally, if institutional forces prevent the government 
from spending money on anything but leaf-raking, it should still ab- 
sorb the savings unused by private enterprise and spend them on leaf- 
raking, relying on private investment to raise the efficiency of pro- 
duction, rather than do nothing at all and thus create a shortage of 
monetary expenditures and unemployment.“ Of course, national in- 
come would be able to advance at a higher rate if governmental ex- 
penditures were productive in our sense. In 1940 total private and 
public expenditures on industrial and scientific research in the United 
States were less than 500 million dollars. What would be the result if 
this. amount were doubled, tripled or multiplied ten times? Indeed, 
large-scale governmental participation in industrial and scientific re- 
search could become one of the major propelling forces in the econ- 
omy.* 


“ A substantial part of efficiency--aising expenditures is usually treated as current costs, 
and does not appear under the heading of capital formaticn or investment. 


“Tt is an interesting question whether private investment would be able to take place 
at all in an economy characterized by a chronic shortage of monetary expenditures. 


“ Expenditures on industrial research made by private business in 1940 amounted to 
about 300 million dollars. To this should be added some 50 millions spent by universities; 
the latter figure includes their expenditures on research in social sciences as well. The 
figures for federal expenditures on scientific and industrial research in 1940 are not available; 
in 1938, they amounted to some 52 millions, the largest share going to the Department of 
Agriculture. See U. S. National Resources Committee, Research—~A National Resource, 
Vol. I—Relation of the Federal Government to Research (Washington, 1938), U. S. 

“National Resources Planning Board, Research-—-A National Resource, Vol. i—Industrial 
Research (Washington, 1941). 

Since the beginning of the war, federal expenditures on research, particularly in the 
fields connected with the war effort, have shown a marked increase. A bill recently intro- 
duced by Senator Kilgore would authorize an annual appropriation of 250 millions on 


1944] DOMAR: “BURDEN OF THE DEBT” AND NATIONAL INCOME 821 


It is possible, or even likely, that, in spite of all these efforts, national 
income will grow at a decreasing percentage rate. Several possibilities 
should now be examined: 

(a) The fall in the rate of growth is accompanied, or rather caused, 
by a declining propensity to save. The public prefers to consume a 
greater share of its income today; therefore, a smaller percentage , 
is invested, and income cannot grow as fast as it otherwise would. If the 
decline in the propensity to save and therefore in a is proportional to 


r3 
that in z, the burden of the debt — 7 remains unchanged. If, how- . 
r 


ever, suffers a greater proportional decline than a, we have the next 
case (b). 

(b) z declines while the propensity to save and a remain constant, or 
at least do not decline as fast (proportionally) as r. The result is a 
genuine diminishing productivity of investment: further investments 
of the same percentage of national income result in smaller and smaller 
percentage increases in income. Under these conditions, whether the 
investment be made by private enterprise or by the government, it is 
impossible to pay a constant percentage return on the investment 
without increasing indefinitely the relative share of the national income 
going to property owners. If such a course is regarded as impossible 
or undesirable, the rate of return on the amounts invested must go 
down as well. This would mean in the case under discussion here that 
the interest rate on bonds must be continuously reduced.** 

All of this discussion, with the exception of the case (a) just con- 
sidered, was based on the assumption that over a period of time a 
remained constant. It will be worth while to examine the not improb- 
able case when a increases, 7.¢., when the government borrows an 
Increasing percentage of the ‘national i income, There are again several 
possibilities: 

(c) a remains a constant fraction of the propensity to save, but the 
propensity to save itself rises. In other words, a larger percentage of 
national income is invested. If so, the rate of growth may also increase 


and thus leave the burden of the debt, L, unchanged. If, on the 


other hand, r does not rise—or at least does not rise as fast (propor- 
tionally) as a—the result is diminishing productivity of investment 
already discussed under (b). 

(d) The propensity to save remains constant, but a increases. In 
other words, a larger fraction of total savings is absorbed by the gov- 
subsidies to various research organizations and on direct research by the federal govern- 
ment. The amount is rather small, but may prove to be a good beginning. 


“It is very amusing that those who appear most worried about the burden of the debt 
are usually least willing to advocate a lower interest rate on the debt! 
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ernment and a smaller one by private business. As the propensity to 
save remains constant, there is no reason to expect an increase in r. 


g 
Therefore, the ratio — z and, hence, the burden of the debt will increase. 
7 


On the face of it, such a development appears quite unfavorable, 
since it was agreed to regard the debt burden as an evil which should 
be minimized. It is presumably an evil because a part of the national 
income has to be taken from the public and given to the bondholders. 
But if interest charges on the public debt are treated in this manner, 
a question arises why other forms of property income should be treated 
differently. After all, in peacetime society has a choice (at least in 
theory) of having its investment undertaken by the government or 
by private business. In the first case, a fixed return is given to the 
bondholders, and presumably neither the interest nor the principal is 
subject to default. In the second case, society promises the investors 
nothing, but allows them, subject to certain rules, to get whatever they. 
can. Which method will result in a more rapidly rising national in- 
come is a question on which many opinions have been expressed but 
few, if any, studies ever undertaken. Nor has any serious attempt been 
made (at least to my knowledge) to analyze the possible chariges in 
` the magnitude of property income produced by a replacement of pri- 
vate investment by government investment. Too often has it been im- 
plicitly assumed that interest on government bonds is necessarily a 
net addition to other property income, rather than a substitutton for 
other forms of property income; or, in other words, that investment 
by government, rather than by private business, must increase the 
magnitude of income going to property owners. Since this may or may - 
not be true, there is no ground as yet for asserting that government 
investment raises the “burden” of the total, public and private, debt, 
that it increases the concentration of wealth and income, that it accel- 
erates the growth of the rentier class, or that it raises the community’s 
propensity to save—thus creating new difficulties all of which would © 
be absent if the investment were done solely by private business. 

There is also the question whether the transfer of income to property 
owners by means of taxation is more or less “painful” to the public 
or disturbing to the economy than a transfer of an equal amount by 
means of higher prices or lower wages. 

The whole problem needs further study. 


It is hoped that this paper has shown that the problem of the debt 
burden is essentially a problem of achieving a growing national income. 
A rising income is of course desired on general grounds, but in addi- 
tion to its many other advantages it also solves the most important 


wo at 


i 
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“aspects of the propia: of the debt. The faster income grows, the 
lighter will be the burden of the debt. 

In order to have a growing income there must be, first of all, a rising 
volume of monetary expenditures. Secondly, there must be an actual _ 
growth in productive powers in order to allow the increasing stream 
of expenditures to take place without a rise in prices. . 

When post-war fiscal policy is discussed, the public debt and its . 
burden loom in the eyes of many economists and laymen as the greatest 
obstacle to all good things on earth. The remedy suggested is always 
the reduction of the absolute size of the debt or at least the prevention 
of its further growth. If all the people and organizations who work and 
study, write articles and make speeches, worry and spend sleepless 
nights—all because of fear of the debt—could forget about it for a 
while and spend even half their efforts trying to find ways of achieving 
a growing national income,:their contribution to the benefit and wel- ` 
fare of humanity—and to the solution of the debt problem—would 
be immeasurable. - 7 


4 MATHEMATICAL APPENDIX 


Y=national income; D=public debt; U = Di =interest charges on the 

, U U | 

debt; T=Y+U=taxable income; ao rate; Y= r( I->) = net 
A i j i à 


income of the non-bondholders after the payment of taxes; a= national 
income at the beginning cf the “experiment”; a= percentage of national in-. 
come borrowed by the government; i=interest rate paid on the debt; 
b=absolute annual rate of growth of national income (in Case 2); z= per- 
centage annual rate of growth of national income (in Cases 3 and 4); t= time 
(in years). 


Case 1. 
Y = a; 
D = Dy + aat; 
D Daz 
(1 — = — i; : 
) _ te 
= 5 
“(2 Lim — = »; 
=o F 
U Di i 
T Y+D Y i 
i — + 1 
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Case 2. 
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= A 


l "U 
Lim — = 1 = 100 per cent; 


t=, 


| _U 
Lim Y" = r(i — Lim ) = 0. 
i %0 t% T k 
Y = a +4 dt; 
t 
D=Ditaf (a + bt)dt 
0 
b 
= Dy + ai(a+ 51); 


b `^ 
Dy + at(a+—-1) 


D 
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=o Y 
U 
Lim — = 1 = 100 per cent; 
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D, D 
It can be readily shown from (5) that = if b> b, other parameters 
1 2 x 


; U 
remaining the same. This also holds true for = . 


Case 3. 





Y = ae’ 
D = Do + aa f 
0 
D Do a 
oe ee), 
Y ač r 


: i ad 
edt = Dy + — (et — 1); 
r 
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U i A 
11 Lim — = —————__ - 
19) Lim -z s 


—-+ 1 
(ea 
Case 4. The “War Model” 


Additional Symbols: 


p= length of the “peace” period; a=percentage of national income bor- 
rowed during the “peace” period; w=length of the “war” period; 8 = per- 


ap-+-Bw 
ptw 


centage of national income borrowed during the “war” period; e= 


=the average percentage of national income borrowed. 
Only the final results are given here; the derivations are available. 





: . D a + Ket? 
(12) Maximum Lim — = —————; 
t—» © D ak 
Q 
t+ Y y 
= ) (er T | 
(14) where k= B- ale — 1) ; 
e(Ptte)r ‘miei 1 
_ D o 
(15) Average Lim— = —; 
f—» 00 VY y 
U a + Ke'?)}1- 
(16) Maximum Lim — = E aL . 
wo T r+ (a+ Kei 
U + K)i 
(17) Minimum Lim — = ee : 
mo T r+(at Ki 
l U t 
(18) Average Lim — = 
tao T Y , 
| — +3? 
Ce 


In expressions (15) and (18) a simple arithmetic average is used. 
The expression (18) is actually an approximation of the true value of 


7 | 
Aver. mmi It can be shown that the difference between them is . 
{+2 ° 


likely to be very small and that (18) always overstates the true magnitude 


ee 
of Aver. Lim — - 
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“Please write the author, c/o Board of Governors of the Federal Reserve System, Wash- 
ington, D.C. 
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APPENDIX B 


BY MARY PAINTER 


-° Table VI is presented here merely as an illustration: the data are not suff- 


ciently comparable and are too fragmentary to warrant a more serious use. 
Definitions and accuracy of measurement vary from country to country. In 


addition, some figures were deflated by a cost-of-living index, while an index of 


wholesale prices had to be used for others. The relatively low rates of growth 


TABLE VI.—PERCENTAGE RATES OF GROWTH OF REAL INCOME, TOTAL AND PER CAPITA, 
IN VARIOUS COUNTRIES? 


Percentage 
Rate of Increase | Rate of Increase at lacomie 
Country Period ’ of Total of Per Capita Invested 
Real Income Real Income (Current Prices) 
Australia 1901-03-1928-29 3.0 1.1 
' 1921-22-1928~29 4.6 3.6 
1901-03-1937-38 2.6 1.0 
1921-—22-1937-—38 2.8 1.9 8.8 
Canada 1919 -1929 3.6 1.7 
1919 -1940 25 1.0 
Germany 1891 -1913 1.8 0.5 18.0 
Great Britain 1880 -1891-95 3.4 2.6 
1891-95-1913 1.5 0.6 11.1 
Hungary 1925-26-1936-37 1.9 1.2 4.8 
. Japan 1919 ~1936 3.9 2.5 
New Zealand 1926 -1940 3.0 2.0 
Sweden 1913 -1930 2.3 1.8 11.2 
1922: -1930 2.9 2.6 10.5 
` United States 
N.1.C.B.9 1799 -1859 3.6 0.6 
1879 -1929 3.2 1.4 
, 1799 -1929 3.3 0.8 
:Kuznetsãå 1884 -1924 3.3 1.5 13.3 
= 1919 -1929 4.2 2.7 10.8 
U.S. Dept of 
Commerce 1929 -1942 3.4 2.6 6.3 


* All rates were computed exponentially by comparing the corresponding magnitudes at 


` the beginning and at the end of each period. 


_ _ P Average for years 1928-29 through 1937-38. 
- © National Industrial Conference Board. 


"7.4 See Table V, p. 818. 


~ 
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obtained for Germany may be due to the fact that a wholesale price index 
was used as a deflator.“ 

Sources of the figures for each country and the deflator used to get real 
income are given below. 

Australia—Income, deflated by an index of prices of consumption and in- 
vestment goods: Colin Clark and J. G. Crawford, The National Income of 
Australia (Sydney and London, 1938), p. 65. Investment: Clark, The Condi- 
tions of Economic Progress (London, 1940), p. 406. 

Canada—tincome, deflated by index of cost-of-living: Monthly Review of 
Business Statistics, April, 1943. Population: Canadian Yearbooks, 1940 and 
1942. 

Germany—Income figures, deflated by wholesale price index: Das Deutsche 
Volksetnkommen vor und nach dem Kriege, bearbeitet im Statischen Reich- 
samt, 1931, p. 68. Savings, as a percentage of income: Leon Goldenberg, 
Income and Savings in France 1871-1914 (unpublished), p. 139. 

Great Britain—Income, deflated by cost-of-living index: A. L. Bowley, 
Wages and Income Since 1860 (Cambridge, 1937), p. 94. Savings as percent- 
age of income: Leon Goldenberg, Income and Savings in France 1871-1914 
(unpublished), p. 145. 

Hungary—All figures: Matthias Matolcsy and Stephen Varga, The National 
Income of Hungary (London, 1938), pp. 68 f. The deflator used was a com- 
prehensive price index. ` 

Japan—tIncome, in current prices: Mitsubishi Economic Research Bureau 
Monthly Circular, April, 1937, p. 12. Deflated by index of wholesale prices: the 
Federal Reserve Bulletin, Population: Japan Yearbook, 1937. 

New Zealand—Income, in fiscal years: New Zealand Official Yearbook, 
1937, 1938, and 1943, interpolated to calendar years and deflated by index of 
retail prices from same source. Population: Oficial Yearbook. 

Sweden—All figures: E. Lindahl, E. Dahlgren, and K. Koch, National 
Income of Sweden 1861-1930 (London, 1937). The deflator was a cost-of- 
living index. 

United States—-N.LC.B. figures: Income, deflated by an index of the gen- 
eral price level: Robert F. Martin, National Income in the United States, 
1799-1938, National Industrial Conference Board, Inc. (New York, 1939), 
p. 6. 

Kuznet’s figures: Income deflated by a comprehensive price index. See 
Table V, page 818. 

U. S. Department of Commerce figures: Income, deflated by comprehensive 
price index: National Income Unit of the Bureau of Foreign and Domestic 
Commerce, 


The period 1891-1913 was one of rising prices, and wholesale prices were rising faster 
than the cost of living. For instance, during this period the wholesale price index in England 
rose by 26.6 per cent, while the rise in the cost-of-living index was only 17 per cent. 
It is very likely that if the national income in Germany were deflated by a cost-of-living 
index, it would show a higher rate of growth than given in the table. Such an index, 
however, was not available. l 


INCOME, MONEY AND PRICES IN WARTIME 


By Jacos L. Mosax and WALTER S. SALANT* 


In his article in the June issue of this Review, Mr. Clark Warburton 
proposes to substitute a cash balance approach for an income flow 
approach to the problem of the inflationary gap in wartime. In criticism 
of the income approach Mr. Warburton expresses the opinion (1) that 
consumer expenditure and therefore the level of prices consumers 
pay’ cannot logically be forecast on the basis of the past relation between 
consumer expenditure and total individual income, because total indi- 
vidual income is dependent on price, which is the thing to be forecast, 
and (2) that even if the relation were independent of price, it could 
not be used to forecast prices during wartime or periods of rapid growth 
in individual income because the relation is unstable at such times. 
In support of his cash balance approach he states that it is possible 
to forecast corisumer expenditure and prices from their relation to 
cash balances, this relation being such as to remain stable in wartime 
as well as peacetime. On the basis of his analysis he finds that consumer 
expenditure and the rise in prices in each of the years 1941, 1942 and 
1943 were about what would have been expected in the absence of 
price control, rationing, and bond drives, and from this he concludes 
that these controls have had little influence on the aggregate amount 
of consumer expenditure or on the general level of prices of consumer 
goods and services. 

Although Mr. Warburton’s argument is ingenious and some of his 


* Mr. Mosak is Chief of the Economic Analysis and Forecasting Branch in the Research 
Division of the Office of Price Administration, Mr. Salant is in the Office of the Economic 
Advisor to the Price Administrator. The views expressed in this article are those of the 
authors and do not necessarily represent the official views of the O.P.A. 


t “Monetary Expansion and the Inflationary Gap,” Am. Econ. Rev., Vol. XXXIV, No. 2 
(June 1944), pp. 303-27. 


* Throughout the following discussion we assume, as did Mr. Warburton, that in war- 
time the quantity of goods and services available for consumers to purchase each year is 
given independently of consumer income, cash balances, or consumer expenditure and, since 
these supplies, when measured in current prices, are necessarily equal to consumer expendi- 
ture, the determination of consumer expenditure also involves the determination of prices 
consumers pay. This assumption is not strictly correct, primarily because the supply of 
goods sold to consumers differs from current output by the amount of changes in inven- 
tories of these goods and such ckanges are affected by the level of consumer expenditure. 
The error involved in making this assumption is small, however, and does not affect the 
broad issues under discussion. 
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statistics are striking, his chain of reasoning is defective. Since the 
conclusions are important for both economic policy and theory, we 
believe it desirable to examine his argument in some detail. The 
complete chain of reasoning is difficult to put together from the ex- 
position in the text, but, after examining Mr. Warburton’s tables care- 
fully, we believe that we have interpreted it correctly in what follows. 

Before examining Mr. Warburton’s arguments it is desirable to re- 
state the nature of the assumptions underlying those estimates of the 
inflationary gap that are based on the relation of consumer expenditure 
to disposable income. . 

Such estimates are based on the supposition that when prices, sup- 
plies and expenditures are free of direct government control the money 
expenditure of consumers is related in a stable manner to their disposable 
money income; that this disposable income is related in a predictable 
way to the income of individuals before taxes when the personal tax 
structure is known; that the income of individuals before taxes Is re- 
lated in a predictable way to the gross national product when the 
business tax structure is known; and that the components of the na- 
tional product other than consumer expenditure—namely, government 
expenditure and private capital formation—are either known inde- 
pendently or are related to national product. Such a set of assumptions 
provides a determinate system which vields a solution for consumer 
expenditure. In wartime, when supplies of consumer goods can be fore- 
cast independently, it also yields a solution for what the price level 
of consumers’ goods and services will be if these relations are not 
disturbed. 

The gap is an estimate of the extent to which the consumer ex- 
penditure which would prevail in the absence of price and other direct 
controls exceeds the available consumer supplies valued at stable 
prices. The ratio of this gap to these consumer supplies indicates the 
extent to which prices would rise if effective direct controls did not 
exist.* 

Now we are in a position to examine Mr. Warburton’s comments. 


Expenditure-Income Relation and Consumer Prices 


Are estimates of the gap which are based on the relation of money 
expenditure to money income indeterminate because money income is 
itself dependent on prices, as Mr. Warburton claims? No. Money 
income need not be independent of prices, even when the gap estimates 
are designed to yield a forecast of actual price movements.* The gap can 

3 A number of other concepts of the inflationary gap are based on this system of relation- 


ships, but these are not discussed in the present paper. 
* As we point out below, this is not the purpose of estimating the gap under price control. 


tee 
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be estimated from the expenditure-i income relation, in combination 
with the other relevant relations, without knowing consumer prices 
in advance. It is perfectly true that money income and consequently 
money expenditure are affected by what happens to these prices. So 
long, however, as the relationships remain stable for all consumer 
price levels, it follows that income, consumer expenditure and prices 
are determinate and the reasoning is not circular. For a simple model in 
which government money expenditure (Gm) and business capital ex- 
penditure (5) are taken as given and consumer expenditure in money 
terms (Cm) is related to grass national product in money terms (Ym), 
this is easily shown. 


and Ym == Gm + B+ a+b Ym 


Gut B a 
iare n 
1 —b 


All the terms of the right-hand side of this equation are known; income 
‘and consumer expenditure are therefore determined.’ 
The same conclusion holds if government money expenditure is 
assumed to be a fixed ratio of total expenditure. The conclusion also 
-holds if government expenditure in real terms is assumed to be given 
or to be a fixed portion of total real income, so long as prices paid by 
‘government are known or are related in a known way to prices paid 
by consumers. 
Thus the mere fact that i income depends partly on prices does not 
- make it impossible to predict income, consumer expenditure, or the 
price rise, so long as the relationships hold. 


Stability of Expenditure-Income Relation in Wartime 


- Mr. Warburton also says that the gap cannot be used to forecast 
prices in wartime because the relationship of consumer expenditure to 
consumer income cannot be forecast during wartime. This criticism 
might mean either or both of two things: first, that the relation is upset 
by wartime controls and therefore cannot be used to predict the actual 
price rise when those controls are in operation or, second, that even 
_ * This is, of course, a greatly oversimplified model chosen only for purposes of illustrating 
determinateness. In practice consumer expenditure should more properly be related to 
disposable income rather than to gross national product, in order to take into account the 
“effects of the corporate and personal tax structure and of corporate dividend policy. Other 


factors, some of which are indicated in the following paragraphs of the text, would also 
have to be taken into account. : 
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in the absence of controls the relation would be upset by other wartime 
conditions, such as the rapid rise of income. 

Under the first interpretation, the statement is correct but it is 
not a valid criticism. It is the purpose of gap estimates to forecast not 
the price increase that will actually occur when price and other 
direct controls are in operation, but the price increase that would occur 
if they were not in operation. In other words, the inflationary gap is 
intended to be an estimate of the extent to which consumer expenditure 
would exceed available consumer supplies, valued at stable prices, under ` 
the assumption that price and other direct controls influencing ex- 
penditures are not in operation. The ratio of this gap to the supplies 
available to consumers at stable prices indicates the extent to which 
prices would rise if effective controls did not exist. It indicates the in- 
tensity of the pressure upon prices and hence the need for anti-infla- 
tionary measures. Obviously, it is a complete misunderstanding to 
regard it as a forecast of the price rise that will actually occur. To do so 
would be to assume that the excessive demand will have its full effect 
upon prices; in other words, to assume that controls, either do not exist 
or are ineffective. Thus the gap provides no basis for estimating how 
much prices will rise when effective controls do exist and it does not 
indicate what consumer expenditure will be under such conditions.’ 

While it is not clear whether Mr. Warburton intended this interpre- 
tation in his criticism, it is clear that he intended the second interpreta- 
tion; namely, that the relation of consumer expenditure to individual 
income would be upset in wartime even in the absence of price and 
related direct controls. According to this interpretation, the relation 
cannot be used even to forecast the price rise that would occur in the 
absence of these controls because its distortion is attributable to other 
factors. Mr. Warburton supports this view by three arguments. (1) 
When the ratio of government borrowing to national product rises and 
the change in private investment is negligible, the ratio of total gross 
private saving to income must also rise. Even after reasonable allowance 
is made for gross business saving, including depreciation and other 
allowances, Mr. Warburton states that individual saving must rise in 
relation to disposable income. He therefore maintains that the expendi-’. 
ture-income relationship must be upset by the wartime increase in 
government borrowings even if the absence of price controls. (2) Ina 
period of rapidly changing income, the expenditure-income relation 
cannot remain stable since consumers need time to bring expenditure 

*This is apparently not realized by certain newspaper columnists who think that the 
failure of prices to rise in proportion to the inflationary gap means that the economists who 


used the concept were wrong in believing that the country was faced with an inflationary 
threat which made strong price and income controls imperative. 


832. THE AMERICAN ECONOMIC REVIEW [DECEMBER 


into adjustment with income. (3) There is an alternative system of 
relationships which, according to Mr. Warburton, does remain stable 
and its stability implies instability in the expenditure-income relation- - 
ship during the war period, even in the absence of controls. 

As to the first of these arguments, it is of course true that the ratio 
of total gross private saving to total product must rise when the ratio 
of the government deficit to the national product increases and the 
change in private investment is small. Even if gross corporate saving 
does not rise sufficiently, however, and a rise in the ratio of individual 
saving to disposable income is necessary, this necessity does not imply 
that the previously existing consumer expenditure-income relation must 
be upset by wartime borrewings. That relation, in fact, is such as to 
require an increase in the ratio of saving to disposable income as dis- 
posable income rises with increases of the government deficit. Mr. 
Warburton has apparently been misled at this point by his failure to 
distinguish between relationships and ratios." The theory which he 
criticizes postulates a stable relation between consumer expenditure and 
disposable income, not a stable ratio. This relation is such that the ex- 
. penditure-income ratio declines and the saving-income ratio rises as 
income rises. 

Nor does the possibility of a lag in the adjustment of consumer ex- 
penditure to rapidly changing consumer income, the second of the three 
arguments Mr. Warburton uses to support his hypothesis of wartime - 
distortion, cast doubt on the stability of the expenditure-income rela- 
tionship. Such a lag can be taken into account. Instead of relating ex- 
penditure to the level of income alone, one can relate it to both the level 
of income and its change from the preceding year or years. Such multi- 
ple relations have, in fact, frequently been used in gap estimates to 
meet this very problem. In practice, however, the lag does not appear 
to be very important when annual data are used. 

Mr. Warburton’s third reason for doubting the stability, of the ex- 
penditure-income relation, even when there are no controls, is based 

™Mr. Warburton commits the same error when he compares the stabilities of the 
expenditure-income ratio and the expenditure-cash balance ratio to determine which relation- 
ship is more stable in peacetime. A scatter diagram of the data indicates that the relationship 
of consumer expenditure to disposable income is excellent for the entire period 1919-1940. 
The relationship of consumer expenditure, including taxes, to consumer cash balances, on 
the other hand, is rather poor. Consumer cash balances of between 41.4 and 42.9 billion 
dollars are associated with consumer expenditure, including taxes, of 62.3 billion in 1918, 
of 66.1 billion in 1937, 69.0 billion in 1927, and 73.8 billion in 1929. 

The data for cash balances begin in 1927 whereas those for disposable income begin in 
1919. Since, up to 1940, the relation with cash balances thus appears to survive a test of 
14 observations less satisfactorily than the relation with disposable income survives a test 
of 22 observations, Mr. Warburton’s conclusion that the pre-war data do not indicate any 


superiority of either relationship over the other must be rejected. For the pre-war period 
the expenditure-income relationship is quite definitely superior. 
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upon the behavior of other relationships that he has observed and the 
deductions he draws from them. It is to these relationships and deduc- 
‘tions that we must now turn. 


Mr. Warburton’s System of Relations 


Mr. Warburton contends that the levels of consumer expenditure 
and prices depend on the methods of finance chosen by the authorities 
—specifically, on the amount of government borrowings from the banks 
—and are independent of direct controls .such as price regulations, 
production restrictions, rationing and bond drives. His theory is essen- 
tially a variant of the familiar quantity theory of money applied not to 
a long-run equilibrium situation, but to a wartime situation subject to 
potentially violent inflationary movements. It is based on the assump- 
tions that: 

1. Consumer expenditure, including taxes, bears a constant propor- 
tion to consumer cash balances (except for a minor trend factor), and 
this relationship has been maintained during the war. 

2. Consumer cash balances are (except for a minor trend factor) a 
constant proportion of the total money supply held by the public, and 
this constancy has also been maintained during the war. 

3. The increase of the money supply is related in a predictable way 
to the increase in bank holdings of government securities.* 

4. The increase in bank holdings of government securities is de- 
termined by decisions of the Treasury and Federal Reserve authorities 
on the basis of the total amount that the government has to borrow. 

5. The amount of government borrowing is equal to government ex- 
penditure less receipts. Government expenditures are independently 
given for each year and receipts are related in a determinate way to the 
gross national product,” given the tax structure. 

6. The gross national product is equal to government expenditure 
plus consumer expenditure, plus private capital formation, of which the 
last, under wartime controls, is determined by the government. 

7. All of these relationships are independent of the movement of 
prices of consumers’ goods and services. : 

This is a determinate system and, if all these propositions are correct, 
consumer expenditure can be forecast from the amount of government 
expenditure or more immediately from the amount of its borrowing 
from the banks. If the available supply of consumers’ goods valued, 


"Tt is assumed that government borrowing from the banking system is the only signficant 
influence on the money supply in the hands of the public. 

° Actually Mr. Warburton uses the concept of gross income flow, which differs slightly 
from the gross national product as defined by the Department of Commerce. This difference 
may be neglected for present purposes. 
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say, in the preceding year’s prices, is also known then the rise of prices 
‘between the two years can be forecast. 

Mr. Warburton claims that all these relationships are stable or can 
be forecast independently of prices, that the relationships have been 
maintained in wartime, that he can and does forecast the necessary 
variables, and, further, that the level of consumer expenditure and 
therefore the price increase that he forecasts are approximately those 
that actually occurred. This coincidence of forecast and actual results 
leads him to the conclusion “that rationing, price control and bond 
drives have had little influence on the aggregate amount of consumer 
expenditure or on the general level of prices of consumers’ goods and 
services,” . 

Are these propositions correct? 

The answer is No, for at least three reasons: (1) The relationship of 
consumer expenditures to cash balances in pre-war years was too un- 
- stable to provide a reliable basis for prediction in the war period. (2) 
Even if this relationship were stable, in both pre-war and war years, 
Mr. Warburton’s conclusion would be incorrect because the relation- 
ship of government borrowings from the banks to total government 
borrowings is affected by consumer expenditure and prices, notwith- 
standing his assumption that it is independent of them. (3) Even. if 
both these relationships were stable, his conclusion would be incorrect 
because he assumes that the amounts of government expenditures, taxes 
and borrowings are independent of the level of consumer expenditures 
and prices, whereas in fact they are not. 

We shall consider each of these points in turn. 

1. Expenditure-cash balance relation. A scatter diagram of Mr. War- 
burton’s data for the period 1927-40 indicates that the relation of con- 
sumer expenditure, including taxes, to consumer cash balances is rather 
poor. A linear regression fit to the data by the method of least squares 
yields exceedingly high projections of consumption for the years 1941, 
1942 and 1943." Mr. Warburton has instead fitted a trend line to the 
ratio of consumer expenditures to cash balances, by drawing it through 
the observations for 1928 and 1940. This gives a fairly satisfactory fit 
for the period 1935-40 but an extremely poor fit for the period 1929-33, 
when the absolute deviation from the trend averages over 111% per cent 
per year and is as large as 20 per cent in one year. Mr. Warburton ex- 
plains this by saying that the depression resulted in an abnormally low 
ratio of consumer expenditure to cash balances. Yet he is quite con- 
vinced that a boom would not raise the ratio, for he regards the stability 


* Warburton, Am. Econ. Rev., Vol. XXXIV, p. 321. 


™ The projections for these three years are 88, 104 and 133 billion dollars, respectively. 


They compare with actual data of 79, 90 and 110 billion. 
£ 
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of the ratio during the war as perfectly normal. Unfortunately, he does 
not support his conviction by any evidence, and his own data for the 
pre-war period indicate that the ratio of consumer expenditures to cash 
balances decreases in depression and increases in prosperity. 

It just happens that the wartime reduction of consumer expenditure, 
including taxes, for a given level of consumer cash balances was such as 
to keep the ratio fairly stable for these three years. Apparently this is 
what deceived Mr. Warburton into thinking the peacetime relation has 
remained undisturbed during wartime, for he was assuming that the 
peacetime relationship was one of constant proportion except for a 
minor trend factor. That the relative stability of the ratio for 1941, 
1942 and 1943 is a coincidence will be shown quite clearly when data 
for 1944 become available. It seems certain that the ratio must already 
have declined significantly in the first half of 1944 because consumer 
expenditure, including taxes, has risen very slightly, whereas the ex- 
tensive borrowing from the banking system must have increased con- 
sumer cash balances quite considerably. 

The first proposition upon which Mr. Warburton bases his conclu- 
sion, therefore, does not hold. 

2. Proportion of government borrowings from the banks. Even if the 
relationship of consumer expenditure, including taxes, to cash balances 
remained stable during the war, Mr. Warburton’s hypothesis would still 
be without foundation because his model lacks a valid independent 
method for determining government borrowing from the banks. In the 
absence of such a method, nothing can be proved concerning the effects 
of direct controls. Controls can affect the amounts of government bor- 
. rowing from the banks as well as consumer expenditure in such a way 
as-to leave the ratio of consumer expenditure to cash balances un- 
changed. If government controls hold consumer expenditure down, in- 
dividual saving is increased, more bonds are sold outside the banks, less 
are sold to them, the expansion of cash balances is smaller, and the ratio 
of consumer expenditure, including taxes, to cash balances may remain 
constant. Mr. Warburton’s conclusion that total consumer expenditure 
was not affected by price and rationing controls because it coincides 
with the amount he forecasts on the basis of government borrowing 
from the banks requires that the amount of government borrowing from 
the banks can be determined and determined independently of consumer 
expenditure. 

It is not clear how he thinks government borrowing from the banks 
is determined. In the text of his article he says the Treasury and Federal 
Reserve authorities determine it, but we are not told how they arrive 
at their decision. The footnotes to his Table V suggest, however, that 
they determine the proportion of total borrowing that will come from 


“ 
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the banking system. Can this proportion be forecast independently of 
= consumer expenditure? 

| The only basis that he provides for such independent forecast i in any 
given year is the assumption that the proportion will be the same as in 
the preceding year. The facts are, however, that there is no stability 
from year to year in the proportion borrowed from the banking sys- 
tem. ‘This is shown in the following table: 


Total libata Percentage EE is 
Government wi haters from Banking F ng A á 
Borrowing from Banking System orecast by 
System? - Warburton 
1934° 5,122 3,915 „764 — 
1935¢ 4,854 3,445 710 — 
1936° 5,679 3,244 ey 6 — 
1937 1,260 — 699 — .555 — 
1938 1,565 1,539 983 — 
1939 2,153 1,594 740 — 
f 1940 2,156 1,437 .667 — 
1941 11,708 4,785 .409 .375 
1942 46,159 24,851 „538 „405 
1943 53,965 26,180 485 415 


a Excluding borrowing from trust funds through special issues. 
b Following Mr. Warburton’s procedure, we include in this figure commercial banks, mu- 
. tual savings banks, Federal Reserve banks, the postal savings system and also the annual - 
change in Treasury currency outstanding. 
- © Fiscal years are used for 1934, 1935 and 1936 because data for bank holdings of U.S. 
' securities are not available for ends cf calendar years prior to 1936. 


Despite its erratic year-to-year behavior, Mr. Warburton believes 
that he can predict the ratio for each year and can do so independently 
of consumer prices. Thus, he writes: 


. it seems clear to the writer that the amount of monetary expansion is 
relatively independent of price inflation in the sense that price inflation has 
little causal influence upon the volume of monetary expansion. Also the 

‘ assumption that this process [by which government borrowing is divided 
between the banks and nonbanking investors] will continue to produce the 
resiilts shown in the past appears to be the only method of making a reasonable 
forecast of the proportion of the Government deficit which, during the re- 
mainder of the war will be taken, respectively, by the banking system and by 
nonbanking investors.?? - 


Our answer to this is that the levels of consumer expenditure and prices 
do affect.the amounts that the government will borrow from the banks, 
and that the relation of government borrowings from the banks to total 


= Warburton, Am. Econ. Rev., Val. XXXIV, pp. 315-16. 
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government borrowings has been too unstable to provide any valid 
independent basis for prediction. 

The appearance of accuracy in the 1941 and 1942 forecasts of con- > 
sumer balances results from the fact that, in a period when total bor- 
rowing is small, a large error in the forecast proportion of borrowing 
from banks will have only a small effect upon the average size of the 
money supply during the year. For 1943, when borrowing was large, 
Mr. Warburton’s forecast percentage of government borrowing that 
came from the banking system was quite inerror, but was offset by an 
error In the forecast of total borrowings. 

3. Total government borrowings. Even if the relation of consumer 
expenditure, including taxes, to cash balances were stable, and the ratio 
of government borrowing from the banks to total government borrowing 
were also stable, Mr. Warburton’s conclusion that consumer expendi- 
ture was not affected by price control, rationing and bond drives would 
not be correct so long as government borrowing is affected by price con- 
trol, rationing and bond drives. Clearly, government borrowing is af- 
fected by such government measures. If these controls did not exist, 
prices would rise to extreme levels, salaries and wages would rise, gov- 
ernment expenditure would rise, and although the tax yield would also 
increase, it would not keep pace with expenditure, with the result that 
government borrowing would increase. 

Mr. Warburton simply accepts the Budget Bureau’s estimates of 
government expenditure, taxes and borrowing and finds that the fore- 
casts of consumer expenditure which he derives from them on the basis 
of pre-war relationships agree with the actual levels. He completely 
overlooks the fact, however, that the Budget Bureau’s forecasts of gov- 
ernment borrowing, expenditure and taxes depend upon its forecasts of 
the gross national product, consumer expenditure and prices, and that 
these forecasts were based on the assumption that the direct controls 
would be effective in restricting consumer expenditure and price in- 
creases. The agreement of actual consumer expenditure with the fore- 
casts of consumer expenditure derived from the Bureau’s forecasts of 
government borrowing might be a test of the ability of the Bureau to 
forecast borrowing but it certainly cannot be regarded as supporting the 
hypothesis that consumer expenditure was unaffected by price control, 
rationing and bond drives. ‘ 

The forecast for 1944 brings out clearly many of the difficulties of 
his model. He forecasts that consumer expenditure will be 134 billon 
dollars, including taxes, and 112 billion dollars excluding them. There 
is general agreement that the actual figure for consumer expenditure, 
excluding taxes, will be between 95 billion and 100 billion. If this view 
is correct—and the data for the first six months support it—and if Mr. 
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Warburton’s forecast of cash balances turns out to be correct, the ratio 
of consumer expenditure, including taxes, to cash balances will be much 
lower in 1944 than it has been in recent years. If, on the other hand, his 
forecast of cash balances also turns out to be too high, so that the ratio 
is more nearly maintained, his forecast of government borrowing from 
the banking system will prove to be too high. 

Finally, his forecasts of the different variables for 1944 are seriously 
inconsistent internally. The Bureau of the Budget estimates which Mr. 
Warburton used for government expenditure, receipts and total borrow- 
ing were based upon lower levels of gross national product and con- 
sumption than he forecasts. If prices turned out to be as high as Mr. 
Warburton forecasts, wage rates would certainly increase and govern- 
ment expenditure would certainly rise. While taxes would also be 
somewhat higher as a result of the larger gross national product, total 
government borrowing would turn out to be significantly higher. To 
make his 1944 forecasts consistent, Mr. Warburton should use his esti- 
mate of gross national product to get new estimates of government ex- 
penditure, taxes and borrowing. This would give him new estimates of 
borrowing from the banking system, of cash balances, and of consumer 
expenditure, and consequently of national product. On the basis of this 
new estimate of gross national product he should repeat the process of 
revision until he gets consistent figures. His forecast of the price rise 
for 1944 would then be muck higher—and even less accurate—than the 
23 per cent he shows in his table. | 


Summary: The Effect of Direct Government Controls on Consumer 
Expenditure and Prices 


In summary, Mr. Warburton’s model contains a relationship of con- 
sumer expenditure, including taxes, to cash balances which has been too 
unstable to provide a reliable basis for prediction during the war. Fur- 
thermore, even if that relationship had been stable, the model provides 
no basis for forecasting the increase of cash balances because the 
amount of borrowing from the banking system cannot be forecast on 
the basis of a relationship to total government borrowing. Moreover, 
even if both these relationships were stable, he has no means of pre- 
dicting government borrowing, expenditure and taxes independently of 
consumer expenditure and prices. Mr. Warburton therefore has no way 
of predicting what consumer expenditure and prices would have been 
on the basis of peacetime relationships. He therefore has no ground for 
the statement that consumer expenditure and consumer prices are 
about what they would have been on the basis of peacetime relation- 
ships, and no valid reason to suppose that the wartime controls have 
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been ineffective in holding down .the snad jeva 2. prices paid by | 
consumers. os 
- In our view the distortion of the past relationship N consumer 
expenditure and income, which Mr. Warburton asserts and we'admit; 
is certainly attributable to government controls. We believe that the 
magnitude of that distortion is one measure of the success of those con-’. 
trols. It is, however, only a minimum measure. In the absence’of direct-- - 
„price controls and related measurés it is quite possible that the peace- 
time relationship would have been distorted in the opposite direction. 
In that case, even if the controls had merely succeeded in maintaining 
the peacetime relationships unchanged during the war, they wore have 
represented a significant accomplishment. 


- 


COMMUNICATIONS 


Professor Williams and the Fund 


In his article on the Bretton Woods plans in the October issue of Foreign 
Afairs, Professor Williams renews his criticism of the International Monetary 
Fund and at the same time raises a number of interesting questions with 
respect to its mechanics. In the apinion of this writer his provocative discussion 
is in certain respects misleading and tends to give the reader an erroneous 
impression of the workings of the Fund. Several of the objections to the Fund 
which Professor Williams raises on other accounts, I think also are not as 
decisive as his argument suggests, 


I. The Mechanics of the Fund 


Professor Williams’s questions on the mechanics of the Fund all relate to 
the possible development of a shortage of dollars. It is essential to recognize 
the fact that the Fund by itself can not prevent the development of a shortage 
of dollars. There will be a shortage of dollars if payments foreigners want to 
make in this country exceed payments by United States residents to foreigners. 
The balance of payments of the United States after the war will depend on 
such factors as post-war debt settlements, the level of employment and income 
here and abroad, the extent and nature of trade barriers, the way in which 
relief and reconstruction needs are financed, the extent of American foreign 
lending, the degree to which speculative capital movements are controlled, the 
_ pattern of exchange rates, the degree of exchange stability, and the shifts in 
demand and changes in production techniques in this and other countries. 
Many of these factors are obviously beyond the scope of the Fund, except 
in so far as it provides an atmosphere of international codperation; but both 
the Fund and the International Bank for Reconstruction and Development 
are designed to help prevent the development of imbalance in international 
transactions. 

The Fund aims at stability of exchange rates, elimination of bilateral clear- 
ing agreements and exchange controls on current transactions, and control of 
speculative capital movements. The Fund provides for approval of changes 
in exchange rates when the changes are necessary for the correction of a 
fundamental disequilibrium, so that countries will not have to struggle to 
maintain a rate inconsistent with balance in their international transactions. 
The Fund will assist members to meet deficits in their international transac- 
tions in order to provide them with an interval in which to take corrective 
measures, 


*John H. Williams, “International Monetary Plans,” Foreign Affairs, Vol. 23, No. 1 
(Oct. 1944), pp. 38-56. 
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The Bank aims at promoting wise international lending for reconstruction 
and development. Countries now subject to wide fluctuations in their balances 
of payments, because, for example, they depend on one or two raw material 
exports to pay for necessary foreign goods may be helped to broaden their 
economies. They may be helped to develop new exports, or to produce domes- 
tically goods formerly exported, and thus te reduce their dependence on foreign 
goods or to improve their chances of paying for them. 

Not only are the Fund and the Bank intended to assist in preventing the 
development of imbalance leading to a shortage of dollars or of any other 
currencies but also to assist in meeting shortages that do develop. There are 
several provisions in the Fund plan that are designed to keep the Fund itself 
from running out of a currency that is in demand. Countries with reserves in 
excess of their quotas must use their reserves at the same rate that they draw 
on the Fund; countries with reserves in excess of their quotas that are gaining 
reserves must use half of the increase to repay past borrowings from the Fund; 
countries borrowing from the Fund must pay interest charges, and the charges 
rise with the amount borrowed and the duration of the borrowing; and, finally, 
the Fund can refuse to lend to any country that is not using the time gained 
to correct its international position. If dollars in the Fund are tending to 
become exhausted—in spite of the efforts of the Fund to promote international 
balance and in spite of the arrangements designed to prevent the Fund from 
running out of dollars—the Fund can declare the dollar a scarce currency and 
can apportion its existing and accruing supply among member countries. Mem- 
bers can then take steps to allocate dollars among their nationals to the 
extent necessary to equate the demand and supply. 

1. Professor Williams argues that a mechanical difficulty in the Fund plan 
will lead to a shortage of dollars in the Fund, and presumably therefore to 
dollars being declared scarce, when there is no actual world shortage of dol- 
lars, i.e., when the United States has an even balance of payments position.? 
If this argument were correct it would be a very serious criticism of the Fund. 
It implies that the Fund would lead to restrictions on transactions with the 
United States when there was no underlying shortage of dollars and when 
restrictions otherwise would not be imposed. ` 

It is difficult to see how the Fund’s dollars would come to be used at all if 
the demand for and supply of dollars outside the Fund at a given pattern of 
exchange rates tended to equal each other, as they would if the United States 
were in an even balance of payments position.” The monetary authorities of 
foreign countries will borrow dollars from the Fund only when there is a 
pressure on the dollar rate that would otherwise lead to a loss of gold. If 
dollars offered for sale tend to equal dollars demanded in the world as a whole, 
there will be no special pressure on the dollar rate even in a country that buys 
more from the United States than it sells, and the monetary authorities will 


7“Thus even though this country had an even balance of payments position, the Fund’s 
holdings of dollars would be rapidly exhausted.” Foreign Affairs, Vol. 23, No. 1, p. 46. 
* The phrase “even balance of payments” is used in the sense of a balance of international 
payments such that, if there were no Fund, there would be no tendency for a net gold flow 
in either direction. , 
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have no reason to borrow dollars from the Fund. Temporary shortages of 
dollars on account of seasonal elements in the balance of payments would tend 
to be ironed out in the exchange markets. 

Assume that, in the course of a period of two or three years, Europe has 
excess payments of one billion dollars due to the United States and assume 
that Latin America, on the other hand, has excess receipts of a billion due 
from the United States. If Latin America sells the billion dollars of excess 
receipts to Europe, then Europe has no reason to come to the Fund for dollars. 

Professor Williams’s argument implies that dollars would be drawn from the 
Fund because of a mechanical difficulty in the plan. “The great weakness of 
the Fund from a mechanical standpoint is that while other countries in paying 
for our exports would use up the Fund’s supply of dollars, our own payments 
for imports would not replace these dollars.”* And this in turn is due to the 
fact that the Fund plan, he believes, does not recognize that the dollar is a 
key currency and that foreign countries want payment in dollars. As a result 
the United States is not able to use the Fund in paying for its imports. 

In the example given above it is assumed that the United States has an 
adverse balance with Latin America and a favorable balance with Europe. In 
this case Europe will not come to the Fund for dollars unless Latin America 
is not selling the billion-dollar excess to Europe but is accumulating dollar 
balances instead. But if Latin American countries are accumulating a billion 
in dollar balances the United States balance of payments position is not even; 
it is uneven. In the world as a whole there is an excess demand for dollars of 
one billion, that is, a shortage of dollars. Under these circumstances there is 
‘no reason why the United States monetary authorities should go to the Fund 
for Latin American currencies even if Latin American countries were accus- 
tomed to receiving payment fer exports in their own currencies. If Europe 
borrows dollars from the Fund, it is not because of a mechanical defect in the 
‘Fund, or because the Fund fails to take account of the fact that the dollar is 
a key currency, but because there is a world shortage of dollars. 

2. Even if the United States balance of payments position is uneven, and 
there is a world shortage of dollars because Latin America is accumulating 
dollar balances of one billion, it does not follow necessarily that the dollars 
in the Fund will decline by one billion. If Europe’s total adverse balance of 
payments is one billion, Europe can probably not borrow much more than 
500 million dollars from the Fund because countries that have reserves in 
excess of their quotas must draw on their reserves at the same rate that they 
draw on the Fund.® Furthermore, Europe can not go on borrowing to finance 
a deficit year after year. The Fund is intended to finance temporary deficits 
and can refuse to go on lending. Also, rising interest charges and other pres- 
sures will lead Europe to repay the Fund. Of course, if Latin America has 
borrowed from the Fund in the past it may be required to use up to half the 
increase in its dollar balances to repay its past borrowings from the Fund, 
and the decline in the Fund’s holdings of dollars would be smaller by the 


t Foreign Affairs, Vol. 23, No. 1, loc. cit. 


`The countries with large quotas and the countries which are apt to have large adverse 
balances almost all have reserves in excess of their quotas. 


` 


1944] COMMUNICATIONS 843 


amount of such repayments. Also, if any Latin Ameriċan countries did not 
originally contribute 25 per cent of their quotas in gold or dollars, they may 
be required to use up to half the increase in their dollar balances to bring their 
original contribution up to that level. 

3. There is little reason to expect a drain on the Fund’s dollars resulting 
from a world shortage of dollars due to the accumulation of large dollar bal- | 
ances for some time to come. Latin American countries, in the above example, 
will not be able to accumulate dollars year after vear, even if they are not in 
debt to the Fund, unless they have a favorable balance year after year in their 
other international transactions with the world as a whole, in the sense that 
they would be accumulating gold if it were not for the outflow of capital to 
the United States. They can not accumulate dollars as a result of payments 
due from the United States and at the same time meet deficits with other . 
countries through the Fund. The Fund can not be used to finance a large or / 
sustained outflow of capital, and any country accumulating large dollar bal- 
ances, and borrowing from the Fund at the same time, would be doing just 
that. A serious drain on the Fund’s dollars arising from the accumulation of 
dollar balances is only possible, then, if several countries have large favorable 
balances with the world as a whole on account of all other international trans- 
actions.” And this is not apt to be the case for some time to come. There seems 
to be a greater possibility that a shortage of dollars will come about as a 
result of almost all countries having huge demands for foreign goods and 
equipment. Indeed, should relief and reconstruction be financed on a per- 
manent or long-run basis, and loans be forthcoming for industrial development 
programs, it is still doubtful that many countries will be able to accumulate 
large dollar balances. 

There is every reason to think that the existence of the Fund will tend to 
decrease the desire to hold dollars, in any case. Dollars have been held in the 
past partly because they were readily convertible into other currencies. Since 
other currencies will be obtainable through the Fund when needed there will 
be less inclination to hold dollars. 

4. Elsewhere Professor Williams suggests that the main difficulty in the 
Fund plan is a mechanical difficulty of another sort. “The trouble in the- 


°Latin American countries can not be required to turn over their dollar balances to the 
Fund unless they have reserves in excess of their quotas. However, the countries with 
large borrowing privileges already have reserves in excess of their quotas and the large 
accumulations of dollar balances would of itself make their total reserves larger than 
their quotas, 


"Latin America, in the above example, might accumulate dollar balances, even though 
her total balance of payments was adverse, if the accumulation was matched by an out- 
flow of gold. But if Latin America is losing gold it would tend to flow to the United 
States because of the net demand for, or shortage of, dollars and an accumulation of 
dollar balances financed by gold would not lead to a drain of dollars from the Fund. ` 
If Latin America’s demands for foreign goods are exceeding her receipts from foreigners, 
steps would probably be taken to control such a capital outflow, in any case. Latin 
America also might conceivably be drawing heavily on balances in other foreign countries 
while building up dollar balances. But in this case the countries suffering a large with- 
drawal of funds by Latin America would probably take steps to control the capital outflow, 
and could be required to do so as a condition of continued borrowing from the Fund. 
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present scheme lies in the discrepancy between the relatively large demand 
for exchange as represented by the quotas and the limited supply of dollars 
with which to meet it.”® Professor Williams says this difficulty is another 
instance of failure to recognize zhe key currency problem. A workable mecha- 
nism must, in his opinion, ‘‘provide assurance that the currencies that are 
actually used as means of international payments will be available to meet a 
world demand which arises not merely out of the trade of all the other coun- 
tries with the key countries but out of the settlement of trade of all the other 
countries with each other.’”® I am not sure what Professor Williams has in 
mind. If dollars now held by foreign countries are passed from one country 
to another, there is no drain on the Fund’s dollars. 

At one point in the argument it appears that Professor Williams may be 
concerned about the initial gap between foreign quotas and the Fund’s gold 
and dollar holdings because he thinks it will lead to the accumulation of dollar 
balances by foreign countries. He says the effect of the gap is bad psychologi- 
cally as well as mechanically, and refers to “dollar hoarding round the world.’”° 
I have already discussed the reasons why I believe large accumulations of 
dollar balances are unlikely and the reasons why I believe there is little 
danger of a serious drain on the Fund’s dollars as a result of such accumula- 
tions as may occur. 

But Professor Williams may have in mind a different problem. If foreign 
countries, fearing that their ability to borrow dollars from the Fund was en- 
dangered by the existence of the gap, consciously adopted domestic monetary 
policies and foreign trade policizs that they would not otherwise adopt, lead- 
ing to adverse balances on current account with the United States, the gap 
itself would encourage purchases from the United States that would other- 
wise not be made and lead to the development of a greater dollar shortage than 
would otherwise exist. The possibility of such action seems to me remote. It is 
true that a country may find it possible, because it can borrow from the Fund to 
meet temporary deficits, to avoid deflationary measures or restrictions on trade. 
But the domestic monetary policies pursued by member countries will be 
framed, barring being stopped short by a lack of international reserves, with a 
view to the level of employment and real income. And it does not seem reason- 
able that a country would consciously adopt or pursue policies leading to 
an adverse balance on current account for the purpose of using up its borrow- 
ing privilege as quickly as possible. Countries with reserves in excess of their 
quotas must use their own reserves at the same rate they borrow from the 
Fund, so for most countries, including the countries with the largest quotas, 
there is no possibility of drawing on the Fund exclusively, while the Fund is 
amply supplied with dollars, and conserving independent reserves for later 


~ Use. 


In general, member countries will certainly think of the Fund as a source 


* Foreign Affairs, Vol. 23, No. 1, p. 50. The total initial discrepancy is about 3 billions. 
Foreign-borrowing privileges, which are equal to their quotas plus their gold contributions, 
total 7 billions roughly and the Furd has, at the outset, almost 4 billions in gold and 
dollars, 

° Foreign Affairs, Vol. 23, No. 1, p. 44. 

w Foreign Affairs, Vol. 23, No. 1, p. 50. 
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of credits'to meet: deficits when they do develop and not as a Fund to exhaust 
as quickly as possible. And if there was a tendency for certain countries to 
want to draw on the Fund up to the maximum of one-quarter of their quotas 
year after year, the Fund could protect itself by refusing further loans. If 
the Fund is properly managed, it will very much decrease, not increase, the- 
amount of imbalance in international transactions. Sa 

Unless we assume a conscious effort to use up borrowing privileges ahead 
_ of other countries the existence of the gap is not of fundamental importance. 
- Barring this assumption, the Fund’s supply of gold and dollars will be used 
at the same rate with or without the gap. Practically speaking, of course, 
foreign demands on the Fund will not be for dollars alone. If the Fund’s $ 
dollars should approach exhaustion, I cannot see how the fact that there might 


remain some countries which had not exhausted their maximum borrowing ` ` 


- privileges could be a source of added difficulty: The important fact would be . 
that the Fund could no longer supply dollars, but this would be the case. 
even though foreign quotas were smaller and were exhausted at the same time 
as the Fund’s gold and dollar holdings. 


Il. The Functions of the Fund 


1. Professor Williams says that it has now been recognized that the Fund can 
not finance relief and reconstruction needs, or assist in the liquidation: of war 
balances. Also it is provided that members can elect to maintain exchange 
controls under special arrangements for the transition period: Professor Wil- 
liams wonders, therefore, what the functions of the Fund in the transition 
period are. ` 

The answer, I think, is as follows. Even though relief, reconstruction, and 
development needs are not to be met by the Fund, the temporary difficulties — 
intended to be met by the Fund will occur as- frequently and be as serious 
in the transition period as at any other time. Temporary balance of payments 
difficulties are bound to arise in the course of adjustments to wartime shifts 
in production, transportation, and markets. For this reason there is need 
immediately after the war not only for an international agreement to stabilize 
exchange rates and to provide for the orderly removal of exchange controls, 
-but also for a fund of credits to help countries that do not elect to maintain. | 
controls and countries that are seeking to eliminate controls as rapidly as 
possible, * 

2. Professor Williams thinks that the provisions in the Fund plan concern- 
ing changes in exchange rates are reasonable but he doubts that they can be 
administered properly because of the fundamental difference between British 
and American attitudes, toward changes in exchange rates. I wonder if this 
difference in attitudes will prove to be as great a stumbling block to successful - 
administration of the Fund as Professor Williams assumes. Britain operates 
as an important banking and exchange center for the world as a whole. The 
British, of course, fear the absolute power of an international body to refuse 
a change in the sterling rate, should England again be in a position similar to 
that in the early thirties, but Britain has a very real interest in maintaining. 
sterling as far as possible at a stable rate so as not to discourage the use of 
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_London as a financial center. The United States, on the other hand, although 
intensely interested in stable rates, has a real interest in preventing such re- 
strictions on trade or serious deflationary influences as might result from a 
refusal, in the case of a fundamental disequilibrium, to allow a change in the 
British rate. 

3. Professor Williams is convinced that there is in the long run no general 
need for foreign exchange in view of the fact that many countries have large 
reserves of gold and dollar balances, It is true that many countries have much 
larger reserves than they have ever had before; but there are still many 
countries whose reserves are inadequate from the point of view of being able 
‘to meet a possible deficit in their balances of payments. Of the 44 countries 
represented at Bretton Woods, 5 have virtually no gold or dollars, 13 have 
gold or dollars equal to 20 per cent or less of the value of their exports in 
1938, and 21 equal to 50 per cent or less of the value of their exports in 1938. 
Since, for example, a drop in the value of a country’s exports by 10 per cent 
in any one year is not improbable, none of these 21 countries can export gold 
to meet probable deficits without fearing the effect on their total reserve 
position, This is all the more clear when account is taken of the fact that most 
countries have a large percentage of their reserves tied up in meeting legal 
reserves requirements. 

A country facing a deficit of uncertain duration in its balance of payments 
may be unwilling to use its reserves and may, therefore, impose restrictions on 
international trade or may take steps to eliminate the deficit that result in a 
domestic deflation. In those cases where the underlying causes of the deficit 
are temporary, clearly borrowing from the Fund may obviate the need for the 
adoption of such measures. In these circumstances the borrowing country will 
tend to eliminate its Indebtedness to the Fund in short order either by direct 
repayment to avoid charges or by other countries obtaining its currency from 
the Fund. If the deficit gives evidence of becoming chronic, the Fund, of course, 
will not go on lending indefinitely. The Fund may lend for some time, however, 
in order to give the country in difficulty an opportunity to make adjustments. 

Even the 23 countries with larger gold reserves in comparison to exports 
may be unwilling to lose considerable amounts. The absolute size of the re- 
serves of the large gold-holding countries may, under certain conditions, have 
little effect on the amount of gold they are willing to lose without resorting 
to defensive measures. Internal reserve requirements, psychological, security, 
or other reasons may account for such reluctance. Should an attitude of this 
sort lead to defensive measures in the face of a gold outflow, it would be 
much better, I believe, to have the Fund lend, albeit the Fund’s limit would 
be half the deficit. 

4, Professor Williams is concerned that through the Fund credits will be 
obtained as a matter of automatic right by countries which do not need the ` 
credits or by countries which do not make good use of them. The Fund does 
not give any country an automatic right to credits. At the outset the Fund 
can determine, in the light of a country’s ability to take corrective measures 
in the breathing-spell afforded, whether a particular member is or is not eligible 
to use the Fund. Second, the Fund can determine at any time that a member 
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has not been using the Fund in accordance with its purposes and can deprive - 
it of future use of the Fund. Third, the Fund can be used in general only to 
meet deficits arising out of current transactions, The idea that a member 
country can, simply as an automatic right, rush ahead and borrow is without 
foundation. 
ALICE E. BOURNEUF 
Washington, D.C. 


Reform of the Federal Taxes on Personal and Corporate Income 


It is now widely admitted in informed circles that even a return to the pre- 
war methods and to the rates of taxing personal and corporate incomes in the 
United States would seriously reduce the survival prospects of private enter- 
prise because of their repressive effects on private investment. Whether the 
American economy is to be essentially a private enterprise economy or essen- 
tially a publicly planned and controlled ecoromy may depend on the kind 
of tax structure which will confront American business at the outset of the 
conversion period. The latest Ruml plan and the Twin Cities plan formulated 
by an able group of Minnesota business men pose the issue clearly—personal 
taxation vs. business taxation. The one looks primarily toward the personal 
income tax while the other recommends heavy reliance on a business tax on 
corporate earnings with an arbitrary exclusion of 40 per cent of dividends 
from the gross income of dividend receivers. 

I treated this issue in a study which was reviewed in the June, 1944, number 
of the Review. Since those interested in tax problems will hardly expect, from 
the title of the book,’ to find therein a treatment of this subject, I venture to 
summarize my suggestion in the form of a note, in the belief that now is the 
time when ideas should be thrown into the arena of discussion. 

The proposal is very simple, namely, that the corporation tax be restored 
to what it was originally intended to be—a device for collecting at the source 
the income of individuals received in the shape of dividends. The evolution 
of the tax is well known. By the early twenties it had become a special 
business tax levied on one particular form of doing business. The result was 
that, in combination with the personal income tax, after the latter became 
sharply progressive, it imposed a double tax on investments through the cor- 
porate device so heavy as to discourage the launching of new ventures out- 
side the umbrella of existing corporate entities, favored the retention of 
earnings within these entities, so far as the large taxpayers were concerned, 
and seriously overtaxed the small investor whe was obliged to pay a multiple 
of what he would have been liable for if his share of corporate earnings had 
been taxable to him at the highest rate to which he was liable under the 
personal income tax. 

There is no good reason why the corporation as such should be taxed 


* Planning for the South: An Inquiry into the Economics of Regionalism (Nashville, 
Vanderbilt Univ. Press, 1943). See especially pp. 229-47. 
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heavily. Fiscal policy should be directed at reaching the incomes which in- 
dividuals derive from their property interests in this type of business exactly 
as is done in the case of the partnership and the one-man business. Yet as 
long as we have a sharply progressive personal income tax which fails to 
reach undistributed corporate earnings an important part of currently pro- 
duced income can escape taxaticn indefinitely. Corporate earnings cannot be 
ignored, therefore, without a drastic redefinition of personal income to in- 
clude annual changes in the net worth of individuals, and this would impose 
too serious an administrative problem to be lightly contemplated. 

There is a simple way out. It is to tax the entire income of the corporation, 
including that paid out as interest on long- and short-term obligations, at 
the maximum rate applied on versonal incomes with full credit to the in- 
dividual for the tax paid by the corporation on his behalf. The individual, of 
course, would have to include in his gross income his share of the earnings 
of the corporation before the tax, Assumption of the tax by the corporation 
should be prohibited. 

Under this arrangement a stockholder would be informed, for example, that 
his share of the taxable earnings of a given corporation was $100, that, 
say, $60 had been paid to the United States Treasury, that $20 had been 
-placed to reserves, and that a check for the balance, $20 was enclosed, to- 
gether with a certificate showing the amount of the tax. The certificate should 
be made fully negotiable and should bear interest. The taxpayer would then 
figure his taxable income on the basis of $100 received from the corporation, 
figure his liability and pay the tax in the required installments in the event 
that he sold the certificate. If he elected to hold the certificate, he could use it 
as an offset or as the basis for a claim for a refund in the event of an over- 
payment. 

This method of taxing a corporation would require some changes in the 
personal income tax. One would be to abandon the double tax structure made 
up of a normal and surtax in favor of a single schedule of rates applicable 
to net taxable income. The maximum rate should be brought down as rapidly 
as possible to a figure that would not paralyze risk taking. Fifty per cent 
seems to me to be the appropriate maximum applicable on the fraction of 
income above, say, $500,000. This maximum should remain unchanged over 
extended periods of time, but whenever it was changed the corporation with- 
holding tax should be changed accordingly. To meet the changing require- 
ments of government and the changing requirements of the economy in the 
` different phases of the business cycle, the beginning and intermediate rates 
_ should be varied, as well as certain excise taxes. Our yen for progression can 
-better be satisfied by the maintenance of a highly progressive federal estate 
tax and through a spending program which benefits the poor without coddling 
them, i.¢e., expenditures on education, vocational training, health, etc. 

Such a reform would have several advantages: It would give us a stable 
corporation withholding tax which would assure the government of ample 
revenues while the Treasury was working out with the individual his exact 
tax liability. A substantial fraction of personal incomes would be taxed in 
the year of accrual. In a bad year a taxpayer would not have to pay out of 
lean income a tax on income that may have accrued over several years within 
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the corporation just because the directors decided on a liberal dividend dis- 
tribution in that particular year. Incorporated and unincorporated businesses 
would be put on a par. | 

Partnership earnings are not taxed as such. They are taxed to the partners 
regardless of the amount taken out of the firm in a given year. The same 
would row be true of corporations, Discriminatcry taxation of the investments 
of the small fellow would cease. He would find his income from corporate 
sources greatly overtaxed through the withholding device, but this would be 
made good in connection with his personal income tax. Undistributed cor- 
porate profits would no longer constitute a problem. They would be taxed at 
the maximum rate regardless of whether any dividends were distributed or not. 
Obviously, the dividend policy of corporations would be affected, but it seems 
probable that the change would be in favcr of more generous dividends. 
This would reduce the bias in favor of expansion through existing corpora- 
tions. New ventures would have better access to risk capital. The collateral 
value oi stocks and bonds would be affected, but brokers and trusts should 
find no difficulty in adjusting to the new situation. The administration of 
the personal income tax would be strengthened. 

It would carry this note to inordinate lengths if an attempt were made to 
discuss every situation in which the property interest in corporations is not 
held by natural persons. One illustration must suffice: What about shares of 
stocks of one corporation held by another? The holding corporation would 
receive the dividends as before and the tax certificates. Since as a corporation 
it was not liable to any tax, it would be entitled to a refund of the amount 
withheld. 

It would not be inconsistent with this proposal, and it would probably be 
desirable, to maintain a flat and moderate tax on corporate income as a sort 
of fee to cover the special expenses involved in the regulation of corporate 
enterprise. For a few years after the war, while the need for revenue is great, 
this flat tax might well be kept as high as 10 per cent, but 5 per cent would 
seem a more reasonable long-run rate. If such a special corporation tax were 
imposed, corporations holding stock in other corporations would apply their. 
tax credits as shown by their tax certificates toward their special tax liability. 

Uncle Sam would have to make a lot of tax refunds but long before this 
war started he had demonstrated his capacity to get out checks to tens of 
thousands of citizens not directly upon his payzoll. 

JouN V. VAN SICKLE 

Vanderbilt University 


The Mitchell Committee’s Report on the Cost-of-Living Index: Comments 


- It is not often that a price index, a tool of statisticians, becomes an object of 
political debate. With the announcement of the now-famous “Little Steel 
formula,” in July, 1942, the Index of the Cost of Living of Wage Earners and 

7“For the period from January 1, 1941, to May 1942, which followed a long period of 


relative stability, the cost of living increased by about 15 per cent. If any group of workers 
averaged jess than a 15~-per cent increase in hourly wage rates during, or immediately 
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Lower-Salarted Workers in Large Cities, compiled by the Bureau of Labor 
Statistics,? came into the focus of national attention. Known for years to a 
comparatively restricted circle, the BLS index suddenly became a topic of 
widespread and sometimes acrimonious popular’ discussion. It was not long 
before the debate was carried to the technical level. The index was subjected 
to a series of appraisals, critical analyses, reviews, and defenses. Importaht 
private, semi-official, and officiel experts and committees considered in the 
most minute detail the BLS index, the technical problems underlying its com- 
pilation, and the problem of adapting it to wartime conditions. 
Briefly, the chronology of this technical debate is as follows:? 


May, 1943: At the request of Secretary of Labor Frances Perkins and the 
Bureau of Labor Statistics, the President of the American Statistical Associa- 
tion appointed a special committee to review and appraise the BLS index. 
This committee consisted of Frederick C. Mills, chairman, E. Wight Bakke, 
Reavis Cox, Margaret G. Reid, Theodore W. Schultz, and Samuel Stratton. 
On the technical staff were Dorothy S. Brady and Solomon Fabricant. i 


October 11, 1943: The findings of the Special Committee of the American 
Statistical Association were released, concluding generally that the BLS index 
provides a “trustworthy measure.” (Published in Jour. Am. Stat. Assoc., Dec., 
1943: “An Appraisal of the U. S. Bureau of Labor Statistics Cost of Living 
Index.” An Appendix to this report, containing statistical evidence and tech- 
nical recommendations, was published in the same journal in March, 1944.) 


November 5, 1943: President Roosevelt appointed a tripartite committee of 
National War Labor Board members to investigate the cost of living and 
explain what the term means. The President’s Committee on the Cost of Living 
consisted of William H. Davis, public representative, chairman, George Meany 
and R. J. Thomas, labor representatives, and H. B. Horton and George K., 
Batt, industry representatives. 


January 29, 1944: Labor-members Meany and Thomas, of the President’s 
Committee on the Cost of Living, issued a report, and recommended it to the 
Committee as a whole for submission to the President. Based on their own 


preceding or following, this period, their established peacetime standards have been broken. 
If any group of workers averaged a 15-per cent wage increase or more, their established 
peacetime standards have been preserved.” 

~ Announced in the National War Labor Board decision in the case of Bethelehem Steel 
Corp., Republic Stee] Corp., Youngstown Sheet and Tube Co., Inland Steel Co., and United 
Steel Workers of America (CIO), NWLB Cases Nos. 30, 31, 34, 35, July 16, 1942. See 
1 War Lab. Rep. 325, 


? For basic description of the revised index, see Changes in Cost of Living in Large Cities 
in the United States, 1913-41, Bull. No. 699, U. S. Dept. of Labor, Bur. of Lab. Stat., 1941. 

* See also “Bureau of Labor Statistics Cost-of-Living Index in Wartime,” Mo. Lab. Rev., 
July, 1943; and “Observations on the Cost of Living Index of the Bureau of Labor Statis- 
tics,” by Lazare Teper; and “Notes on Mr. Teper’s Observations,” by Aryness Joy Wickens 
and Faith M. Williams, Jour. Am. Stat. Assoc., Sept., 1943; “The Claims of the Union 
with regard to the Economic Position of the Steel Worker,” Pt. I, by Jules Backman, 
Apr. 27, 1944, before the National War Labor Board, Steel Panel, Case No. 111-6230-D 
(14-1, et al.); Description of the Cost ‘of Living Index of the Bureau of Labor Statistics, 
U. 5. Dept. of Labor, Bur. of Lab. Stat., Dec., 1943, rev. May, 1944, mimeo.; and Living 
Costs in World War II, 1941-1944, by Philip Murray and R. J. Thomas (June 22), 1944. 
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analysis, they asserted that the cost of living had ‘risen 43.5 per cent from 
January, 1941, to December, 1943. (Cost of Living, by Geo. Meany and R. J. 
Thomas, 1944.) 

February 25, 1944: A. F. Hinrichs, Acting Commissioner of Labor Statistics, 
submitted a “Review and Appraisal” of the Meany-Thomas report, as re- 
quested by Wm. H. Davis, chairman of the President’s Committee on the Cost 
of Living. This report admitted that the BLS index was not perfect, but de- 
fended it against the Meany-Thomas criticisms, and reiterated the BLS figure 
of a 23.5 per cent increase between January, 1941, and December, 1943. (The 
Cost of Living Index of the Bureau of Labor Statistics, Pts. I, TI; Pt. II, 
Appendix, U. S. Dept. of Labor, Bur. of Lab. Stat., 1944.) 

March 1, 1944: Wm. H. Davis, chairman of the President’s Committee on 
the Cost of Living, appointed a Technical Committee to examine the Meany- 
Thomas report, the BLS reply, and other pertinent data. This Technical Com- 
mittee consisted of Wesley C. Mitchell, chairmen, Simon Kuznets, and Mar- 
garet G. Reid. Its staff consisted of Solomon Fabricant, Everett E. Hagen, 
George H. Hildebrand, Jr., Lloyd A. Metzler, and Arthur Smithies. 

April, 1944: The National Industrial Conference Board issued an analysis 
of the cost-of-living dispute made by its Division of Labor Statistics, and 
rejecting the Meany-Thomas effort to invalidate the BLS and NICB measures 
of changes in living costs. (Conference Board Reports, “A Critical Analysis 
of the Meany-Thomas Report on the Cost of Living,” 1944. Prepared by 
Robert A. Sayre assisted by G. Clark Thompson and Mary A. Wertz.) 

June 15, 1944: The Technical Committee issued its report. (Price and the 
Cost of Living in Wartime, An Appraisal of tke Bureau of Labor Statistics 
Index oj the Cost of Living in 1941-44, Pts. 1, II, and III, 1944.) 


The Mitchell—or Technical—Committee report is undoubtedly the broad- 
est and most distinguished contribution which has been made to the discussion. 
Especially the first few pages of general analysis provide a high example of 
interrelated economic and patriotic comment on a question of great national 
importance. i 

The report is chiefly significant for its bearing on the national wage 
stabilization program, and for its contribution to a settlement of the current 
controversy over the BLS index and the rôle of “cost of living” generally, in 
that program. The Committee ably discharged its difficult assignment of 
making a technical, yet meaningful analysis; but it left it squarely up to 
those concerned with national policy making to interpret the facts and cir- 
cumstances of this and other aspects of the war economy. While avoiding 
entanglement with the advocates of either side in the public controversy, the © 
Committee’s impartiality does involve a danger that some statements or 
phrases of the report, torn out of context, may be cited by either side in appar- 
ent justification of its position. 

Certain of the more general conclusions and comments of Part I of the 
report are summarized and commented upon here. No attempt is made in this 
short article to consider the technical or statistical aspects of the BLS index or 
of the discussion which has been published in the various documents’ listed 
above, 
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1. The Technical Committee sets its report, Prices and the Cost o jf Living in 
Wartime, against a background of basic economic trends. This is the first of 
the series of documents listed above which has gone far, or persuasively, 
beyond the immediate technicalities of index-making. 

It is shown that over the two-year span from the last three months of 1941 
to the last three months of 1943, Gross National Product increased 48 per 
cent, Income Payments to Individuals, 47 per cent, Compensation of Civilian 
Employees increased 42 per cent and Per Capita Civilian Compensation, 43 
per cent.* Because the number of wage earners per family has increased, the 
effect of these percentage increases in income is frequently magnified. After 
paying higher taxes, and making increased savings, total Consumer Expendi- 
- tures have risen 23 per cent over this two-year span. 

Thus, it is concluded, “... on the average, American wage earners and low 
salaried workers have impoved their financial position notably since 1941.” 

These increases in basic economic factors are in terms of “current prices.” 
They are meaningful, in terms of the real value of consumer expenditures, only 
after deflation by some index of the prices of goods purchased. It is necessary 
‘to determine to what extent the increased expenditures by average working 
families have gone for increased goods and to what extent they have merely 
gone into increased prices. As the report states, “. . . the relation of price 
changes to the cost of living is the puzzle that the Bureau of Labor Statistics 
must solve as best it can.” 

It is implied but not specifically brought out in the report that, unless an 
index of prices to consumers had risen a full 20-25 per cent within this two- 
year span, there would have been on the average a net increase in the quanti- 
ties of goods consumed, and thus no net worsening of the consumer’s position. 

The BLS index rose only 13 per cent between the last quarter of 1941 and the 
last quarter of 1943 (from 110 to 124.3). Thus, on this basis, at least one-half 
of the increased consumer expenditures has meant an increased acquisition of 
goods. ) 

(It may be noted, although the report did not state this comparison, that if 
the increase of 43.5 per cent since January, 1941, alleged in the Meany- 
Thomas Cost of Living were distributed evenly over the last three years on a 
pattern of increase similar to that of the BLS index, it would indicate not quite 
a 25 per cent increase in prices in the same two-year span. Even on this basis 
there still would have been xo net decrease in the amount of goods the con- 
sumer has been able to purchase, on the average, between the final quarters of 
1941 and 1943.) 

The Technical Committee did not choose the “Little Steel base” (January 1, 
1941) for the purposes of its comparisons. Instead, a two-year span from the 
last quarter of 1941 to the last quarter of 1943 was taken. The Committee’s 
explanation of this is hidden in the first paragraph of its Appraisal, where it is 
stated that “the difficulties . . . of measuring changes in the prices charged for 
consumers’ goods, have been notably increased since December 1941 by rapid 
changes in the manner of living.” In other words, it is assumed that the new 
complications in the problem of measuring “cost of living” began to acquire 


‘Based on Department of Commerce estimates, 
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significant proportions after the United States entered the war, not earlier 
during the period of the “defense” program. 

A calculation may be made, based on the same data cited by the _— 
but using the “Little Steel base” for purposes of comparison. On this basis, 
all of the percentage increases which were given above from the report would 
be considerably higher; the over-all picture of improvement of the average 
worker’s financial status would be considerably better. For example, Gross 
National Product rose 80 per cent; Income Payments to Individuals, 83 per 
cent; Compensation of Employees, 74 per cent; and Consumer Expenditures, 
35 per cent, from January 1, 1941° to the last quarter of 1943. 

On the other hand, the picture is not quite as favorable as that shown by 
the report, when the “real” value of consumer expenditures in January, 1941, 
and in the last quarter of 1943 is compared. On the basis of the BLS index, the 
prices of consumers’ goods rose 24 per cent from January 1, 1941 to the last 
quarter of 1943, indicating that about two-thirds of the increase of 35 per cent 
in consumer’s expenditures over this three-year span went into price increases 
and not into the acquisition of additional physical quantities of goods. Still, 
consumers as a whole were receiving one-third more physical goods and 
services for consumption at the end of 1943 than at the time of the “Little 
Steel base” in January, 1941. 

(On the basis of the Meany-Thomas report, assuming there were any 
substance to it, the increased consumer expenditures by the end of 1943 would 
have been more than absorbed by price increases, 30 that a slight reduction in 
the total quantity of goods available would be indicated.) 

Although the report does not stress the factor cf savings, it does point out 
that the rate of savings increased 65 per cent from the last quarter of 1941 to 
the last quarter of 1943. The rate of savings increased nearly 300 per cent | 
from January 1, 1941 to the last quarter of 1943. (Apparently it is still not 
recognized, in much of the popular discussion, that even under a more or less 
involuntary 10 per cent payroll deduction plan, “expenditures” on savings are 
not the same as expenditures on goods and services. In considering changes in 
the value of consumer expenditures, full recognition must be given to the 
“real” value of the increased savings which individuals have been able to make 
from their greatly increased incomes; this is an important offsetting factor.) 


2. The Technical Committee tries to give proper perspective to the BLS 
index. For one thing, it emphasizes what technical people have always known, 
and what more and more laymen are coming to realize, that the BLS index 
measures average changes in the prices of consumers’ goods, not changes in 
the “cost of living.” The report makes a specific recommendation on this point, 
urging that the Bureau of Labor Statistics describe it as a “price index,” 
instead of a “cost-of-living index.” 

The Committee evidently sought deliberately to destroy the widespread 
public concept that the BLS index is a sharp precision tool for use in public 


ŽA base figure is obtained by averaging the quarterly Department of Commerce figures 
for the fourth quarter of 1940 and the first were of 194., giving a roughly approximate 
figure as of January 1, 1941. 
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policy making. The report emphasizes that this index is a statistical abstrac- 
tion, that it applies to the average of certain individuals at certain income 
levels, with certain family status, and in certain geographical locations; and 
that it does zot apply to even the average of individuals who fall outside these 
categories. It may also be noted that the Committee’s tentative revisions of 
the index are made in terms of round figures, in which judgment, not ultra- 
refined mathematics, is the principal factor: *. . . it is important to point out 
that many of our estimates of the shortcomings of the index are little more 
than crude guesses, though we think they are more considered and therefore 
better guesses than those made heretofore.” 

Most of the discussions of the BLS index up to this time—including the 
report of the Special Committee of the American Statistical Association and 
the various Bureau of Labor Statistics discussions—have emphasized so much 
the technical aspects, the statistical refinements and the mathematical pro- 
cedures, that the BLS index has come to mean to many an instrument of 
measurement in which minor changes in the first decimal point may have 
major significance for public policy. The Technical Committee does not imply 
that refined statistical techniques have no place or that care and technical 
proficiency are not necessary in the compilation of such an index. But these 
qualified statisticians seem to wish to emphasize the limitations of the product 
which they obtain at the end of refined statistical sampling procedures and 
mathematical techniques: that it is a rough indicator with a fairly broad 
margin of error—broad enough to make decimal point changes insignificant. 
In view of the position of apparent infallibility and razor-edge precision to 
which the public has elevated the BLS index, the members of the Technical 
Committee have evidently sought to take some of the exactness out of it. 

(This should not detract from the importance or usefulness of the BLS 
index. Professional workers have always used this index with these limitations 
in mind, and have found it the best index which has been devised for measur- 
ing a complicated mass of apparently unrelated trends in the retail price field. 
The various analyses of the BLS index have given no reason to change that 
opinion.) 


3. The Technical Committee makes a detailed analysis of the charge that 
the BLS index does not measure price changes accurately. Most of the sig- 
nificant criticisms which have been leveled at the BLS index are examined and 
it is found that they have some, but very limited, substance. The Committee 
assesses the relative degree of importance of these criticisms in terms of its 
own “guesses” of the effect on the index of a correction to satisfy each legiti- 
mate criticism. The net conclusion is that, as of the end of 1943, correction to 
take account of all these criticisms might have raised the index by 3 to 5 
points.® (BLS Index of Cost of Living, 4th Quarter, 1943—-124.3.) An increase 


When the Steel Panel Report (NWLB Case No. 111-6230-D) was released on Sept. 
9, 1944, it was indicated, although without citation to source or authority, that a slight 
downward revision of this figure was made “under dete of July 26, 1944.” (See Footnote 
9, Section I-C, of that report.) On a basis comparable with the figures given in the table 
on p. 855, the range of the differential has been lowered to 3 or 3% to 4% points. This 
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of 3 to 5 points above a basis of 124 on the Index would be an increase of only 
2 to 4 per cent. This is a change not large enough to disturb the general 
economic picture described by the Committee, which indicated notable 
increases in the amount of “real” consumption of zoods and services. 

A direct comparison is made of this 3 to 5 point differential, and the 20 
point difference which was claimed by the Meany-Thomas report. Classifying 
the various criticisms into three types, the Committee allocates a portion of the 
differential to each type. The Committee’s findings may be roughly summar- 
ized as follows: 


Differences Stated in Terms of Points 


on the BLS Index at 124 
Criticisms: 
Means-Thomas Mitchell Com- 
Report mittee Report 
Under-reporting of prices by stores and greater rise in 8 points 1-12 points 
prices of important goods not included in the index? 
Disappearance of low grades of goods and deteriora- 10 points 2-3 points 
tion in the quality of goods priced 
Greater retail price Increases in smaller cities not cov- 1 soint $ point 
ered by the index 
Other rent factors j 1 point — 
Total divergence from BLS index at 124 20 points 3-5 points 


It should be pointed out that some small portion of this differential 
probably affected the BLS index as early as January, 1941, and that the 
divergence between the index and the relatively minor corrections necessary 
to take account of the legitimate criticisms has grown progressively greater 
with each month of the war disruption. According:y, at the time of the Little 
Steel wage decision in mid-1942, when the BLS index had risen to 115, some 
portion of the divergence must already have occurred—perhaps as much as 1 
to 2 points on the index. Of course, the higher the base at January 1, 1941 or 
in mid-1942, because of a correction for these inadequacies of the index, the 
smaller the necessary percentage increase in the (corrected) index since these 
dates, 

In the discussion of quality deterioration, it is pointed out that the BLS index 
is intended to take account of “forced uptrading” but to eliminate “voluntary 
uptrading” induced by the war. That is to say, a correction is made when a 





revision is also discussed by Jules Backman in “Observacions re: Cost of Living,” pre- 
sented before the Steel Case Panel on September 28, 1944. 

The final report of the President’s Committee on the Cost of Living, which is expected 
to be released during November, may provide further explanation of this slight change. 


“Includes disappearance of special sales; also includes higher rents in new housing units 
and rooming houses. 
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lower quality of goods is sold at the same price, or the same quality of goods ` 
is sold at a higher price; but the BLS index excludes the so-called “price 
increase” which occurs when consumers with increased incomes shift to higher 
qualities of goods, with, of course, higher prices. The Technical Committee 
agrees with this and concludes that the Bureau of Labor Statistics, for the 
most part, has done a very good job in carrving through this difficult dis- 
tinction. 

However, the single blunt recommendation on a point of policy which is 
made in the report concerns one effect of the method used by the Bureau in 
correcting the index for quality changes. The Bureau does not price the very 
lowest qualities of most goods. For families at the lowest income levels there 
is no other alternative, when the poorest quality disappears, but to buy a 
higher quality even though the price is much higher. It is not possible, as it is 
at the average income level, to shift to a poorer quality item at a price the 
same as the previous higher quality item. (In addition, of course, increases in 
prices of any item have a greater percentage effect in terms of the income of 
the lowest level income receivers than at the average level.) Therefore, the 
effect of the BLS index is to “understate considerably the rise in prices en- 
countered by the families at the bottom of the income scale . . . an important 
fact that should be kept in mind by those who use the index.” 


4. The Technical Committee makes few specific references to the merit or 
lack of merit of any of the earlier reports on this subject. However, the implied 
conclusion of the Technical Committee is a strong added word of support for 
the Bureau of Labor Statistics, and a rejecticn of the heart of the Meany- 
Thomas criticisms. The Meany-Thomas report is mentioned only in connection 
with the fairly drastic scaling down of its claims from 20 to 3 to 5 points on 
the index; the Bureau, on the other hand, is specifically commended for doing 
“a competent job, under very difficult market conditions.” 

` Even on the points where the Technical Committee has concluded that the 
BLS index slightly understates the actual rise in consumer prices, the Com- 
mittee does not make any specific recommendation that the Bureau change its 
methods. The Committee recognizes that because of their basic causes, these 
inadequacies are essentially unmeasurable. The Committee contents itself, 
therefore, with implying that a larger appropriation of funds would enable 
the Bureau to improve its index somewhat. 

F. TAYLOR OSTRANDER 
Pittsburgh 


A Note on Methodology in Modern Economic Theory 


Dr. Otto von Mering’s article on “Some Problems of Methodology in Mod- 
ern Economic Theory”? presents a discussion of the relation between economic 


*Am, Econ. Rev., Vol. XXXIV, No. 1 (March, 1944), pp. 87-97. 
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theory and economic policy, with particular reference to the new developments 
arising from J. M. Keynes’s General Theory of Employment. Von Mering’s 
principal conclusion is that political trends largely determine important new 
developments in economic theory. The adaptation cf theory to political trends 
may take place merely by shifting the emphasis cn one or the other of the 
various data in the economic system. Without attempting to belittle the 
achievements of Lord Keynes, von Mering attributes the great triumph of the 
General Theory to the fact that it lends scientific support to the important 
political trends of the time, whereas the body of doctrine Keynes attacks, 
so-called “classical” theory, is often out of line witk the necessities of present- 
day economic interventionism. Von Mering expresses surprise that Keynes, in 
referring to the rôle of ideas in history, does not mention Pareto’s view con- 
cerning the relation between nonlogical sentiments and logical derivations. I 
am surprised that in a discussion of methodology dealing particularly with the 
relation of theory to practice von Mering does not even mention American 
pragmatism. In the following discussion some contributions of pragmatism are 
applied to the problem of the relation of economic theory to policy in the 
context in which von Mering discusses it. 

With Dr. von Mering’s general conclusion that vital new developments in 
economic theory arise in close association with problems of economic policy, 
the writer is in complete agreement. One need only look to the great figures in 
the histoy of economic thought to find substantial verification of this general 
conclusion. My fundamental criticism of Dr. von Mering’s position is that in 
Part II of his article he concludes that policy is prior to theory, whereas he 
analyzes Keynes’s theory in Fart II as though theory were prior to policy. The 
range of consideration is broader in Part ITI than in Part II, but there is 
nothing in the breadth of consideration which calls for a shift in ground so far 
as the priority of policy is cencerned. The followirg quotations indicate that 
von Mering assigns priority to Keynes’s theory in the sense that he looks on 
Keynes’s policy as something which should follow from his theory. In opening 
Part IT he poses the question to be answered: “Does the suggested [ Keynes’s] 
policy follow necessarily from the theory?” and again, “The question arises 
whether, within the framework of the Keynesian theory, the measures just 
mentioned are the only ones to assure full employment”; and at the close of 
this section, “. . . the Keynesian theory . .. advocates a policy... .’ I do not 
mean that one cannot start with theory and proceed to an analysis of policy. 
In fact the following discussion will suggest what seems to be the appropriate 
manner of doing this. The weakness of von Mering’s position lies in the way in 
which he relates a particular theory to the theorist’s policy. His approach fails 
to consider that paralleling his proposition that politicians prevail over 
theorists is the no less significant proposition that important new developments 
in economic theory arise spec‘fically from the thought of those who are them- 
selves vitally concerned with problems of contemporary policy. This is not the 
place to demonstrate the general validity of this latter thesis, but it will be 
shown to apply to Keynes’s theory, the particular subject of von Mering’s 
investigation. 


* Ibid., pp. 88, 89, 94. 


858 THE AMERICAN ECONOMIC REVIEW [DECEMBER 


If one wishes to proceed, as von Mering does, from theory to policy, I 
suggest this can best be done by investigating policy as the operational mean- 
ing of theory. The operational approach has come to play an important rôle in 
modern philosophy and natural science, but it has been used hardly at all ina 
self-conscious manner in economics. Wnile no attempt will be made here to 
explore the full implications of this approach to economic concepts, a few 
suggestions may serve to indicate how such an approach might be applied to 
Keynes’s theory. l 

Keynes tells us the three main gaps in economic theory have been “the 
analysis of the Propensity to Consume, the definition of the Marginal Eff- 
ciency of Capital and the theory of the Rate of Interest.”? Around these 
concepts center the distinctive aspects of Keynes’s theory. The operational 
meaning of these three independent variables. can be discovered easily in 
specific policies advocated by Keynes. Each points to some aspect or sector of 
the economy which, in Keynes’s view, should be influenced to alleviate the 
outstanding fault of modern economic society, unemployment. 

In Keynes’s theory the propensity to consume has its most important 
operational meaning in terms of reducing inequalities in the distribution of 
income and wealth. A more equal distribution would increase the demand for 
consumers’ goods from a given level of national income and thus induce a 
larger volume of employment and income. The specific means of achieving 
this aim is through highly progressive taxation in the form of income taxes and 
death duties. 

The chief characteristic of the marginal efficiency of capital is its great 
instability. It is so unstable that at times it may fall so low that no reduction 
in the rate of interest can induce sufficient investment. To alleviate the con- 
sequences of instability in the marginal efficiency of private capital Keynes 
advocates government direction of total investment, including a public works 
program.* In addition, since the stock market is partly responsible for the 
instability of the marginal efficiency of capital, Keynes recommends a stock 
transfer tax to keep speculators out of the stock market so that it may function 
in the interest of enterprise rather than speculation. 

The uniqueness of the Keynesian theory of the rate of interest runs in terms 
of the importance of controlling the rate of interest. Here the novel concept is 
liquidity-preference. The essence of liquidity-preference for the speculative 
motive is that people prefer tc hold their wealth in the form of money because 
they anticipate or fear that the rate of interest may rise in the future to such 
an extent that the loss in capital value from the higher rate of interest will 
more than offset the temporary gains in the form of annual yields at the exist- 
ing low rate of interest. In order to lower the long-term rate of interest it is 
imperative to convince wealth-holders that the long-term interest rate will not 


*The General Theory of Employment, Interest and Money (New York, Harcourt Brace, 
1936), p. 31. 


4 Tbid., pp. 164, 378. 
5 Ibid., p. 160. 
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rise in the future.® In pursuance of this end a powerful monetary authority . 


must be established. Whereas the “classical”? economists (Professor: Pigou, 
etc.) explain unemployment in terms of too-high wage rates, Keynes explains 
unemployment in terms of too-high interest rates. But Keynes’s practical sense 
is too strong to lead him to attach sole importance to the interest rate and so 
we have the parallel stress on the marginal efficiency of capital, as mentioned 
above.’ ` 

This illustrates, if only inadequately, what i is meant by finding the opera- 
tional definitions of theoretical concepts such as the propensity to consume, 
the marginal efficiency of capital and liquidity-preference. Their meanings 
_ are found in the modifications, the “differences” they make. This represents 


an attempt to apply to economics the pragmatic maxim of Charles Peirce,’ 


proposed as a method for “clarifying ideas, eliminating specious problems, 
and unmasking mystification and obscurantism hiding under the cloak of 
apparent profundity.”® John Dewey and his followers have elaborated 
Peirce’s fundamental maxim into a philosophy of scientific method. While 
philosophers can suggest useful methods of procedure, the task of making 
the appropriate application to economics remains the task of economists. For 
example, measurement is less important for the operational approach in 
economics than in modern physics.*° The operational concept, which, is used 
here to explain theories as plans of action in the sense that Dewey defines 
ideas as plans of action,** may also be used in a more descriptive sense, e.g., 
we. may define an institution as what an institution does. 


It might appear that the liquidity-preference theory has meaning in terms of the non- 


` 


controllability of interest rates rather than the reverse, as I have contended. Here one must ' 


distinguish between the present stage of economic development in which Keynes believes 
there is still considerable room for stimulating investment by reducing interest rates via 
monetary policies, and a future stage in which he believes liquidity-preference will set a 
limit below which no ordinary policy can reduce interest retes further. It is in this future 
stage that Keynes suggests some proposal like stamped money may be the answer to the 
problem. Cf. General Theory, p. 207; cf. also Tie Times (London), J anuaty 14, 1937, 
pp. 13-14. 


1 General Theory, p. 164. “For my own part I am now somewhat sceptical of the success 


of a merely monetary policy directed towards influencing the rate of interest. TE | ap 


seems likely that the fluctuations in the market estimation of the marginal efficiency of 
different types of capital ... will be too great to be offset by any practicable changes in 
the rate of interest.” 
_ * Peirce’s original statement of the pragmatic maxim was as follows: “Consider what 
effects, that might conceivably have practical bearings, we conceive the object of our con- 
ception to have. Then, our conception of these effects is the whole of our conception of the 
object.” Collected Papers of Charles Sanders Peirce, edited by Charles Hartshorne and Paul 
Weiss (Cambridge, Harvard Univ. Press, 1934), Vol. V, p. 258.. Dewey states the principle 
of pragmatism simply as referring every reflective thought “to consequences for final mean- 
ing and test.” Essays in Experimental Logic (Chicago, Univ. of Chicago Press, 1916), p. 330. 
° Ernest Nagel, “Charles S. Peirce, Pioneer of Modern Empiricism,” Philosophy of Science, 
er VII, No. 1 (Jan., 1940), p. 73. 
“Cf. Percy W. Bridgman, The Logic of Modern Physics (New York, Macmillan, 1927), 
pp. 3-32. 
“Cf. John Dewey, Logic, The TARRI of Inquiry New 3 York, Holt, 1938). 
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Just as Peirce offered his pragmatic maxim. to philosophers in order to 
bring an end to disputes which no observation of facts could settle because 
they involved terms with no definite meaning, so a similar technique can be 
used by economists for the same general purpose. Few economists would 
dissent from the proposition that if economics is to be a science, there must 
be an appeal to facts in testing hypotheses.*? Unfortunately the kind of theory 
articulated by economists has too frequently remained of a purely formal 
nature, and on this level propositions defy an appeal to facts. If there is to 
be empirical verification, some kind of operations, ż.e., some policy, behavior, 
or plan of action must be involved either explicitly or implicitly. Thought 
is directed by the necessity of action. If we start with theory, we should try 
to discover its operational meaning, ż.e., the operations necessary in order to > 
put the theory into practice. After discovering the meaning of the theory in 
these terms, we may proceed to investigate its validity by an appeal to facts.7° 

Dr. von Mering’s article suffers from the lack of a clear-cut distinction 
between meaning of theory and workability of program. Part II is actually 
a criticism of the workability of Keynes’s program rather than a criticism 
of Keynes’s theoretical concepts. Keynes’s theory has its meaning in terms 
of a program of reform. One should ask what policy is the counterpart of a 
given theory. When von Mering points out that policies other than those 
advocated by Keynes might ollow from Keynes’s theory, he is indulging in 
analyses which have no relevance so far as Keyenes’s theory is concerned. 
In brief, I am contending that these general Keynesian concepts have a 
specific practical meaning, discoverable by the operational approach, and 
unless this is realized and taken specifically into consideration in evaluating 
and criticizing his theory, we are in danger of wandering all over the place 
and probably will succeed only in replacing tke criticized theorist’s ideas on 
policy withour our own ideas about what is better policy. This does a theory 
the injustice of not criticizing it on its own ground. Von Mering is guilty 
- of wandering when he points out that fear cf changes in the rules of the 
capitalistic system may increase investors’ preference for liquidity, and again 
when he says that the governmental intervention suggested by Keynes may 
lower the marginal efficiency of capital, reduce the inducement to invest and 
thus defeat the main purpose, which is to increase total employment. Von 
Mering may be correct in these contentions regarding the workability of 
Keynes’s program. But that is not the point here. The point is that he raises 
the wrong question when he asks, “Does the suggested policy follow neces- 
sarily from the theory?” It seems doubtful that any policy follows necessarily 
from any set of abstract theoretical concepts. One can discover what follows 


“The nature of “facts” and their relation to different approaches to economic theory 
recently has been discussed by Allan G. Gruchy, “Facts and Reality in the Social Sciences,” 
Ethics, Vol. LIV, No. 3 (April, 1944), pp. 216-22. 


* Dewey’s interpretation of testing a theory would emphasize that knowledge is oriented 
toward future consequences. “Th2 implied agreement with the facts is in no way con- 
formity with the given, present or past, but a better organization of activity in process 
moving in the direction of the cuture.” Dominique Parodi, “Knowledge and Action in 
Dewey’s Philosophy,” The Philosophy of John Dewey, edited by P. A. Schilpp (Evanston, 
Northwestern Univ. Press, 1939), p. 234. 
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from a theory by knowing from what the theory started. This is not reasoning 
in a circle. It is merely one way of saying that theory and practice are 
inseparable, and that policy is psychologically prior to theory. 

The logical continuity between Parts II and III of von Mering’s article 
appears to rest on an exaggerated distinction between “theorist” and “‘poli- 
tician.” The theorist is viewed first and most importantly as one who elabo- 
rates those aspects of policy to which his theory leads him. Thus we find 
von Mering saying “. . . Keynesian theory advocates a policy.” Though 
Keynes’s interest in social reform is mentioned, there is no suggestion in 
von Mering’s analysis that a certain theory is articulated because the prag- 
matically selective perspective of the theorist leads him in that direction. 
It is easier to agree with von Mering that the politician has little interest in 
theory per se. The politician likes and dislikes theories because they are or 
are not congenial to the kind of policies for which he stands. The net out- 
come is popularity for those theories which are most in keeping with political 
trends. Bui the world of policy is prior to the world of theory not only in 
the sense that theories which are to survive must conform to underlying 
political trends, but also in the sense that the thought of “theorists” represents 
a more sophisticated way of thinking about policy. It is commonplace that 
the “practical” man with his characteristic repugnance for “theory” does not 
escape theory, but merely succeeds in fooling himself and perhaps others by 
concealing his generalizations. In von Mering’s context a better distinction 
than that between “theorists” and “politicians” would be between “good” 
theorists and one type of “bad” theorists, and between articulate and con- 
cealed generalizations. 

Concretely, in the case of Keynes we have a theorist who has ‘been as 
vitally concerned with policy as any other living economist. He had plans 
for revising the Versailles Treaty, for monetary reform in the twenties, for 
relieving unemployment in 1929, a “plan to save the world” at the World 
Economic Conference in 1933, a plan to “pay for the war” in 1939, and 
more recently a plan for international monetary stabilization as a phase of 
post-war reconstruction. A study of Keynes’s thought in the years in which 
these writings were appearing shows clearly that his practical concern has 
directed his theoretical emphasis. Keynes the man of policy has given vitality 
to Keynes the man of theory. He has had ideas in the sense of Dewey’s “plans 
of action.” Because he was sc vitally interested in policy he worked out his 
new general theory as an argument for his policy. Thus he drew economic 
theory back to the path of realistic policy. 

It is true, as Dr. von Mering says, the policy for which Keynes stands 
was already becoming accepted by statesmen and politicians. Here Keynes’s 
position as an interventionist is analogous to Adam Smith’s position as a 
spokesman jor laissez-faire. Smith criticized mercantilist theory and policy 
in terms of a policy which was already becoming accepted. Likewise Ricardo 
criticized the corn laws with a new economic theory which arose from 
increasingly popular free trade ideas. In spite of bitter criticism and great 
resistance from high academic authorities, Keynes is winning a substantial 
triumph. Even Professor Pigou, who in 1936 wrote a scathing review of the 


“we 


- - ` 
P3 ‘ 


862 THE AMERICAN ECONOMIC REVIEW [ DECEMBER 


General Theory, has now accepted much of the Keynesian position.1* The 
recent White Paper on post-war employment policy by the British Govern- 
ment is essentially a Keynesian program,?® and in some respects it goes 
beyond Keynes in the extent of government intervention and responsibility 
for employment. 

It is no accident that the man who has more claim than anyone else to be 
called the outstanding economist of his day should have repudiated orthodox 
economics, upon which he was reared and which he taught for many years. 
A vital interest in practical policy has often led to the creation of significant 
new economic theory. Since the theorist cannot make his own history, there ` 
is, for example, little point nowadays in elaborating arguments for laissez- 
faire or in explaining unemployment in terms of wage rates which are too 
high, which in effect is what “classical” thesry did by implication if not 
always explicitly. But within limits which are set by broad historical circum- 
stances the economist can play a significant rdle in the world of affairs, and 
. this Lord Keynes has done. The difference between the theorist and politician 
is not, as von Mering contends, that the politician enjoys an innate superiority 
over the theorist, and still less that the theorist is more powerful than the 
politician, as Keynes contends. The difference is that the politician must 
live in the real world if he is to survive. The theorist need not live in the 
real world, but he must do so if his theory is to survive. 

= DUDLEY DILLARD 
University of Maryland 


New Trends in Russian Economic Thinking? 


A rather formidable problem of imputation confronts an economist attempt- 
ing to comprehend the sensation caused by the article, “Teaching of Economics 
in the Soviet Union.’* The ado is indeed extraordinary. A paper which under 
“normal conditions” would become at best a matter of heated debates among 
- outspoken members of the Marxian school commanded considerable space 
and editorial attention on the part of the New York Times, provoked com- 
ments on a number of professional economists in this country and’elsewhere, 
and found publication in the American Economic Review, which is not usually 
concerned with technical discussions among Marxian economists. A con- 
scientious appraisal of its contents reveals little which warrants such a re- 
markable success. What are the main contentions of the article? To what 
extent do they represent a departure from orthodox Marxian economics as ac- 
cepted in the Soviet Union? What contribution does the article make to 


“ Economica, Vol. IML (May, 1936), pp. 115-32. Cf. Paul A. Samuelson, “Pigou’s Em- 
ployment and Equilibrium,” Am, Econ. Rev., Vol. XXXI, No. 3 (Sept., 1941), pp. 545-52. 

* Ministry of Reconstruction, Employment Policy (London, His Majesty’s Stationery 
Office, May, 1944). This paper is reported to have keen written in part by young men in 
the British Government who have been directly influenced by Keynes. 


*Am, Econ, Rev, Vol. XXXIV, No. 3 (Sept., 1944), pp. 501-30. 
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economic theory of Marxism or to a better understanding of the Soviet 
economy? 

1. The article starts out with a criticism of the manner in which political 
economy was taught in the departments of economics of Russian universi- 
ties.” The teaching method was indeed inadequate. The courses in “economic 
theory,” taking up a large part of the curriculum, covered in the main the 
three volumes of Marx’s Capital. Other writings of Marx and Engels (Critique 
of Political Economy, Theories of Surplus Value, Anti-Duehring, etc.), as 
well as books and articles by Marxian authors such as Kautsky, Hilferding, 
Luxemburg, or Bukharin, Preobrashensky, Rubin eż al., were introduced 
in the course of the instruction as auxiliary, explanatory reading. The student 
was trained to assimilate the theory contained in Capital and to understand 
the numerous controversies among later Marxists pertaining to one or the 
other phase of Marxian economics. The cbjection to this procedure raised 
by the authors of the article (and voiced incidentally a good many years 
ago by other teachers of economics in Russian colleges) is twofold. First, 
neither Capital nor any of the other works of Marx were conceived of as text- 
books for institutions of higher learning. As Marx himself stresses in the 
Preface to the first volume of Capital, his way of presentation differs from 
the way of research. “Of course the method of presentation must differ in 
form from that of inquiry. The latter has to appropriate the material in detail, 
to analyze its different forms of development, to trace out their inner con- 
nection. Only after this work is done, can the actual movement be adequately 
described. If this is done successfully, if the life of the subject matter is 
ideally reflected as in a mirror, then it may appear as if we had before us a 
mere @ priori construction.” It is obvious that without at least a general 
grasp of the most important characteristics of the capitalist economy an ap- 
preciation of Marx’s theory is utterly impossible. His theorems become void 
of all concrete meaning, “learned by heart” as articles of faith. It is perfectly 
understandable, therefore, that the authors of the article insist on an arrange- 
ment in which factual information should form the backbone of the course, 
and provide first the elementary knowledge of the workings of a capitalist 
economy before its analysis can be undertaken. This is particularly necessary 
if this analysis is conducted on as high a level of abstraction as the one adopted 
in Marx’s Capital.4 Such an order of presentation, which might have some 
merit in the teaching of economics in our colleges, is absolutely indispensable 
in Russia. The young student of a Russian university knows about capitalism 
only by hearsay. What is everyday common observation and experience of 


* The criticisms hardly apply to the teaching of this subject in high schools or “junior 
colleges,” where the field received, presumably, only minor attention, The discussion re- 
fers clearly to graduate studies which prepare professional economists. 


` Karl Marx, Capital (Kerr ed., Chicago, 1906), Vol. I, pp. 24 f. 


* An excellent analysis of the method of abstraction employed by Marx in his economic 
writings is presented by Henryk Grossman in “Diz Aenderung des urspruenglichen Auf- 
bauplans des Marxschen Kapital und ihre Ursachen” Archiv fuer die Geschichte des 
Sozialismus und der Arbeiterbewegung, herausgegeben von Carl Gruenberg, Band XIV, 
Heft 2 (Leipzig 1929). Cf. also Paul M. Sweezy, Txeory of Capitalist Development (New 
York, 1942), pp. 11 f. 
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a non-Russian freshman is terra incognita to his Soviet counterpart. How can 
he understand, appreciate, criticize Marx if notions like competition, free enter- 
prise, markets, profits, monopolies are actually outside of his empirical per- 
ception and beyond his intellectual horizon? 

Nor is that the end of the matter. The course on Marx which, if properly 
conducted, could provide excellent training in abstract economic thinking and 
scientific method is entirely divorced from the other parts of the curriculum. 
Just as our lectures on Value and Distribution have very few genuine trans- 
mission belts to the most essential treatment of Money and Banking, Indus- 
trial Organization and Control, Business Cycles, etc., the courses in economic 
theory in Russia remain basically unrelated to the central parts of the training 
program for a professional economist: Economic Planning, Economics of So- 
cialist Industry, Economics of Collectivized Agriculture, Economics of the 
Monopoly of Foreign Trade, etc. The unity of theory and practice—a cele- 
brated maxim of all Marxian methodology—is thus badly disrupted. Marxian 
theory is thus forced into becoming a set of dogmas irrelevant to the actual 
work and problems confronting a young Russian economist. 

This unsatisfactory state of affairs has to be remedied—according to the 
authors of the article—by a reorganization of the teaching of theoretical 
economics. Economics of capitalism has to be taught as part and parcel of a 
course in general economic history. Marx’s theory has to furnish the tools 
for the analysis of the capitalist process, The methodological training thus 
secured has to be employed for the understanding of the actual, burning prob- 
lems of the economic structure of the Soviet Union. 

The propaedeutical part of the article is thus so far plain sailing. 

The trouble with the teaching of political economy in Russia is, however, 
not confined to the formal arrangement of the instruction. Grave mistakes 
are committed—in the opinion of Messrs. Leontiev eż al.-—also in inter- 
pretation and evaluation of the subject matter itself. These mistakes, although 
listed in an almost random fashion, seem to heve something in common. They 
all represent “ultra-left” aberrations and all tend to promote an attitude 
which does not conform to the present tenets of Soviet policies and thinking. 

2. There is first the treatment of capitalism. Brought up in the awareness 
of capitalist encirclement, accustomed to the notion -that all capitalist coun- 
tries form an imperialist bloc directed against the Soviet Union, Russian 
economists—according to the article—have tended to regard the entire non- 
Russian world as an undifferentiated reactionary camp. Such an attitude 
is condemned as erroneous and as barring the proper understanding of cur- 
rent events. It violates the “historic principle” underlying Marxian economic 
thought, and leads students to believe that capitalism always was and is an 
obsolete, backward form of social organization. Presenting it as a system 
evil in all respects, the teachers of economics created the impression that 
ever since the pre-historic days of communism mankind lived in state of 
squalor and stagnation from which it will emerge only after a socialist revo- 
lution. This throws overboard the entire concept of historical materialism, 
and-——what is worse—renders it impossible not only to comprehend adequately 
the reality of the capitalist world but also the processes taking place in the 
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Soviet Union. How could it be reconciled with this view that Russia still 
draws heavily upon the technical and scientific achievements of capitalist 
countries, that Russia still regards as its most ambitious aim reaching (and 
surpassing) the levels of output and welfare attained in the United States 
and Great Britain? And—most important—-how could it be explained on the 
basis of such a doctrine that, in its desperate struggle for survival, the Soviet 
Union is aided by such undeniably capitalist societies as the American and 
the British? = l 

It is easy to understand that under present political conditions all attempts 
to propagandize such views—even in a disguised way—have to be sharply 
rebuffed by the official ideologists of the Soviet government. In expelling 
them from the teaching of political economy, Messrs. Leontiev et al. can 
readily fall back upon numerous writings of Marx and Engels developing 
the theory of historical materialism as well as upon authoritative statements 
of Lenin and Stalin who, in advancing their celebrated “law of uneven de- 
velopment of. capitalist countries,” supplied the formula for the rationaliza- 
tion of the present Russian relations with the outside world. The authors 
of the article certainly stand here on orthodox ground. The surprise which this 
reminder of the fundamental propositions of Marxism has caused among some. 
non-Russian writers can only be attributed to lack of understanding of: the 
political theory of Bolshevism which sharpens one tool today and another 
tomorrow from its old ideological arsenal, depending on what the historical 
situation demands. 

3. But if the uncritical blurring of the historical functions of capitalism, 
if “nihilism of any kind as concerns the question of democracy” (p. 510),® 
if the neglect of “the difference between the structure of the state in 
bourgeois-democratic countries on the one hand, and fascist nations on the 
other” (p. 511) stand in the way of an understanding of the relations be- 
tween the Soviet Union and the rest of the world, they also may produce 
dangerous views on the structure of Soviet life. Disposing of capitalism as 
a reactionary, obsolete form of society, the criticized teachers of economics 
in Russia have explicitly or implicitly asserted that the economic system pre- 
vailing in Russia has nothing whatever in common with the capitalist past. 
Such an “ultra-left radicalism” is altogether pernicious, according to Messrs. 
Leontiev et al. It really would imply an extremely threatening attitude toward 
the Soviet economic system. If the abolition of capitalism in Russia should 
be regarded as an immediate transition into the “Millennium of Freedom,” 
how indeed should the Soviet reality (even before the devastations caused 
by war) be reconciled with such an image? How could it be rationally ex- 
plained that the years of Russia’s industrialization were accompanied by 
“blood, sweat, and tears”—hardly less so than the epcch of “primary accumu- 
Jation of capital” so masterfully described by Marx and Engels? 

This perplexity is, however, removed as soon as not only the radical 
differences but also the essential similarities between socialist and capitalist 
economies are clearly recognized. In advancing this consideration Messrs. 


` 


* All page numbers in parentheses refer to the translation of the article as published in 
the September, 1944, issue of the American Economic Review, Vol. XXXIV, No. 3. 
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Leontiev e¢ al. tread again upon orthodox ground: “. .. but while even the 
most completely developed languages have laws and conditions in common 
with the least developed ones, what is characteristic of their development 
are the points of departure from the general and common. The conditions | 
which generally govern production must be differentiated in order that the 
essential points of difference be not lost sight of in view of the general uni- 
formity which is due to the fact that the subject, mankind, and the object, 

,nature, remain the same.’ 

These similarities go further. Not only are the subjects of all economic 
activity in capitalism, as well as in socialism, mez,’ and the object of their 
economic efforts the control over resources of nature, but both systems also 
have to function within a circumscribed framework of rationality and de- 
terminateness, Available manpower and existing natural resources may be 
earmarked for different purposes, may be allocated in various ways, may be 
combined in manners yielding better or worse results; they cannot, however, 
be multiplied at pleasure or qualitatively changed over night. “Economic 
necessity” or “objective limitations” in this sense clearly existed under 
feudalism, exist under capitalism, and will continue to exist under socialism. 
Being essentially an elementary notion from the physical sciences, this “eco- 
nomic law” is indeed independent of the organization of society, which hus- 
bands its resources in a particular way in each particular period of time. 
Messrs. Leontiev eż al. take considerable pains to stress this rather obvious 
circumstance, and the space and energy devoted to this subject illuminate 
~ sharply the main purpose of their article. Too many enthusiastic believers 
in the omnipotence of the Soviet government and of its centralized economic 
planning, intoxicated by the accomplishments of the successive Five Year 
Plans, seem to have regarded the sky to be the only limit to the possibilities 
of Russia’s economic and social effort. Such overoptimism, when confronted 
with all the compelling stringencies characterizing the real world, yields 
easily to despair, resignation and defeatism. Stigmatized as the “most vulgar 
voluntarism which may be summarized as follows: in place of an orderly 
process of development, there is arbitrariness, accident and chaos” (p. 514), 
this “ultra-left” school of thought represents actually the most important 
“aberration” which the article endeavors to correct. 

4. But that is where Messrs. Leontiev et al. themselves get into rather 
deep water. In their zeal to refute the “overoptimists,” to prove that the 
socialist society (at least in its early phases) “is ... in every respect tainted 
economically, morally and intellectually with the hereditary diseases of the 


6 Karl Marx, A Contribution to the Critique of Political Economy (New York, 1904), 
p. 269. The recognition of such similarities represents by no means a departure from 
Marxian orthodoxy, as Professor Landauer seems to believe. (Am. Econ. Rev., Vol. XXXIV, 
No. 2 [June, 1944], p. 341.) In most connections it is the diferentia specifica of each his- 
torical period that really matter, in others their common traits. Nobody was more aware 
of it than Marx himself, and the theory of historical materialism is almost nothing if 
not an application of this basic principle to the study of history. 

™ This does not imply an anthropological assertion of the constancy of “man’s nature” 
but refers to the rough identity of the physiological phenomena “men” in different his- 
torical periods. 
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old society from whose womb it is emerging,’’’ in their effort, in other words, 
to underscore the similarities between capitalism and socialism, they go to 
the other extreme and fail to formulate adequately the all-important differences 
‘between those two systems. Most of the confusion seems to arise from an un- 
fortunate terminology. Both capitalism and socialism operate in some regular 
fashion. Events follow each other after a certain pattern and given phenomena 
(or combinations of phenomena) produce other phenomena. The assumption 
of some such basic orderliness underlies all scientific thinking in the field of 
economics as everywhere else. What indeed could be said about the eco- 
nomic life of a society if it could not be assumed that institutions, customs 
and people do not change over night in some topsy-turvy fashion but display 
a certain degree of stability? This has nothing to do with an assumption of a 
static circular flow, or of the principle natura non facit saltum; it presupposes 
only that social and economic: developments, regardless of their contents, and 
of the forces by which they are propelled, proceed in some “orderly”. fashion, 
and manifest some discernible regularity. The regularity observable in the 
functioning of the capitalist economy Marx has called the “law of value.” In 
his lucid exposition of Marxian economics Paul M. Sweezy explains very 


clearly the meaning of this term: “, . .what Marx called ‘the law of value’ ` 
summarizes those forces at work in a commodity producing society which. 


regulate (a) the exchange ratics among commodities, (b) the quantity of each 


produced, and (c) the allocation of the labor force to the various branches, 


of production, The basic condition for the existence of a law of value is a 
society of private producers who satisfy their needs by mutual exchange.”® 
Now clearly this basic condition for the operation of the “law of value” 
does not exist in the Soviet Union. The Russian society is anything but “a 
society of private producers who satisfy their needs by mutual exchange.” 
The exchange ratios among commodities”? are “set by the state.” “The setting 
of prices takes into account the tasks of socialist accumulation as well as the 
task of raising the standard of living and the cultural level of the toiling 
masses. The social costs of production serve as the starting point in the 
setting of prices” (p. 523). What relation do prices established in such a 
fashion™ bear to the “exchange values” in a capitalist economy, which in 
Marx’s theory are determined by the socially necessary quantities of labor 
required for the production of a given commodity, and by the process of 
equalization of the rates of profit? 

It is equally obvious that the quantities of individual commodities pro- 


ë Karl Marx as cited on p. 520 o? Am. Econ. Rev., Vol. XXXIV, No. 3 (Sept., ee 
° The Theory of Capitalist Develobment (New York, 1942}, pp. 52 f. 


* Incidentally, it is a moot problem whether goods produced in Russia could be legiti- 
mately called “commodities” in the Marxian sense. “As a general rule articles of utility 
become commodities only because they are products of private individuals or groups of 
individuals who carry on their work independently of each other.’ Karl Marx, Capital 
(Kerr ed., Chicago, 1906), Vol. I, pp. 83-84. 


“For a somewhat more detailed discussion of the principles of Russian price and cost 
calculations, see Paul A. Baran, “Cost Accounting and Price Determination in the Soviet 


Union” in Cost Behavior and Price Policy, ed. by E. S. Mason (New York, Nat. Bur. of 
Econ. Research, 1943), pp. 305 f. 
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duced in Russia are not determined by the operation of the “law of value” 
or, what is the same, by autonomous decisions of independent, competing 
producers catering to a market in order to earn a profit. As the authors of 
the article themselves state (p. 524), the state’s national economic plan di- 
rects strictly what quantities, qualities and types of commodities are produced. 
Nor does the economic plan attempt to gauge what allocation of resources 
would have resulted from the free working of the “law of value.” “, . . The 
Soviet State broke the law of capitalism—the law of average rate of profit 

. and was thus able to create a heavy industry which at first was running at 
a loss or at least did not yield a profit.” “If this country had had a bourgeois 
system [governed by the “law of value”] instead of a Soviet system, we 
still would be without a backbone of any heavy industry” (p. 526). 

The allocation of the labor force, finally, is certainly not subject to the 
operation of the “law of value.” How indeed could it be, all productive re- 
sources being controlled and apportioned among different uses by the central 
‘planning authority? And how could the “law of value” determine wages which 
are the main. mechanism of allocation of the labor forces since the most im- 
portant condition for its functioning—an industrial reserve army assuring 
. that the price of labor power oscillates around the value of labor power’*—is 
lacking in the Soviet Unione 

To quote Dr. Sweezy: “in so far as the allocation of productive activity is 
brought under conscious control, the law of value loses its relevance and im- 
portance; its place is taken by the priziciple of planning. ... Value and plan- 
= ning are as much opposed, and for the same reasons, as aoe and 
socialism,”13 

5. Why, in the light of the foregoing, do Messrs. Leontiev et al. drag the 
law of value into the discussion and maintain its validity for the Soviet eco- 
nomic system, particularly since they themselves state quite correctly that ` 
the “economic laws of socialism in their character, contents, method of action 
are fundamentally different from the economic laws of capitalism” (p. 518)? 
One reason may be the terminological muddle surrounding the notion of 
“law.” It has to be clearly realized that there exists a considerable difference 
between laws representing generalizations derived from the observation of 
certain regularities of economic (or, for that matter, any other) development, 
and objective limitations or necessities imposed upon conscious economic plan- 
ning by the (at least in the short run) immutable data of the outside world. 
While the inevitability of business cycles under capitalism may serve as an 
example of the former, the impossibility of investing a part of the annual na- 
tional product simultaneously with the consumption of this part may be an 
illustration of the latter. Now the “laws of socialism” cited by the authors 
of the article clearly belong to the latter group. 

The impossibility, for instance, of providing members of the Soviet society 
at its present stage of development with goods and services in quantities which 
would satisfy all their needs is not an “economic law.” It is a limitation 


2 Cf. Oscar Lange, “Marxian Economics and Modern Economic Theory,” Rev. Econ. 
Stud., Vol. II, No. 3 (1935), particularly pp. 198 ï. 


2 Op. cit., pp. 53 f. 
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resulting from a scarcity which may (and certainly will) be overcome in the 
future communist society, but which has to prevail under conditions of only 
inadequately developed productive resources. The compulsion, furthermore, 
to keep the standard of living of the masses on a rather low level in order to 
be able to devote a considerable share of the national product to purposes of 
investment is another case in which it is misleading to speak of an “economic 
law.” It simply is a statement of the elementary physical fact that one cannot 
have one’s cake and eat it too. 

There is another group of phenomena which the authors of the article call 
“laws,” confusing the issue still further. “Socialist industrialization was a law 
of socialist development of our society” (p. 517; italics supplied). In the next 
sentence, however, the writers speak of this “law” as an “economic necessity 
. .. recognized in time by our Party...” (loc. cit.). The latter statement is . 
perfectly correct. If socialism had to be built in the Soviet Union (and that- ` 
was a decision consciously made by the leadership of the Communist Party 
and actively or passively supported by the population), if Russia was ever, 
to reach high levels of welfare and economic independence, if the country was 
to become militarily impregnable, industrialization was certainly an economic 
necessity. As soon as this goal was set in principle, the speed and manner of 
its attainment were determined by the availability of resources, and indeed. by 
“economic laws.” It was the operation of these laws, for instance, which 
explains the inflationary developments in the ear.y years of industrialization. 
It is the junctioning of these laws, to take another example, which explains 
the reluctance of the peasants to sell their goods without having an assurance 

of equivalent supplies of industrial products. | | 
' But what advantage is there to be had from indiscriminately calling physical 
limitations imposed by nature (if only temporarily), historically observable 
regularities of social development, and average human reactions characteristic 
of a specizic period in history “economic laws’’? And in particular what clarifi- 
cation or knowledge is added by the subsuming all these various aspects of 
economic and social processes in different economic systems under the notion 
of a “law cf value,” which obviously has been conceived of by its author as 
a principle ruling the working of a capitalistic society? The only result of such 
a procedure is to deprive the “law of value” of all its meaning and significance 
and to turn it into a night in which all the cats are gray. 

This entire controversy would be futile quibb-ing about words and defini- 
tions hardly worth the time and energy devoted -o it, were it not for the fact 
that the actual business which the authors of the article had to attend to is 
of genuine importance and interest. They set out to explain why, under the 
present conditions in Russia (or rather under conditions immediately preced- 
ing the war and most likely to prevail in the early years after the war), com- 
munism has not yet been fully realized. Faced with the fact of low and un- 
equal remuneration of labor,** confrontec with the dire necessity for an ex- 


The assertion of R, Dunayevskaya, however, that “chere is incontrovertible evidence 
that there exists in Russia at present a sharp class differentiation based upon division of 
functions between the workers on the one hand, and the managers of industry, millionaire 
Rolkhozniki, political leaders and the intelligentsia, in general, on the other” (Am. Econ. Rev., 
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-tremely severe husbandry of resources, Messrs, Leontiev eż al, regard it as 
desirable to invoke the authority of Marx in order to justify this difficult state 
of affairs. There certainly is no doubt that the theory of historical materialism 
created by Marx, that his method in political economy, that his awareness 
of the determinateness prevailing in economic and social developments are 
indispensable tools of analysis oi any historic process, including the one which 
unfolded itself in the last twenty-five years in Russia. Even the few scat- 
tered remarks on the structure of a socialist society contained in the works 
of Marx and Engels*® are still as important and illuminating as anything 
written on this subject by more modern authors. Nevertheless, as the authors 
of the article pointedly remark, “it would be an absurd and uncritical ap- 
proach to-presume that Marx and Engels could foresee and foretell the con- 
crete, practical way...” (p. 521) of the construction of socialism in Russia, 
Why, then, try to squeeze considerations pertaining to these most modern 
developments into categories and theoretical models devised and developed 
by Marx and Engels in order to grasp and to explain the functioning of an 
entirely different reality? Why not, armed with all the invaluable equipment 
inherited from Marx, proceed to analyze and clarify afresh the completely 
new, unprecedented social and economic universe created and growing in the 
Soviet Union? And, finally, in doing so why not avail oneself of the (perhaps 
only few and limited) technical “innovations” which modern economic science 
has added to our equipment in the last couple of decades? This would by 
no means reduce the force of the arguments which would rationally compre- 
hend the immense accomplishments attained in the Soviet Union in spite of 
severe limitations- and tremendous difficu:ties standing in the way of its social- 
ist constructon. Nor would it reduce in the slightest the claim to validity of 
Marx’s political economy which was and is a political economy of capitalism. 
On the contrary, it would spare the work of Marx the unenviable fate of being 
needlessly twisted and bent to make it suit purposes for which it was never 
designed. 

It is quite possible that the article of Messrs. Leontiev eż al. opens by 
implication some new vistas in Russian economic thinking. It may well be 
that Russian economic planners will some time decide to make use of a num- 
ber of techniques developed by non-Russian economists, which, useless as they 


Vol. XXXIV, No. 3, p. 532), is entirely gratuitous. R. Dunayevskaya does not accord the 
reader any insight into this “incontrovertible evidence,” and it is very dubious that any 
such evidence could be produced. Whatever information has come to the attention of this 
writer points distinctly in the opposite direction. The way in which R. Dunayevskaya 
uses the term “class” is also rather disturbing. If a “class” is identical with an income 
bracket, then clearly there are as many classes in Russia as there are wage and salary 
groups. If one accepts, however, the sociological notions of Marx according to which 
classes are formed by the economic relations within the society, in particular, by owner- 
. ship of the means of production, then it is difficult to see how the existing inequality of 
incomes in Russia could be called “class differentiation.” Such a careless treatment of 
basic Marxian categories is particularly unfortunate coming from an author who guards 
so zealously the purity of the Marxian doctrine. 


* Particularly in Marx’s Critique of the Gotha Programme, in Engels’ Wohnungsfrage 
and Anti-~-Duehring, where, incidentally, many features of the present Soviet economy 
were accurately anticipated. 
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often are in capitalist society, may find their first real application in economics 
of socialist planning. It is not unlikely that, as the process of industrializa- 
tion approaches a stage of certain maturity, and the coercion to save and to 
invest accordingly recedes; the preferences of the population as to the dis- 
posal of. their income, the problems of consumers’ choice, and the concomitant 
necessity to employ more refined and flexible methods of allocation of re- 
sources, may move into the center of interest of Russian economic science. 
There still is, however, a very long way to go. The article by Messrs, Leontiev 
et al. is, if anything, not a departure from Marxian orthodoxy but rather its 
renewed, vigorous affirmation. To read anything else into it is wishful think- 
ing. It is old wine and the bottles are not new either. . 
PAUL A, BARAN 
Washington, D.C. 


Net Investment, Consumption and Full Employment 


In his review of Pierson’s Full Employment in the March, 1944, issue of the 
Review (pp. 134-37), Alan Sweezy has voiced once again the Hansenian skepti- 
cism about any approach to full employment involving a direct attack on 
consumption rather than on investment. Before discussing this issue, I should 
like to comment briefly on the insufficiently informative, and therefore mis- 
leading, character of the review as a whole. By confining himself to an at- 
tempted refutation of Pierson’s supposed heresies against the neo-orthodox 
, public investment approach, Professor Sweezy has overemphasized the contro- 
versial elements in the book and has ignored Pierson’s own statement that: 
“What follows is not a program for ending unemployment. It is, rather, an 
attempt to set down the conditions under whick unemployment would not 
exist and thus to lay necessary groundwork for a full-employment program.’ 
(Author’s italics.) An example of an actual full-employment program, or 
rather of one segment of such a program, is to be found in Pierson’s article: 
“The Underwriting of Aggregate Consumer Spending as a Pillar of Full Em- 
ployment Policy,” appearing in the same issue of the American Economic 
Review? as Dr. Sweezy’s review. 

I think it genuinely unfortunate that in his interpretation of the purpose 
of the book Dr. Sweezy has failed to inform the reader of its several major 
contributions to the scientific understanding of objective economic relations. 
Among these contributions may be mentioned the pioneering, and as yet un- | 
equaled, theoretical analysis of the importance and meaning of full employ- 
ment and its relation to optimumn allocation, the enlightening discussion on the 
nature and forms of production planning and their relation to production for 
market, and the exceptionally interesting analyses of the relations to full 
employment of monopoly, of price level changes, and of foreign trade. 

Professor Sweezy’s basic criticism of Pierson’s proposal to underwrite 


*John H. G. Pierson, Full Employment (New Haven, Yale Univ. Press, 1941), p. 23. 
2 Pp, 21-55. i 
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aggregate consumer spending ‘s that such action could not influence net invest- 
ment, the variations of which would still render total income and employment 
unpredictable. In answering this criticism, it is first necessary to clear away 
a stumbling block resulting from Pierson’s terminology. Although reference © 
is sometimes made in the book to “national income insurance,” the proposal 
referred to is elsewhere more exactly characterized as a government guarantee 
of a given rate of aggregate consumer spending. In estimating what rate of 
guaranteed consumer spending will produce full employment, it would obviously 
be necessary to allow not only for the employment provided by the production 
of a given dollar volume of consumer goods and services but also for the 
amount of additional employment provided by the volume of investment which 
an assured consumer-goods market of that size would induce. 

But Pierson is entirely aware that speculative movements, replacement 
cycles, sudden technological changes, shifts in foreign trade and investment, 
and other factors, would usually prevent exact correspondence between the 
actual and anticipated rates of private investment. A not.inconsiderable place 
is thereby left open for expansion of employment on useful public works and 
work projects to take up any resulting slack in employment. Such a public in- 
_ vestment program would not have to attempt to compensate for variations in 
consumption, or even for suck. large variations in private investment as we have 
witnessed in the past, but only for unpredictable variations in a rate of private 
investment that had been largely stabilized by the assurance of a consumer- 
goods market of a predetermined size. A public investment program of this 
sort could be kept within sufficiently narrow limits so that private investors 
would not come to regard it as a dangerous rival to, and potential substitute 
for, private investment and tie private enterprise system generally. 

Nor does Pierson place such exclusive reliance on the stimulating character 
of the national guarantee of consumer spending as the reader of Dr. Sweezy’s 
review might easily be led to believe. While Pierson quite properly remarks on 
_the stimulating effect on production which a foreknowledge of adequate 
consumer spending would ordinarily engender, he shows himself entirely 
aware that the existence of the guarantee would not of itself necessarily bring 
about a rate of spending that would exactly correspond to the rate guaranteed. 
` He realizes, in‘other words, that the exact achievement of the guaranteed rate 
would ordinarily be effected anly by means of fiscal measures deliberately de- 
` signed either to retard or to accelerate consumer spending as needed. He 
explicitly recognizes, moreover, that with our present distribution of income 
and tax burdens, with the present strength of monopolistic tendencies, and 
with the present volume of automatic saving, consumer expenditure is usually 
more likely to fall short of, than it is to exceed, the guaranteed level, and that 
measures to enhance consumer spending would have to be more frequently 
applied than measures to curtail it. 

Sweezy’s characterization of Pierson as a critic of public spending is there- 
fore defensible only if public spending is understood in one particular sense. 
If we mean by public spending the purchase by government of goods and 
services, hence the assumpticn by government of the responsibility for decid- 
ing which goods and services are to be produced—entailing, as it necessarily 
must, an expansion of the area of planned, as opposed to market-directed 
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production—then it may correctly be said that Pierson has emphasized the 
limitations of public spending as a cure for depression and unemployment. 
But it must equally be remembered that Pierson places great stress on the 
direct transfers of purchasing power from the government to private spenders 
whenever necessary to sustain consumer spending, 7.¢., whenever, under 
full employment conditions, consumer spending threatens to fall below a pre- 
determined guaranteed level. 

Such transfers, which might take a number of different forms (tax reduc- 
tions, tax remissions, additional social security benefits, direct consumer grants, 
etc.), would normally result in additional spending by individuals, according 
to their personal preferences, upon goods and services produced by private 
enterprise for sale in a free market. Whether on2 wishes to call this process 
“public spending” or not is perhaps debatable; if this is “spending” it is 
spending without buying anything, for the government in this process does 
not become even a nominal purchaser of goods or services. ‘The whole concep- 
tion is, in certain respects, a novel one and does not seem to fit neatly into 
any of the established pigeonholes. 

All of the above comments, however, are basec on the assumption that the 
demand for new capital goods, and hence the total volume of investment, is 
in some degree dependent upon the rate or level of consumer goods production. 
It is this assumption that Professor Sweezy, following Hansen, explicitly denies. 
“Replacement of existing capital investment,” he writes, “does, broadly speak- 
ing, depend on the aggregate consumption of consumer goods. But the demand 
for capital goods over and above replacement requirements depends, not on 
total consumption, but rather on the rate of change or growth in the economic 
system.’ 

It is our view that Professor Sweezy in talking of “the rate of change or 
growth in the economic system” is indirectly referring to the results of actual 
or anticipated demand for consumer goods. It follows from the very nature of 
capital goods that they are never ends in themselves. Producer goods have no 
use save to produce consumer goods, and the demand for them will necessarily 
reflect the anticipated demand for the consumer goods they may help to pro- 
duce. It is the time factor that has tended to okscure this dependence of in- 
vestment on consumption, for investment depends in the first instance not 
on past consumption, but on anticipated future consumption. 

The future level of consumption is effective, of course, only as it is antici- 
pated in the mind of the investor, and this anticipation temporally precedes 
the investment decision. Moreover, this anticipation is not itself without 
causal antecedents, among which, after due allowance is made for irrational 
moods of optimism or pessimism, we can hardly overlook the prime importance 
of the actual rates of consumption previously and presently achieved, and 
especially of recently observed changes in these rates. Here, as in the case of 
the match dropped inadvertently into the gasoline tank, the cause may, on a 
superficial view, seem absurdly disproportionate to the effect: a very small 
acceleration or deceleration in the trend of consumption of one or more key 
items may, if taken as a significant portent, cause a rapid and radical altera- 


* Alan R. Sweezy, Am. Econ, Rev., Vol. XXXIV, No. 1 (Mar., 1944), p. 136. Cf. Alvin 
Hansen, Fiscal Policy and Business Cycles (New York, Norton, 1941), pp. 302 f. 
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tion in anticipations, leading in turn to disproportionately large variations 
in investment activity. This action is complicated by the fact that the antici- - 
pations of one person will affect the anticipations of another—both irrationally, 
by suggestion, and rationally because the action which the first person takes 
as a result of his anticipations will objectively affect what the conditions will 
, be for the second person. 

It is not clear how the introduction of the distinction between replacement - 
investment and net investment changes in any important respect the depend- 
ence of investment upon anticipated consumption. The fact that it is possible, 
- as Sweezy observes, “to maintain indefinitely a high rate of consumer goods 
production without any net production of capital goods at all” (p. 136), 
proves nothing whatever. In a situation in which the level of consumption 
was expected to remain more or less at the current level (ż.e., if we may coin 
. a phrase, where no “net consumption” was anticipated), net investment would 
not, of course, be necessary and might not appear. But this would not prove 
that anticipations of consumption did not influence investment, but only that 
a perfect adaptation had been made to the level of consumption anticipated. 
= Furthermore, why should new or “net” investment be supposed to have any 
different sort of origin or causation from that of replacement investment? After 
all, net investment is not qualitatively distinct from other investment but is 
simply an amount of investment larger than necessary for replacement pur- 
poses. It seems readily enough explained, therefore, on the basis of an antici- 
pation of an increased volume of consumption. 

We must now return to the “rate of change and growth of the economic 
system” upon which, in Professor Sweezy’s view, net investment does depend. ` 
Apparently the reference here is to “the rate at which new industries were 
developing, new opportunities for investment abroad were being opened up, 
population was growing, etc.” (p. 136). 

It is difficult for this writer to see how any objective account of the develop- 
ment of new industries or the expansion of foreign investment can overlook 
the central réle of anticipated consumer demand. The many examples of 
suppressed or long-unused inventions make it clear that technological innova- 
tion, in the absence of sufficient anticipated demand for new products, will 
not suffice to induce investment. As for foreign investment, recent experience 
should certainly have taught us that investment in an “undeveloped” country, 
will rarely, if ever, be profitable unless its nationals, or the nationals of some 
other country are sooner or later in a position to buy the increased output 
which the investment will create. 

Population growth, of course, is a rather different type of factor. The nine- 
teenth-century faith that population growth assured an expansion of con- 
sumer markets may have been an illusion, but it did serve to stimulate invest- 
ment. The declining rate of population growth in our day need offer no 
discouragement to investment as soon as it is generally realized that it is not 
the number of consumers, but the number of dollars they have to spend that 
counts, 


EMILE BENOIT-SMULLYAN 
Washington, D.C. 
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Dr. Smullyan’s note is very helpful in clarifying Dr. Pierson’s analysis of 
the relation between consumption and investment. According to Dr. Smullyan 
net investment depends not on aggregate consumption itself but rather on the 
increase in aggregate consumption. “In a situation in which the level of con- 
sumption was expected to remain more or less at the current level (7.e., if we 
may coin a phrase, where no ‘net consumption’ was anticipated) net invest- 
ment would not, of course, be necessary and might not appear.” This is un- 
doubtedly what Dr. Pierson meant the reader to understand by his argument, 
but it is helpful to have it stated explicitly. 

The central Pierson-Smullyan thesis, as I understand it, is that a proper rate 
of increase in aggregate consumption will call forth the amount of net invest- 
ment necessary to offset the saving done by the community at a high level of 
income and hence will keep the economy operating at a full employment rate. 
It will do this, moreover, without any help from “outside” stimuli to invest- 
ment, viz., the development of new resources and new products and the growth 
of population, and also without supplementation through government deficit 
spending. Many other economists agree with this analysis without necessarily 
drawing the same conclusions as to desirable public policy.* 

Two sources of confusion must be cleared up before coming to the main 
issue. In the first place, we must distinguish sharply between aggregate con- 
sumption and the consumption of particular products (or the products of 
particular producers). Aside from the installation of purely cost saving de- 
vices—which probably acccunts for but a small part of total investment?— 
no producer would build additional plant unless he anticipated an increase in 
the demand for the product of his particular industry or at least his particular 
firm. But it is quite possible for the demand for a particular product, or the 
product of a particular producer to be increasing while aggregate demand is 
stationary or even falling. The demand jor steel, for instance, increased by 
leaps and bounds throughout the depression of the seventies. The demand for 


*H. G. Moulton and Associates, for instance, in discussing future opportunities for 
investment, say: “So long as there remain vast unfulfilled demands for existing kinds of 
goods, new types of product are not indispensable.” (Capital Expansion, Employment, and 
Economic Stability [Washington, Brookings Inst., 1940], p. 181. Cf. also The New Philoso-~ ` 
phy of Pudlic Debt [Washington, Brookings Inst., 19437.) T. J. Kreps at the December, 
1940, meeting of the American Economic Association expressed the same idea: “The central 
thesis of this paper is that opportunities for investment are virtually unlimited—unlimited, 
that is, provided measures to expand the buying power of consumers are vigorously pushed 
forward.” (Am, Econ. Rev., Vol. XXX, No. 5 [Feb., 1941], p. 177.) Richard Bissell’s con- 
clusion in Post-War Economic Problems that there will be adequate long-run opportunity 
for private investment. if we succeed in increasing the standard of living fast enough seems 
to be based on the same underlying conception of the relation between consumption and 
investment, But I confess I am not sure I have interpreted his argument correctly. See Post- 
war Economic Problems, ed. by 3. E. Harris (New York, McGraw-Hill, 1943), pp. 106-07. 


* Unless we include the occupation of better farm land and the opening of richer mineral 
deposits under the heading of cost-saving devices. 
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electricity went on growing in spite of the depression of the nineties, the de- 
mand for automobiles through the 1907-08 slump. In 1922, the demand for 
new houses apparently started increasing before income and consumption in 
general, thus playing an important part in bringing about the general upturn. 
Examples could be multiplied indefinitelv. But the point is clear enough with- 
out further illustration. Shifts in consumption, or in methods of production, 
produce an increase in the demand for certain products and thus give rise to 
net investment even in periods where total income and total consumption are 
constant or declining. By the same token there is more investment in periods 
of rising total consumption if shifts are going on within the aggregate than if 
they are not. 

Dr. Pierson and Dr. Smullyan will probably be willing to grant all this. New 
industries, new techniques of production, new resources, new population have 
all been important in stimulating investment in the past. But, they will ask, is 
there any reason why we cannot make up for a lower rate of change and 
growth—relative to saving—in the future by guaranteeing a more rapid in- 
crease in aggregate consumption? In the extreme case, why would it not be 
possible to get along without any stimulus to investment except the increase in 
total consumer demand? 

Confusion arises, secondly, out of a failure to distinguish clearly between . 
the problem of recovery from depression and the problem of maintaining 
reasonably full employment once recovery has been achieved. In the first case, 
the supply of labor and other resources is assumed to be highly elastic; in the 
second, the supply of labor, at least, is inelastic except as it may be affected by 
population growth. The recovery problem has, fortunately, been analyzed by 
Professors Paul Samuelson and Alvin Hansen and need not be discussed 
further here.” It is, moreover, the less important of the two. There would 
probably be no great objection to government spending merely as a recovery 
measure. The trouble begins when it comes to maintaining recovery once 
achieved. Dr. Pierson’s scheme for maintaining income by having the govern- 
ment guarantee a certain rate of increase in consumption, and thus inducing 
private enterprise itself to do she necessary investment spending, is designed 
primarily to meet this difficulty. If it would work, it would avoid all the ob- 
jections that are raised to supporting income permanently by means of fiscal 
policy. We may thus concentrate our attention on the question: Could enough 
investment to keep income at a high level be induced merely by guaranteeing 
producers a certain rate of increase in the aggregate demand for consumer 
goods? To simplify the analysis we will assume that there is no other source 
of investment demand, no new industries, no increase in population, and so 
on. We must also assume that our economy has been geared to a high rate of 
net investment but is suddenly faced with the disappearance of the stimulus 
to investment provided by chenge and growth. 

Since the economy has been geared to a high rate of net investment a certain 
proportion of its labor and other resources—perhaps 10 to 15 per cent—is 


*Pp. A. Samuelson, “Interactions between the Multiplier Analysis and the Principle of 
Acceleration,” Rev. Econ. Stat., Vol. XXI, pp. 25-28. 
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engaged in the production of new capital goods.* Likewise the community is in 
the habit of saving a roughly corresponding proportion of its income. Now the 
Pierson scheme is to keeb these workers employed in producing capital goods, 
and at the same time to provide an outlet for the profitable investment of 
saving, by getting the producers in the consumers’ goods industries to buy the 
new capital goods in the expectation of an increase in the demand for their own 
product. Moreover, as they buy the capitel goods, employment will be main- 
tained in the capital gocds industries, and the government will be freed from 
the necessity of spending any money itself. 

Let us assume that the producers in the consumers’ goods industries take the 
bait and actually embark on a program of plant expansion in anticipation of 
an increase in the demand for their own products. The expansion would, of 
course, have to continue indefinitely if the capital goods industries were to con- 
tinue to provide employment. But we then run into the following difficulty: as 
soon as any initial slack in the system had been taken up, the producers in the 
consumers’ goods industries would find their new investments unprofitable, 
paradoxically, because of a shortage of labor. The investments would, by 
assumption, have to be of the duplicative type since we are ruling out new 
inventions as a source of investment demand. New textile mills, for instance, 
would have to be exacily like the old ones. But it is cbviously impossible to run 
a new mill of the same type without additional labor; and it is also impossible 
to employ the same labor both in turning cut new capital goods and in operat- 
ing them. Thus the program would break down on the production side through 
the impossibility of having workers in two differer.t places at the same time. 

It might seem that this difficulty could easily be overcome by having part of 
the workers who were formerly in the capital gcods industries remain there 
while the rest shifted to the consumer goods industries. This would be a per- 
fectly good solution but it would not be the Pierson plan. In order to bring 
about the transfer of workers, and make it possitle for producers to continue 
operating profitably, there would have to be a corresponding shift in the dis- 
position of income. The community would not only have to spend more abso- 
lutely on consumption; it would also have to spend a larger proportion of its 
income. But there would be nothing in a mere guarantee of increased consump- 
tion to bring this about. It would be necessary for the government to step in 
and either borrow or, tax money from savers and then, in one way or another, 
hand it over to consumers to spend. But these are the very measures the Pier- 
son plan is designed to avoid. 

The problem, moreover, would not be permanently solved by the first shift 
in the disposition of the labor force and in the community’s propensity to save. 
After the first expansion in the consumer goods industries there would have to 
be a second, and after that a third and so on. Ard with each expansion more 
workers would have to be shifted out of the capital goods industries and the 
proportion of income saved would have to be correspondingly reduced. Thus 


- the expansions would constitute a diminishing series ending up eventually in a 


100 per cent consumption-replacement economy. 


“This is over and above the amount of resources engaged in replacing existing capital 
equipment as it wears out. 
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The whole problem is obscured, as already pointed out, by a natural 
tendency to think in terms of recovery from depression when the abundance 
of unemployed labor and other resources makes a duplicative expansion of 
plant in the consumer goods industries possible without any shift of labor from 
the capital goods industries, But, as also pointed out, the problem of recovery 
from future depressions is-much less difficult and important than the problem 
of maintaining recovery once it has been achieved. Professors Samuelson’s 
and Hansen’s analysis indicates, moreover, that it is only in the very excep- 
tional case that the stimulus of an anticipated increase in consumption would, 
through its repercussions on investment, actually produce recovery. It would 
be much more likely to create a brief increase in activity which, in Professor 
Hansen’s apt phrase, would “soon peter out,” leaving the economy in the same 
depressed condition it was to begin with. 

The trouble with the Pierson plan for maintaining full employment is, to 
recapitulate, that it overlooks the problem of proportionality in the structure 
of production and in the disposition of income. It seeks to maintain a large 
capital goods establishment through the expansion of consumers’ goods produc- 
tion, without taking into account the fact that the output of consumers’ goods 
can be increased—over and akove the increase made possible by greater pro- 
ductivity and assuming full employment to begin with—only by shifting re- 
sources from the capital to the consumers’ goods industries. On the income 
side, it tries to provide profitable outlets for a:l the saving people may want to 
do by guaranteeing an increase in consumer spending, without, however, show- 
ing how the consumers are going to get the additional money to spend. Here, 
as in the production sphere, what is needed, from the long-run point of view, 
is a shift in the disposition of income which will increase consumption and at 
the same time cut down saving, thus making more manageable the problem of 
finding adequate investment opportunities. 

The fundamental relations between consumption and investment have also 
been obscured by a misunderstanding of Keynes’s emphasis on anticipa- 
tion. It is, of course, quite true that anticipations of future demand—and 
cost-——play a vital rôle in the cetermination of investment decisions. It is also 
true that entrepreneurs are likely to be more active in exploiting available 
investment opportunities if the general trend of activity and demand looks 
favorable to them. But this does not mean that we can ignore the technical, 
geographical, and demographical factors which determine basically whether 
there are any investment opportunities or not. 

ALAN R. SWEEZY 

Williams College 


Rejoinder 


Professor Sweezy’s argumer:t is interesting and ingenious, but he is un- 
doubtedly right in calling attention to its paradoxical character. It seems 
strange that the chief reason for the alleged ineffectiveness of a full employ- 
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ment program should be that it would make investment in the consumer goods 
industries unprofitable “because of a shortage of labor.” For no such shortage 
would occur unless the program were effective! Moreover, if it should become 
too effective, i.e., cause overemployment, and inflationary wage-price spirals, 
a reversal of procedures is always possible. Thus, Pierson proposes a spending 
tax whenever consumer spending threatens to exceed the guaranteed amount. 

Professor Sweezy’s understanding of Pierson’s position still appears to re- 
quire some correction. It is not Pierson’s thesis that any predetermined amount 
of investment is necessary for full employment, cr that the decision as to the 
amount of consumption to be guaranteed shoulc be determined by the con- 
sideration of inducing an amount of investment adequate to offset the amount 
of savings that would occur in the absence of compensatory fiscal measures. 
Rather, it is proposed that the volume of public investment be primarily 
determined by what is desired for its own sake, and that the volume of private 
investment be allowed to adjust itself naturally to the guaranteed level of . 
consumer spending. The latter element wculd be the variable. It would be set’ 
at whatever level was believed necessary, in conjunction with the intrinsically 
desirable public investment, and naturally occurring private investment, to 
bring about full employment. 

The guarantee of full employment and of adequate consumer spending, by 
providing assurance to individuals of continued employment opportunity, and 
assurance to businesses of sustained over-all markets, would seem likely to 
reduce somewhat the proportion of income saved at given levels of income and, 
by decreasing the desire for liquidity, to increase the proportion of savings 
invested and promptly returned to the income stream. A large and steadily 
expanding consumer market might stimulate more investment in the long run 
than a smaller and more capricious one, even if less investment were wasted. 
However, pending, or supplementary to, more direct and fundamental meas- 
ures to prevent oversaving and discourage idle money, the program en- 
visages transfers of purchasing power to consumers by the government when- 
ever necessary to close any remaining deflationary gap. This is clearly indi- 
cated by Pierson, and is underscored in paragraphs 5-7 of my note above. 

The aim, it must not be forgotten, is full employment, not some precon- 
ceived magnitude of investment. If in the course of experience we discover that 
sustained full employment requires a more rapid expansion of consumption 
relative to investment than has hitherto prevailed, there should be no physical 
or technological difficulties in making the shift, except such difficulties, of a 
frictional and transitional character, as would attend any major readjustment 
in the pattern of output. 

EMILE BENOIT-SMULLYAN 

Washington, D.C. 
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Economics of Control. By ABBA P. LERNER. (New York: Macmillan. 1944. 
Pp. xxii, 428. $3.75.) 


Professor Lerner has set himself an attractive task. He supposes a govern- 
ment whose sole objective is to maximize the economic welfare of the com- 
munity in its charge, and proceeds to shcw the lines along which this purpose 
can be achieved. The government is not “etatistic” in that it is not concerned 
with any demands of the state as distinct from the individuals which com- 
pose it. It is strictly individualist in the sense of “taking the satisfaction of the 
needs and wishes of the individual citizens as the ultimate criteria of its 
effectiveness” (p. 2). Secondly, the government is concerned with the welfare 
of the community as a whole rather than of any particular section of it; more- 
over, it is assumed to be “strong enough to override the opposition afforded by 
any sectional interest” (p. 6). These are rather large assumptions, but they are 
clearly stated, and must be accepted by those interested in the questions with 
which the book is concerned. 

Many people would assert that socialism is the simple answer to Professor 
Lerner’s quest, and indeed the author confesses that it was from this point of 
view that he himself embarked on this book in 1932. His present standpoint, 
however, is open-minded. He sets as his objective “the deliberate application 
of whatever policy will best serve the sccial interest, without prejudging the 
issue between collective ownership and administration or some form of private 
enterprise” (Preface, p. viii). This policy is designated as the “controlled 
economy.” It is contrasted not only with laissez-faire, but also with the exist- 
ing regulated economies (e.g., that of the United States), where the regula- 
tions are “partial and haphazard and are not organized as they would be if it 
were a recognized responsibility of the government to control the resources of 
society to see that they are utilized in the best possible manner” (p. 3). 

One may suspect ‘that Professor Lerner is at heart not quite so impartial as 
between private enterprise and collectivism as he would like to appear. He 
cites a number of circumstances in which private enterprise is extremely un- 
likely to produce an optimum employment of resources, and others in which 
it cannot possibly yield this result. Yet his impartiality leads him at times to 
lean over backward in his concern for possible political disadvantages of pub- 
lic enterprise. It is not surprising that the experiences of the last twelve years 
should have induced in him the conviction that “the maintenance and further 
- development of the democratic way of life... not only formed a far more 
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essential part of the socialist ideal than the nega*ive ‘abolition of private prop- 
erty in the instruments of production’ but was în much greater need of care- 
ful tending” (Preface, p. vii). Professor Lerner is impressed with “the 
significance of private enterprise as one of the guarantees of the freedom of 
the individual” (p. 84), though he warns clearly and explicitly against the 
common distortions of this argument as a basis for untrammeled capitalist 
exploitation. It may be freely admitted that where private enterprise can lead 
to an optimum employment of resources, it has cartain advantages over col- 
lective enterprise in that it provides its own appropriately adjusted incentive 
mechanism to the managers (p. 84). But it is difficult to understand why, in 
monopolistic situations where it can be shown that private enterprise cannot 
deliver the goods, possible “political objections ta-collectivist undertakings” 
should be taken so seriously (p. 180) as to lead the author to depart from 
his principles and suggest that the monopolists be allowed to continue mis- 
allocating resources in order to make both ends meet; or why in conditions of 
unemployment the government should ke condemned to undertake public 
works with a low or even negative value if “useful investments are ruled out for 
the political reason that they appear to involve government competition with 
business” (p. 316). It seems to the reviewer particularly unnecessary to worry 
about the political dangers of collectivism in the case of the benevolent, liberal- 
minded government which is assumed as a basis for the whole discussion. 

The problem of maximizing social welfare resolves itself into the two ques- 
tions of how much of different goods and services should be produced, and who 
should get them. Professor Lerner begins with the simple case of the allocation 
of goods which have already been produced, and then proceeds to discuss pro- 
duction, starting from the case of producticn with a single (scarce) productive 
factor, introducing by degrees the more complex conditions of the real world: 
several factors in fixed proportions, varying proportions, indivisibilities, Inci- 
dentally the treatment of such real and concrete problems as the agricultural 
policy of the United States in connection with tke simple case of allocating 
goods already produced is apt to be misleading, since the adjustments re- 
quired on the production side are necessarily excluded from the discussion. 

The problem of allocating goods already prcduced itself contains two 
distinct phases. There is first the question of the optimum distribution of 
income in general among different individuals. Here we come up “against the 
familiar difficulty that there is “no way of directly comparing the well-being 
of different consumers.” But Professor Lerner, having deliberately set out to 
write a book on welfare economics, is not satisfied to leave it at that. He 
introduces two rather modest assumptions: (1) similarity in kind of the 
satisfactions experienced by different people, and (2) the principle of dimin- 
ishing marginal utility of income. On the basis of these assumptions he in- 
geniously argues that equalization of income will maximize the probable 
total of satisfactions in the community. A number of qualifications and com- 
plications are mentioned and dealt with, and the conclusion is carefully re- 
stricted to the problem of distributing existing income; the possibility that in 
practice an unequal distribution might be conducive to the production of a 


882 THE AMERICAN ECONOMIC REVIEW [DECEMBER 


larger income is not excluded, nor is the d2sirability of giving larger or smaller 
incomes to those whose needs are known to be particularly large or small. 

The second problem, that of the optimum allocation of particular goods 
among different individuals, is handled elong orthodox lines. In the absence 
of monopoly, the “invisible hand” operazing through free market prices will 
guide attempts by all individuals to maximize their own satisfaction so as 
to ensure an optimum allocation of resources from the point of view of the 
community as a whole. Given the distribution of income, this means that there 
is no further exchange of goods possible which could make both parties to 
the exchange better off; in technical larguage, the marginal substitutability 
between goods must be the same for each individual. 

What is perhaps more significant, is Professor Lerner’s insistence on the 
use of the mechanism of free market prices to achieve the same ends in a 
collectivist economy. This is even mors important when he comes to dis- 
cussing the problems of production, and the proper allocation of produc- 
tive factors as between different uses. As with consumption, the analysis 
proceeds in terms of marginal shifts, anc a “rule” is evolved which appears in 
several guises; the most favored version requires managers to apply just so 
much of each productive factor that the value of its marginal (physical) 
product is exactly equal to its price. Under conditions of perfect competition 
and with perfect divisibility of productive factors this rule will automatically 
be followed by private entrepreneurs seeking to maximize their individual 
profits. But Professor Lerner makes a great point of the fact that “managers” 
should be instructed to follow precisely the same rule in order to secure 
an optimum utilization of resources under a collectivist economy. In this 
connection he produces some interesting quotations from Trotsky (1931) 
who pressed for the use of the market mechanism rather than statistical in- 
vestigations to determine the extent to which different needs should be 
satisfied and different goods produced (p. 62 and p. 64n). 

Once we depart from perfect competition, the maximization of profit by 
private entrepreneurs will be found no longer to coincide with the rule. If 
there is imperfect competition in the market for factors of production, the 
marginal private cost (to the entrepreneur) of an additional unit of a produc- 
tive factor will exceed its price, so that less of it will be used than required by 
the rule. If there is imperfect competition in the market for the product, the 
marginal private revenue to the entrepreneur from selling an additional 
unit of the product will be less than its price, so that too little will be sold. 

What can be done about this situation in a private enterprise economy? 
Professor Lerner proposes the establishment of a public Board of Counter- 
speculation, which will guarantee to buy and sell any quantity of a com- 
modity subject to monopolistic exploitation at the price which it is esti- 
mated would equalize supply and demand in the absence of monopolistic 
restriction (p. 55). This device might work in the case of monopolies based 
simply on combination and agreement, but, as the author shows, would 
come up against serious difficulties in the case of monopolies based on tech- 
nical indivisibilities. Following the rule in such cases would require monopo- 
lists to sell at a loss, Despite all capitalistic prejudices to the contrary, the 
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incurring of a permanent Joss in such a case would be no indication that 
the production was not socially beneficial. Eu: something would have to 
be done about it: either the monopolist would have to be subsidized to 
enable him to obey the rule without going bankrupt, or the enterprise should 
be taken over by the state and the loss covered from the national budget. 

In a book which already covers so wide a field, it may seem greedy to 
complain of omissions. But the reviewer must confess to some surprise to 
find in a book on welfare economics no treatmeni of one of the most familiar 
class of divergence between marginal private benefit (or cost) and mar- 
ginal social benefit (or cost). The subject is just touched upon in one place 
(p. 76) where, among the conditions for the equalization of marginal social 
benefit and the value of the marginal product, is included one condition that 
“the purchaser of the goods is the only individual in society who is affected 
by the purchaser’s use of the product.” Otherwise it is taken for granted 
that if neither buyer nor seller has any influence over the price, the private 
and social marginal costs (and benefits) will elways be equal. Where is our 
old friend smoke pollution, and the railway wkich yields a loss to its owners 
but results in opening up vast profitable mvestment opportunities and 
appreciation of land values in the surrounding country? 

From the analysis of production in terms of marginal transformability 
of factors into products (and vice versa), the author passes on to trans- — 
formability over time and the problem of investment. Rather surprisingly 
he resurrects the “average period of production” concept of capital, though 
in a simplified form. The value of this approéch, he explains, is in empha- 
sizing “the connection between capital equipment and the time aspect of 
production. It shows how capital is needed oaly because production takes 
time, and that more capital is needed when production takes place by methods 
that take a longer time.” The point is directed against those socialists who 
associate the concepts of interest and capital only with exploitation, and is 
designed to bring home to them the value o7 time-consuming methods of 
production and of the rate of interest in selecting the most productive of 
such methods. 

Professor Lerner points out, however, that tne concept of capital itself 
is static and of little practical importance in relation to policy, What is in- 
teresting here is the process of investment by which additions to capital are 
made. The rate of investment is the key factor in any economy, and in 
Professor Lerner’s view its determination must be essentially a political de- 
cision. The common idea that consumers’ decisions to save actually determine 
the rate of Investment in an uncontrolled economy is disposed of on page 
322, where it is shown that these decisions mezely determine the amount of 
unemployment; it is decisions to invest which determine the amount of savings 
in an uncontrolled economy and not vice versa. 

The discussion of the rate of employment fol.ows familiar Keynesian lines. 
Professor Lerner gives a lucid account of how, in Keynesian terms, full em- 
ployment could be attained under an uncontroled economy, and shows how 
unlikely it is that all the necessary “automatic adjustments” will in fact 
take place. From this he proceeds to the instruments and policy by which 
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full employment could be assured in a controlled economy. The method is 
that of “functional finance” which has become popularly associated with 
Professor Lerner’s name since he advanced it early in 1943 (Social Research 
Feb., 1943): Essentially the policy can te described in the following maxims: 
(1) The government should tax only in order to discourage spending; (2) 
it should borrow only in order to raise the rate of interest; (3) otherwise, 
it should print any money it requires; (4) the size of the (internal) national 
debt does not matter. 

The policy sounds a little more strange than it need because of the 
terminology used. Direct “resort to the printing press” has become obsolete 
with the growth of central banking. The government can always obtain 
whatever funds it requires by a loan (interest-free, if desired) from the 
central bank. This sounds more respectable, and is in fact a common prac- 
tice in every country. The question of whether or not interest should be 
paid on the public debt turns out to be a purely technical one of how to 
compensate those institutions which at present depend on that interest to 
cover part of their current expenses, and whether the alternative methods 
of covering these expenses would be any less inconvenient. Secondly, the idea 
of the rate of interest being determined by the rate of new government bor- 
rowing has an air of unreality today. Iz is true that it was embodied in the 
old British “Treasury view,” accordirg to which public deficit spending 
could never increase employment because it would raise the rate of interest 
and thus discourage private investment. But this view has now been dis- 
credited and widely abandoned on the ground that it is an easy matter for 
banking policy to maintain the rate of interest, within limits, at any desired 
level. Probably Professor Lerner would describe open market sales and 
purchases of government securities by the central bank as government bor- 
rowing and repayment—but this may not be easily understood by the general 
public. i 

Most of what Professor Lerner says about a domestic public debt consti- 
tuting no net burden on the nation, and the absence of any danger of national 
bankruptcy would be accepted by the majority of reputable economists today. 
But at one juncture he slightly overstates his case and misses the point. In 
discussing the problem of servicing the debt on page 303, he says “if it should 
be difficult or undesirable to raise taxes the interest payment can be met, 
without imposing any burder on the nation as a whole, by borrowing the 
money or printing it.” This would be true if the only “difficult or undesirable” 
effect of raising taxes were that they would lead to deflation and unem- 
ployment. But one can imagine a situation where there was already full 
employment and where borrowing or printing would be inflationary; taxation 
would then be necessary in order to pr2vent inflation, but its “difficulty and 
undesirability” might consist in the discouragement to effort, enterprise and 
efficiency of an increase in tax rates. This is not an insoluble or even a very 
serious problem, but it is probably a mistake to ignore its existence, Borrow- 
ing or printing would be no solution, kut particular forms of taxes could be 
selected which would not unduly burden marginal income or discourage risk 
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bearing. Moreover, the danger of decreasing future effort and efficiency is 
always likely to be less than the immediate loss due to leaving resources 
unemployed. 

On the expenditure side of functional finance, Professor Lerner seems to, 
take an unnecessarily disparaging view of the potential social value of public 
investment. He looks at it mainly from the rather old-fashioned point of 
view of “pump-priming,” and talks of public works being. “beneficial even 
if their vield is very low or even negative” (p. 315). It is true that his rule 
demands that “the adjustment between gov2rament and private spending 
must be aimed at equating the msb (marginal social benefit) of expenditure 
in the two fields” (p. 317}. But, probably owing to his neglect of the type 
of discrepancy between marginal private and social benefit already mentioned, 
he fails to notice how far public investment in most uncontrolled economies 
at present falls short of this objective; ome has only to think of the ` 
enormously greater social benefits which migkt be achieved by an additional 
million dollars of public investment as compared with the gain from an 
additional million dollars of private investmeat in the United States today. 

Apart from spending on public works of a highly restricted character, 
the government of the controlled economy can adjust the volume of con- 
sumption expenditure by payment of a “sccia. dividend” (or imposition of a 
“social tax”), which will secure full employment, leaving exactly the desired 
proportion of resources available for investment (in accordance with the 
central political decision already mentioned). 

The final section of the book is devoted t> a discussion of foreign trade 
from the same point of view of maximizing the economic welfare of the 
community. There is some instability here in the definition of “the com- 
munity.” At first Professor Lerner takes it to mean the world as a whole, and 
shows that the principles of liberalism and free trade would in theory yield 
the optimum use of world resources. Later on the concept of the community 
is narrowed down to relate to a single nation, the unit with whose interests 
the “controlling government” must be primarily concerned. In fact, detailed . 
instructions are given as to how a country zan best maximize its national 
income by “exploiting the foreigner” through discriminating taxes on imports 
and exports. Governments are, however, duly advised not to follow these 
instructions; not so much out of consideration for the other countries as 
out of fear of retaliation, which would leave everyone worse off. 

Similarly it is shown that the inhabitants of a country cannot lose by 
the immigration of workers who are paid no more than their marginal 
product, and who do not share in any social dividend or social services pro- 
vided for full citizens. But one would hard-y like to recommend that the 
United States “liberalize” its immigration policy along these lines! 

The discussion of exchange depreciatior. in relation to employment policy 
is not entirely satisfactory. No clear distinction is made between (1) the 
direct use of currency depreciation as a means cf increasing employment, and 
(2) not allowing the fear of currency depreciation to interfere with domestic 
methods (e.g., functional finance) of increasing employment. It is the 
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second rather than the first of these policies that one would like to see 
supported. The confusion arises in part from the fact that the author tempo- 
rarily abandons in chapter 29 the simple formulation of chapter 22 (p. 272) 
that “the level of employment depends on the total demand for goods and 
services of all kinds, or on total expenditure,” in favor of a discussion in the 
rather old-fashioned terms of how to increase the volume of money (p: 389). 
If, instead, Professor Lerner had kept his attention on the volume of spending, 
he could have shown that policies such as currency depreciation (or import 
restrictions) increase employment in the country concerned primarily by di- 
verting expenditure to that market at the expense of other countries, and 
hence may be truly characterized as “beggar-my-neighbor” policies. True, 
they may indirectly lead to a net increase in world spending, e.g., if new in- 
vestment is induced in the export industries or the domestic industries com- 
peting with imports. But these benefits could have been achieved directly by 
banking policy and functional finance, without the preliminary of currency 
depreciation. It would be more satisfactory to instruct the government of 
the controlled economy to use currency depreciation only to correct an ad- 
verse balance of payments, and never as a means of increasing employment; 
the latter should be achieved exclusively by methods operating on the level 
of domestic expenditure, 


It has been impossible within the space of this review to do more than 
touch on some of the main tcpics covered in this rich and comprehensive 
work. There are many interesting incidental points and sidelights which will 
enlighten—or provoke—the reader. As one instance of the latter may be 
mentioned the author’s unusual enthusiasm for speculators (with a small s). 
Competitive speculators (as contrasted with monopolistic Speculators who 
aim at influencing prices) are regarded by Professor Lerner as the greatest 
social benefactors; in his opinion they always serve to improve the alloca- 
tion of resources, which is more than can be said in all circumstances for 
competitive producers (chap. 8). But what about the nuisance effect of 
rapidly changing prices (p. 216)? Even if they exercise no deliberate in- 
fluence over prices, speculators who anticipate price movements inevitably 
tend to accentuate them and <hus add to the instability of prices without 
necessarily improving the allocation of resources. (This seems particularly 
clear if we consider the operations of bear speculators against a “weak” 
currency which may lead to a much greater devaluation than would be 
required for the optimum allocation of resources.) 

One of the most valuable incidental points brought out by Professor Lerner 
as a result of his concern for the optimum allocation and use of resources 
is the important rôle that may be played by compensation in the “controlled 
economy.” Measures that may improve the allocation of resources and in- 
crease the national dividend will frequently harm particular interests; and 
if the resistance of these particular interests is sufficiently strong, it may 
prevent the measures from being adopted. In all such cases, Professor Lerner 
advocates full compensation far the interests affected, financed by the rest 


1944] ' BOOK REVIEWS 887 


of the community, who will still be better off as a result of the increased 
national income, even after paying the compensation. This principle is applied 
in criticism of the policy of destroying crops or selling at differential prices 
instead of giving direct subsidies to farmers (pp. 46-50). Similarly it is shown 
to be better for the community to compensate those who would suffer from 
the removal of tariffs or quotas rather than to allow a continuation of the 
maldistribution of resources which such protection involves (p. 281). 

Taken as a whole, this book should prove an extremely valuable instrument 
for the training of future makers and administrators of economic policy. With 
certain limitations, it provides an admirably clear and systematic account of 
the principles by which economic policy cin be judged from the point of view 
of the social interest. There are two main directions in which the analysis 
needs to be expanded. In the first place, the basic assumption that indi- 
vidual desires as expressed through the market mechanism provide an ade- 
quate criterion for maximizing social welfare requires more qualification. 
Secondly, Professor Lerner should have included an analysis of the divergen- 
cies between private and social costs arising out of external economies and 
diseconomies which played so important a réle in the pioneer work in this field, 
Professor Pigou’s Economics of Welfare. Despite these omissions, which one 
might hope to see repaired in a subsequent edition, this book constitutes an 
important advance on the ivory-tower school of economics which has dom- 
inated academic teaching in the past. If, in the future, economists are incul- 
cated at the outset with the idea that it will be their responsibility to formu- 
late and evaluate economic policies in the social interest, the world may 
stand a better chance of overcoming some of the economic difficulties which 
lie before it. Professor Lerner’s book, of course, deals with only one side 
of the picture. In addition to The Economics of Control we shall require a 
companion volume on The Politics of Control that will show us how to 
secure and maintain the wise and benevolent government which will act upon 
—or even read—the principles expounded by Professor Lerner. 

This review cannot conclude without special mention of the remarkable 
Table of Contents and Index with which Professor Lerner’s book is equipped. 
The former, which consists of 12 closely printed pages, provides so complete 
and succinct a summary of the contents of the book that it will eliminate 
for most people the second and third readings, and even, one may fear, for 
some, perhaps the first reading of this excellent book! The Index also is 
unusually full, covering 35 pages. It is fascinating to imagine circumstances 
in which readers of Economics of Control woulc search for the entries listed 
under such words as Awkwardness, Bad Feelings, Black Magic, Comrade- 
ship, Envy, Filching, Freudian, Friendliness, Good Health, Greed, Harm, 
Horizon, Horror, Ignorance, Ill Feeling, Lip Service, Mahomet, Nasty Medi- 
cine, Obstinacy, Pockets, Red Tape, Skyscrapers, Splendors, Theater Seats, 
Trickery, Upright Government, Ups and Downs, Weird Notion, Whims, 
Wise Husbandry! 

M. F. W. JOSEPH 

London 
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The Economic Thought of Woodrow Wilson. By Witt1AmM D1amonp. Stud. 
in hist. and pol. sci. Vol. 61, no. 4. (Baltimore: Johns Hopkins Press. 
1943. Pp. 210. $2.50; paper, $2.00.) 

The declared purpose of this study is “to examine the premises which 
lay at the basis of [Woodrow Wilson’s| thought and actions. . . . Such ideas 
were rooted in the social environment in which Wilson lived and in the 
intellectual traditions that he acquired. Like everything else, they underwent 
change in time as he saw new facts or acquired new ideas.” The author has 
undertaken, he says, “to present a balanced interpretation of Wilson’s eco- 
nomic thought” (pp. 7-8). 

Nothing, however, is more clearly brought out in the ensuing treatment 
than that these “premises” were not exclusively or even primarily economic. 
Typical of many comments are that Wilson “never thought systematically on 
economic matters” (p. 8), for he “was interested, not in economic analysis, 
but in economic policy” (p. 35). It is even disparagingly suggested that 
“this lack of concern, for . . . economic theory” was “perhaps due to lack 
of ability to grasp it” (p. 34). 

Wilson did not take himself too seriously when collaborating with Ely and 
Dewey at Hopkins in a study of previous American economic thought (a 
manuscript never published). He wrote to a friend that he was “wading 
through innumerable texts . . . with as profound an air of erudite criticism 
as I can by any means counterfeit” (p. 30). Much later he said to his 
technical experts when on his way to Paris that he was “not much interested 
in the economic subjects” that might be discussed there (p. 183); and the 
author declares that “economic action or economic organization played little 
part in Wilson’s thought on the means of assuring world peace” (p. 169). 

A credible explanation of this lack of concern is given in the statement 
that the “pattern” of Wilson’s thought was “‘political rather than economic,” 
for “he was interested above all in questions of politics ... rather than in 
how men make their living and how wealth is created and distributed” 
‘(p. 38). This bent was marked as early as Wilson’s undergraduate days at 
Princeton, when he wrote that his “all engrossing topic of conversation” 
was “politics.” A quarter of a century later he wrote to Frederick Turner: 
“I was born a politician” (p. 51). 

Among the premises of Wilson’s thought and action, along with this domi- 
nant political urge, were his native and acquired qualities of idealist, prophet, 
missionary and crusader, stronger by far than the comparatively weak 
strands of his interest in economic theory, as is reported in numerous observa- 
tions. The author, therefore, has set himself a very difficult and all but 
impossible task, that of discovering and disentangling Wilson’s “economic 
thought” from the other elements constituting the “premises of his thought 
and action” in political life. In these circumstances he has made a heroic 
effort, sparing no labor in seeking every source of information having any 
possible bearing on the subject. The results are presented in orderly manner 
and in a facile literary style, following the course of Wilson’s education 
and widening experience from youth to the last chapter. The exposition, in 
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the main, is commendably detached and expository rather than controversial. 

The reader, however, should be on guard against occasional questionable 
statements of Wilson’s opinions, on the basis of which the author passes 
final judgment and cavalierly condemns them. Limitations of space permit 
only brief consideration of one case, but that perhaps the most important, 
namely, Wilson’s conception of competition and the possibilities of its preser- 
vation. The author sarcastically characterizes the antitrust policy of “The 
New Freedom” as embodied in the Clayton and the Federal Trade Commission 
Acts as “an effort to restore the American economy to a Golden Age of 
competitive capitalism” (p. 125). He quotes with approval a “contem- 
porary young journalist” as condemning in 1314 this policy for its “inner 
contradiction,” as ignorant of developing concitions, and as seeking merely 
“freedom for the little profiteer, but no freedom for the nation from the 
narrowness, the poor incentives, the limited vision of small competitors.” 
But the author fails to observe or to inform ais readers that Walter Lipp- 
mann, then as always a brilliant writer, said tnese things in his callow days 
and when in bad company, but in the days of his riper wisdom, a quarter- 
century later, he frankly repented of them (in The Good Society). 

The author repeatedly insists in varying phrases that “Wilson thought in 
terms of the categories established by the Ménchester group of economists 
by whom he was intellectually dominated” (p. 193), despite the recognition 
that Brandeis was the guide closely followed bz Wilson in his anti-monopoly 
policy (pp. 106-07). It would be hopeless to argue with those who interpret 
the categories of Louis Brandeis to have bean the same as those of the 
Manchester group. There could be no meeting of minds. It is significant of 
the author’s view that, so far as I can find, he nowhere uses the new term 
“unfair competition,” the phrase most distinct:ve of the legislative policy of 
1914, however imperfectly it was formulatec. The laissez-faire policy of 
the Manchester group opposing legislation to protect the health and lives of 
factory workers in Great Britain is interpreted as being the same as the 
interference policy of Brandeis and Wilson favoring legislation to prevent 
the use of unfair means to injure and destroy honest and efficient competition 
in American industry and commerce. 

Again the author declares: “The anti-trust laws . . . refused to recognize 
economic progress” (p. 105); and nearing th2 canclusion (to quote but a 
few characteristic phrases from pages 194-95* he declares Wilson to have 
“longed for a return to the competitive capitalism of a century before. His 
domestic policy was an effort to re-create the conditions of competitive capi- 
talism. . . . Such principles assumed conditions that no longer existed... . 
It was an evidence of an unawareness of present facts or of an unwillingness 
to venture out on new paths.” Here, again, is cited, and as if contemporary, 
the authority of the youthful, but now long repentant Lippmann. 

All this must seem to the careful and sympathetic interpreters of the 
Brandeis-Wilson policy to be a complete inversion of the truth. They deny 
the assertion, frequently heard of late, that economists in the past naively 
believed the competition going on about them to be “perfect”—an assertion 
never supported by a scrap of evidence, and refuted by every textbook from 
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the days of Adam Smith onward. They believe the anti-monopoly legislation 
of 1914 was formulated with a vivid realization of the contemporary situa- 


tion, especially the rapid growth of “big business” in many cases not because g 


of economic efficiency but of new monopolistic practices. It was to meet 
these new conditions and to prevent, so far as humanly possible, new eco- 
nomic crimes, that Wilson’s anti-monopoly policy was directed, not to re- 
store in detail an imaginary status of a century ago. 

What, then, is the policy in the back of the author’s mind, which he 
offers as a better alternative to that of comba<ing unfair methods of competi- 
tion in commerce wherever they appear, and making the survival and success 
of enterprises depend on efficiency rather than on monopolistic practices? 
The one alternative logically implied is the abandonment of all efforts to 
preserve fair competition, leaving private monopoly unhampered in its use 
of unfair methods in its drive toward greater and greater financial combination 
and centralization of all branches of industry. Then, when the process has 
worked its expected result, the government is to step in and take over the 
bureaucratic control of all incustry. It is a policy of defeatism toward any 
efforts to rescue and preserve a measure of fair competition. It envisages and 
welcomes the wreck of capitalism. We are not left to mere inference, for at 
the last the author quotes approvingly, and as if decisive authority, the 
opinion that “the very success of capitalism . . . inevitably creates conditions 
in which it will not be able to live . . . destroying the conditions which make 
competition possible” (p. 194). The source of this accepted opinion is 
Professor Schumpeter (as cited in a footnote), who is referred to as a distin- 
guished “defender” of capitalism. These comments on the condemnation of 
Wilson’s anti-monopoly policy (which incidentally was used in explanation of 
some of Wilson’s other actions) are made not to argue the whole issue, but 
merely to make clear the assumptions on which the author bases his adverse 
judgment. . 

FRANK ALBERT FETTER 

Princeton University 


Origins of Academic Economics in the United States. By MICHAEL J. L. 
O’Connor. (New York: Columbia Univ. Press. 1944. Pp. x, 367. $4.25.) 


A schoolboy, reviewing a book on penguins, wrote: “This book contains 
more information about pengtins than I care to know.” The average reader, 
on opening the book before us, might feel the same way. This, however, does- 
not disparage the book because it was not written for the average reader. 
It was written for those few who are interested in the early beginnings of 
the teaching of economics in American colleges. For such readers it is a 
mine of information, but it is a mine that has to be worked. Except for a 
few mild slurs aimed at “Norzheastern Clericalism,” and at conservatives in 
general, it seems reasonably feir in its presentation. 

It may be worth mentionin2 that the term “economics” seems scarcely to 
have been known or used in the period covered by this book, that is, from 
1800 to 1840. Most of the textbooks used and the courses given went under 
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the name of “political economy.” The name “economics” was not generally 
substituted until the last quarter of the nineteenth century. 

The chapter headings indicate the scope of the book. After a rather long 
introduction they are: Predecessors and Rivals of the Clerical School; 
Academic Acceptance of Political Economy in the Northeast; The Use of ` 
European Books as Texts in the North East; Northeastern Clerical Versions 
of European Political Economy; and Textbooks on Lower Educational Levels. 

As indicated by the chapter headings, most of the book is concerned with 
what the author calls “Northeastern Clericalism.” Except for the fact that 
Columbia, Princeton and William and Mary were under Church influence, 
he might have said “New England Clericalism.” 

He refers to New England as a “theocracy,” which is not strictly accurate. 
At the time of which he writes, the priest m Catholic countries and the 
parson in Protestant countries were very influential citizens, but that did not 
constitute a theocracy. These two personages were generally the best edu- 
cated men in their communities. In communities that reverenced learning, 
these men were influential, but there was, in New England as elsewhere in 
the United States, a civil government entirely detached from the church. 
The franchise was not more restricted in New England than elsewhere. 

The author divides the predecessors and rivals of the clerical school into 
three separate schools, the Jefferson school, the Matthew Carey school, and 
the Cooper school. These writers, especially Jefferson and his school, ap- 
proached the study of political economy from their previous studies of 
political science. The Clerical school approached it, as did Adam Smith, 
from the study of moral philosophy. Either approach is logical enough. ‘The 
student of government could scarcely refrain from considering the economic 
functions of government. The student of moral philosophy could easily 
advance from the question, “What ought men to do?” to the question, 
“What ought government to do?” Both schools seem to have reached similar 
conclusions and to have treated the subject in much the same manner. 

The most interesting and important part of the book is the discussion 
of the various textbooks used in American colleges in those early days. 
It represents a vast amount of discriminating labor. Adam Smith’s Wealth of 
Nations had a limited use. J. R. McCulloch’s Outlines seemed a little better 
suited to class room use. J. B. Say’s Treatise en Political Economy had, for 
a time, a wider use than any other college text. More widely read, however, 
outside the colleges was Mrs. Jane H. Marcezs’ Conversations on Political 
Economy, Dr. Thomas Chalmers’ On Potitical Economy, written by one of 
the most distinguished clerics of-his day, was not as much used, even in . 
the clerical Northeast, as might have been expected. All these books were 
of European origin. 

Of the texts produced by American writers, those of Matthew Carey, 
Thomas Cooper and John MacVickar were among the first. More widely 
used, but coming a little later, was Francis Wayland’s Elements of Political 
Economy, published in 1837. 

The panic of 1837 stimulated the study of political economy and the writ- 
ing of textbooks on the subject. The next great impetus was given by the 
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panic of 1873, the depression which followed, and the ‘“‘green-back” agitation 
that accompanied both. Next came the panic of 1893 and the free-silver 
agitation. This stimulated the study of economics and gave the academic 
economists a standing which they had never enjoyed before. 

Wayland’s Elements became a steadying™ influence after 1837. Though 
written by a cleric, it was more coldly logical than any that were written by 
contemporary laymen. It continued to be read and to exert an influence well 
toward the end of the century. Chapin’s edition of Wayland was, to the 
knowledge of the present writer, used as a textbook as late as 1890. It may 
have been used later. 

Many historical writers of the present feel called upon to explain why 
- things happened while leaving us ignorant of what really happened. Generally 
their explanations are puerile. This author tells us in considerable detail who 
wrote on political economy and what he wrote. This work is both scholarly 
and valuable. When it attempts to tell us why they wrote as they did, it is not 
so strong. 

The author tells us, for example, on page 277, that the “Elite of the North- 
east then consisted of merchants, bankers and their professional associates. 
On the whole the teaching of the clerical school developed in harmony with 
the needs and interests of this elite. Moreover, just as the merchant capitalist 
class order of the Northeast made important contributions to the general 
social pattern of present-day America, so did the clerical school contribute 
significantly to the dominant traditions of Political Economy.” 

It does not seem to have occurred to him that these so-called clerical writers 
saw and understood clearly, as did Adam Smith and others, that the mercantile 
function was necessary if a country was to realize the advantages of the 
division of labor. Again, their advocacy of free trade was not necessarily an 
attempt to curry favor with the merchants. It may have been due to the con- 
viction that it was better for the national economy as a whole. Besides, the 
merchandizing class pretty generally made common cause with the manufac- 
turers in opposing free trade. Finally, before 1840, the manufacturers of the 
Northeast had risen to a position of dominance and were definitely opposed to 
the teaching of free trade. If the clerical writers had aimed to express the 
dominant interests of this new “elite,” they would have become protectionists. 

All through this book, the author seems to be infected with the Marxian 
notion that any economic system must reflect the dominant interest of the 
time and place where it is developed. We have even heard of “Soviet science” 
and similar terms. Some of our own writers mention “labor economics,” 
“capitalist economics,” and “farmer economics,” as they might mention 
Calvinist theology and Arminian theology as being antithetical. In so far as 
economics is a science it is neither capitalistic, labor nor farmer economics. 
One could point out, for example, that no labor organization, however power- 
ful, and no government, however dictatorial, can extract high real wages from 
an industrial system where the product per worker is low. Also that the 
product per worker is low where workers are not well equipped with capital, 
and not well directed. No one can say whether that is capitalist or labor 
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economics. To criticize some of the policies of labor unions, as did Wayland 
and many others, both cleric and lay, does not open them to the charge of 
being unfriendly to “labor.” 

The author: concedes that the clerical school was generally favorable to 
popular education. It is easy to say that this was merely to allay discontent. 
It is equally easy and probably nearer the truth to say that it was to effect an 
occupational redistribution of the population, thinning out the more crowded 
and filling the less crowded occupations, or that it was merely to increase the 
productivity of the people. 

The author implies in several places that the clerical writers were afraid of 
democracy, at least of the Jeffersonian brand. One should not forget that they 
knew more about democracy in one of its purer forms, that of the Town Meet- 
ing, than did any of their rivals. Being familiar with it, they knew that democ- 
racy was not foolproof. They had rather more confidence in the verdict of the 
market than in that of the ballot box, which was not saying much. If the 
essence of democracy is sensitivity, it is an open question whether the ballot 
can make a government with coercive power as sensitive to the wishes of the 
people as the dollar can make a business organization with only bargaining 
power. 

The book ends with five valuable appendixes entitled: Textbooks in Ele- 
mentary Political Economy Used in American Colleges and Schools; Alpha- 
betical List of Textbooks (37 pages); Chronological List of Textbooks; Bib- 
liography (21 pages); and Index. 

T. N. Carver 

Santa Monica, California 


National Economies 


The Danube Basin and the German Economic Sphere. By ANTONIN BASCH. 
(New York: Columbia Univ. Press. 1943. Pp. xviii, 275. $3.50.) 


The Danube Basin has long been the happy hunting ground of the propo- ` 
nents of regionalism, both political and economic. In this group Dr. Basch will 
be classed as a moderate. Recognizing the advantages which might accrue to 
the peoples of this area from joint action, particularly in commercial policy, 
he nevertheless finds none of the recent proposals for federations and customs 
unions satisfactory; nor does he bring forward any concrete proposals of his 
own. This does not mean that the book lacks constructive ideas, but rather 
that the author is more concerned with emphasizing the principles which 
should govern the relation of the states of southeastern Europe than with 
tracing the outlines of new international institutions. 

- Designed as a study of the German trade drive in southeastern Europe, the 
book goes beyond a description of German policies and their effects on import 
and export trade: it gives a reasoned account of the origins of German policy 
and the circumstances in the Danube Basin which helped to make it effective. 
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In addition, the author draws from the experiences of the interwar period 
lessons useful for planning the next peace. 

The disastrous depression of the early thirties, low prices for agricultural P 
products, and disordered currencies furnished an ideal setting for executing 
the German New Plan of commercial policy which was introduced in September, 
1934. That policy aimed at nothing less than changing the territorial distribu- 
tion of Germany’s foreign tradz. Imports of raw materials and foodstuffs from 
southeastern Europe were greatly increased with the conscious purpose of 
making that region dependent economically and politically on the Reich. Dr. 
Basch, although a determined opponent of the nazi régime, admits that en- 
larged exports to Germany improved economic conditions in various Danubian 
states at a time when improvement was badly needed. Moreover, the German 
purchases provided a kind of economic security. But it was the same kind of 
security as that enjoyed(?) by the working classes under the nazis, ż.e., 
security with loss of freedom. 

Here, the author indicates, is a lesson for the architects of the next peace. 
The agricultural countries of the Danube Basin desperately needed larger. 
export markets. Germany stood ready to provide the markets but on terms 
that threatened servitude. Dr. Basch criticizes the Western Powers, prin- 
cipally the United Kingdom and France, for failing in 1936-37 to break the 
German stranglehold by competitive buying of Danubian grain and other 
products, but he admits that economic warfare of that sort might have pre- 
cipitated World War II. The conclusion seems inevitable that only an in- 
ternational agency with powers and duties previously defined by multi- 
lateral agreement could have successfully countered the German trade drive. 

The post-war problems of the Danubian states, the author predicts, will 
be those which have long perplexed their statesmen: how to find larger mar- 
kets for agricultural exports, relief from population pressure, poverty and 
lack of capital. For none of these interrelated problems can the solution be 
found within the boundaries of the region, nor even within an “integrated” 
Europe. Western Europe might, it is true, take substantially larger quantities 
of Danubian grain if the industrial states would abandon or effectively 
reduce agrarian tariffs. But in the markets thus opened Hungary and Ro- 
mania would have to compete with Canada, Argentina and the United States, 
if not immediately, at least when the urgent food shortages of post-war years 
had disappeared. To meet this situation, Dr. Basch foresees the need of 
“international commercial agreements granting certain export quotas to the 
agricultural exporting countries of Europe.” An alternative solution would 
be “an internationally supervised, gradually declining, preferential régime, 
strictly limited as to the period of duration.” Thus what was originally a 
Danubian problem overflows into a European problem and finally a world 
problem. 

Although a strong advocate of the expansion of trade on a multilateral 
basis, the author does not regard tariff reform as a cure-all. He grants that 
protective tariffs may occasionally be used beneficially to stimulate industry 
in “backward” countries. But the large-scale investment of foreign capital 
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will furnish the dynamic force which is necessary to raise the productivity 
of labor in the agricultural states of southeastern Europe. 
| Percy W. BIDWELL 
Council on Foreign Relations 
New York 


Management in Russian Industry and Agriculture. By GREGORY BIENSTOCK, 
Sotomon M. Scuwarz, and Aaron Yucow. Edited by ARTHUR FEILER 
and Jacon Marscuax. (New York: Oxford Univ. Press. 1944. Pp. 
xxxii, 198. $3.00.) 

This book is the first volume of a series of international studies published 
under the auspices of the Institute of World Affairs, established by the New 
School for Social Research. It is the result of a joint research project executed 
by the three authors under the leadership of the two editors, the late Arthur 
Feiler in the early stage and Jacob Marschak in the latter part. Marschak 
also wrote an extensive introduction (twenty pagesi. The authors were active 
in Russian public affairs until 1922. Since that time they have lived abroad, 
but their work has involved daily and thorough study of Russia. As the editor 
points out, the book is a result of a “systematic analysis of published sources 
by men who can read between the lines.” The reviewer agrees with this judg- 
ment. 

The principal sources on which the book is based are legislative materials, 
economic and legal literature published mainly in Soviet periodicals, and 
the daily press. The authors also used modern Russian fiction as a source of 
information to help them in interpreting the types of Soviet managers and of 
economic officials and their social backgrounds. 

Although the three authors do not accept a joint responsibility for the 
whole content of the book, but only for their respecive parts, the book is fairly 
compact and well organized and does not involve much repetition, a result of 
the teamwork of the authors, or of the editors’ efforts. The subject is wider 
than the title indicates, but presentation is limited to a relatively small space. 
The analysis of the management of industry (manufacturing) takes up two- 
thirds of this and that of collective farms the remzining third. 

The reasons why the scope of the book appears wider than its title indi- 
cates may result from the peculiar position of the Soviet manager of an 
industrial enterprise, as compared with a manager of a private capitalistic 
enterprise. The rights of the Soviet manager to administer, particularly to 
administer property of the state-owned enterprise, and still more his ‘power, 
are so limited by the prerogatives of the state institutions and by the inter- 
ventions of the various organs of the Communist Party, that a study of the 
management of industry in the U.S.S.R. must include a great deal of study 
of governmental economic organs, such as industrial People’s Commissariats 
and their main industrial boards and trusts, as well as a study of various 
government planning institutions and of the rôle of the Communist Party in 
industrial management. The authors really do this, although they intended, 
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so the introduction states, to put emphasis on the single industrial plant and 
the single collective farm, or still more narrowly, on the managers or chair- 
men of these enterprises. 

As the authors point out, tha power of the Soviet manager of an industrial 
enterprise continues to be limited in spite of the repeated declarations of the 
high organs of the State and Party that the plant manager should have full 
autonomy in the field of production. From the analysis of the relationship 
between management and employees given by Schwarz (chap. 3), it appears, 
however, that. beginning with the late twenties the position of the manager 
within the industrial plant was fortified in relation to employees. He was less 
hampered in his work by the workers’ plant committee. At that time trade 
unions lost their importance both inside and outside the plant. In the thirties 
the hiring of labor was completely under plant management without any in- 
fluence of unions, and the collective contracts with workers were discon- 
tinued. The Soviet manager cf an industrial plant is more free to hire and 
fire labor than to dispose of property. 

The chapter on the origin and general types of plant managers (chap. 9, 
also by Schwarz) is of sociological interest. The approach here, as in other 
chapters, is historical. The changes are traced from the early period of revolu- 
tion, through the period of the New Economic Policy and the Five-Year Plans 
to the situation at the beginning of the war. The author emphasizes the im- 
portant rôle acquired recently by young Communist technicians in the high- 
est state institutions of the U.S.S.R. Engineers are as numerous among the 
People’s Commissars in the U.S.S.R. as lawyers among the members of cabi- 
nets in the capitalist countries. This indicates a clear trend from legalism to 
technocracy. 

Output, cost, profit, prices and credit in industrial enterprises are covered 
in the first part of the book (chaps. 6 and 7). Yugow, who is responsible for 
these subjects, treats them with special attention to the position of the plant 
manager. 

Yugow is also responsible for the second part of the book, which discusses 
the management of collective farms. In the cpinion of the reviewer, the prob- 
lems here are treated less satisfactorily than the problems of industrial man- 
agement. This may be due partly to the fact that source materials are less 
satisfactory, but the author was not sufficiently critical in his use of them. 
There are several inaccuracies in the intreductory chapter (chap. 10), in 
which the author attempts tc present in a limited space the development of 
Soviet agrarian policies. It is erroneous to treat the Soviet policy in relation 
to collective farms during the period of the New Economic Policy (1922-28) 
as a continuation of a similar policy during the early period of War Com- 
munism (1918-21). In the opmion of the reviewer, it is also incorrect to say, 
as does Yugow, that the new radical agrarian policy of forced collectivization, 
accepted in 1929-30, was imperative because agricultural productivity could 
not be raised on the peasant farms. The author is correct when he says that 
the policy of zigzags and half-hearted concessions to the well-to-do peasantry, 
characteristic of the later years of the New Economic Policy, had an adverse 
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effect on the economy. But it is reasonable to believe that, if the government 
had adopted a policy of stable and whole-hearted concessions to the upper 
strata of the peasantry, agricultural productivity would have increased rapidly. 
This is substantiated by the rapid recovery of agriculture during the period 
1922-26. Recovery then was more rapid than in any other period under the 
Soviet government, including the period of stabilized collectivized agriculture 
after 1935, concerning which Yugow is very optimistic. Consequently, the 
reason for forced collectivization was more political than technological. . 

In the same chapter (p. 137), the author accepts the legend spread by 
propaganda; namely, that extreme fluctuations of crop yield, formerly char- 
acteristic of Russian agriculture, have abated considerbly since the stabiliza- 
tion of collective farming. This is not based on objective data, since com- 
prehensive crop statistics have not been revealed for recent years. The thesis 
could not be proven even if such statistics had been published, since the 
period after the stabilization of collective farms, which may be counted from 
1935 or from 1937, is too short to demonstrate any fact statistically. Further- 
more, the technological changes in agriculture introduced by collectivization 
could not result in a great degree of stabilization of crops in the climatica] 
conditions prevailing in the principal agricultural areas of Russia. Tractors 
and combines are used not only in the U.S.S.R., but also in Australia, in 
Canada, and in this country, but their use has not reduced the variability of 
crops in regions climatically similar to the main crop regions of the U.S.S.R. 
Generally speaking, Yugow uses Soviet crop statistics without analyzing 
them sufficiently to see if they are comparable from one period to another. 
This also affects his conclusions on the income of collective farms, 

In the remaining chapters of the second part, the author treats satisfactorily 
such problems as the constitution and administration of collective farms, the 
organization of work on them, the relation of collective farms to the govern- 
ment and the Communist Party, and the planning of work on collective farms. 
In discussing the last two problems, he shows how little self-government 
exists in the administration of collective farms and how little voice the 
management has in the planning of the utilization of land and other prop- 
erty, not to mention the voice of the members of the collectives. 

In discussing income and incentives on collective farms (chap. 15), the 
author failed to mention that the share of the government in the kolkhoz 
income in kind was not only large, but had a tendency to increase during 
the recent pre-war years, at the expense of the share of the members of 
collectives. From semi-official information in the Soviet press, it appears that 
in 1937, 36 per cent of the grain produced on collective farms was distributed 
among members of the collectives; in 1938, 27 per cent; and in 1939, only 
23 per cent, while Yugow says that for 1937-39 about 40 per cent of the 
kolkhoz income in kind was distributed among members (p. 167). 

Notwithstanding these faults, the book deserves the attention of all people 
interested in the economic experiment of Soviet Russia. It supplies valuable 
information based on objective data, interpreted by competent specialists, 
particularly in the part discussing industrial management. It should be 
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studied by students of economic systems, by students in business adminis- 
tration, and by business men who expect to have closer contacts with the 
Soviet Union after the termination of the war than they have had heretofore. 
V. P. TIMOSHENKO 
Food Research Institute 
Standford University 


“Soviet Planning and Labor in Peace and War; and Soviet Economy and the 
War. By Maurice Doss. (New York: a Publishers. 1943. Pp. 
124; 95. $1.00 each.) 


The task of these two small volumes is to summarize in a form convenient 
for general circulation a considerable body of historical and current infor- 
mation concerning the organization, function, achievement, and war-situation 
of the Soviet economy. In Mr. Dobb’s words, he “does not claim to do more 
than collate material than is familiar ae to those who have made any 
study of the subject in recent years, . . attempts no novel judgments, . 
[undertakes] no special research into new data.” His volumes are directed 
at those of ús who are not fully familiar with the source material. Because 
many economists, as well as most of the general public, are deficient in a 
factual knowledge of the Russian industrial organization, they should serve _ 

a definitely useful purpose. 

Soviet Planning and Labor presents a brief history and descriptive analysis 
of the organization and aims of Soviet economic planning; an exposition of 
Russia’s monetary system and of its fiscal, credit, and price policies; and an 
analysis of the character and working of its labor and wage policies. It is 
concluded with an appraisal of the effects of the war upon Russian productivity 
up to the siege of Stalingrad. Seviet Economy and the War begins with a 
statistical history of the growth of Russian national output from 1913 to the 
outbreak of the present war. It continues with a brief appraisal of Soviet war 
potential, an analysis of industrial location policies, a description of the 
organization of the collective farms, and some explanation of the function of 
trade unions in the Soviet. 

Although the two volumes are thus supplementary, they are not organized 
to form an orderly sequence and do not purport to represent a comprehensive 
or highly systematic treatment of the Soviet economy. They nevertheless cover 
a surprisingly large amount bf territory and do so extremely well. The 
factual description is adequate and precise without being overburdened with 
minute detail. The evolution of the State Planning Commission (Gosplan) 
and the manner of its operation are well treated. Considerable attention is 
devoted to the various aspects of the Soviet financial operation, including 
“enterprise profits,” the turnover tax, credit extension, voluntary saving, and 
the regulation of the price-ccst margin for consumer goods. In the labor 
sphere some attention is devozed to the Stakhanovite movement, to the ex- 
perience with incentive wage plans, and to the participation of labor groups 
in planning. The evolution cf the collective farms and of their physical and 
financial relationships to the national economy is also discussed. The statistical 
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treatment of the rise of Russian national output since the pre-Revolutionary 
period is well handled and interesting. 

In addition to marshalling a good deal of information, moreover, Mr. Dobb 

“has done an excellent job of elementary analysis in explaining the ends of 
national planning and the methods by which they can be implemented. In 
treating these essentially theoretical matters he has wisely de-emphasized 
numerous abstruse and (in practice) secondary theoretical issues while em- 
phasizing the principal problems of actual policy. The resulting exposition is 
adequate without being overly technical. His explanation of the secondary 
rôle played by finance in a socialist economy, of the modifications of tax 
policy which logically follow upon the elimination of property incomes, and 
of the minor importance of the traditional consumer-choice problem in Soviet 
planning to date is especially acute. Although for professional readers this 
analysis of planning will not be novel in content, it may well be novel in 
clarity and conciseness of exposition. 
Joe S. BAIN 
University of California 
Berkeley 


Economic Systems ; Post-War Planning 


Omnipotent Government. By Lupwic von Mises. (New Haven: Yale Univ. 
Press. 1944. Pp. ix, 291. $3.75.) 


The title of this book, as well as Professor Mises’s well known attitude 
toward government control of economic life, indicates the basic tendency of the 
study and greatly excites the interest of the reader. One would expect that 
the author would deal with the basic problems of planned economy in democ- 
racy, of progress and security, and that he would discuss the vital question 
of hew far any government’s interference in economic life could go without 
impairing the fundamental working of democracy and without infringing 
the principles of freedom. The author had a good case for analyzing the 
dangers to national welfare and freedom which bureaucratic handling of eco- 
nomic problems generates. This reviewer, however, is afraid that Professor von 
Mises has weakened his case by his absolutely uncompromising opposition to 
what he calls étatism or “statolatry” and by his unrelenting consistency in 
presenting “laissez-faire capitalism” in its orthodox and theoretical form as 
the only acceptable economic system. 

In this book, which bears many signs of his wide knowledge, experience 
and pertinent observation, the author does not concentrate on economic 
problems, but deals also with history, politics, philosophy, military questions, 
social problems, etc. On all these matters it contains sweeping statements 
which are pronounced with well-nigh authoritarian dogmatism. 

More than half of the study is devoted to the problems of Germany and 
the German nation. Although many of the author’s observations are ex- 
tremely interesting and shrewd, von Mises has not arrived at any really new 
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conclusions concerning the problem of Germany in general or of nazism in 
particular. An exception is perhaps the emphasis he puts on the rôle and ` 
responsibility of étatism with regard to the development of Germany before 
1914 and to the origin of nazism. His view of the rôle of the German Social % 
Democrats and of the influence of the German Chair Socialists represents 
one more attempt to explain the complex German problem. Some of his 
observations are certainly correct and might initiate a fruitful discussion; 
others will have to be subjected to careful scrutiny. 

Written around the central scheme of the dangers of étatism, the book 
handles so many different problems that it is impossible to examine all of 
them within the scope of a review—even if the reviewer should feel compe- 
tent to deal equally well with economics as with items of. history, military 
science, and philosophy. 

The first part of the book is devoted to the collapse of German liberal- 
"ism. Liberalism “had not yet fulfilled its task when it was defeated by 
étatism, nationalism, and socialism,” all these ideas “penetrating into’ Ger- 
many from the West.” To them should be added militarism which played 
such an important part in the development of the German policy of aggres- 
sion but of which one can hardly say that it came from the West. The author 
refutes the oft-repeated statement that the bankers, big business men and 
capitalists in general had deserted liberalism, pointing out that the great 
majority of the German nation consisted of wage 2arners, artisans, small 
farmers, and shopkeepers, and that these men determ:ned the outcome of the 
elections. The explanation of why the vast majority of the German nation has 
turned that way is still missing. 

In the second part of the book, called “Nationalism,” various topics such 
as étatism, autarky, protectionism and nationalism, are analyzed, again 
with special regard to Germany. Here the author develops his concentrated 
attack against étatism in all forms. He presents many excellent arguments 
showing how damaging government interference with economic matters can 
be. By holding étatism wholly responsible for all mistakes and errors, he 
oversimplifies his case or advances arguments which are not altogether con- 
vincing. A few samples may be quoted here: “Within a socialist society there 
is no room left for freedom and socialism must lead to the dissolution of 
democracy... . Socialism as a universal mode of praduction is impracticable 
because it is impossible to make economic calculations within a socialist 
system. ... Socialism in one or a few countries is not yet true socialism; 
socialism in Russia and in Germany have been working in a world the 
greater part of which still clings to a market economy... . Socialism con- 
fined to one or a few countries in the midst of a world capitalist economy 
is only an inefficient system. And the German pattern is less inefficient than 
the Russian. .. . Social coöperation and the division of labor can be achieved 
only in a system of private ownership of the means of production.” 

Von Mises repeats and strengthens his fundamenta: opposition, known from 
his previous writings, to any kind of interventionism including social policy. 
He states once more: “There is no third system between a market economy 
and socialism—unless chaos is considered an alternaczive. .. . Interventionism 
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begets economic nationalism and thus kindles the antagonism resulting in 
war.” To assert that “modern monopoly is the result of government policies 
aiming at a reform of the market economy and would collapse with a regime 
of free trade” is to do away with the whole theory of imperfect competition 
and not to see the problems of big industrial combines due primarily to their 
technological strength. 

Rather brief is the section on German protectionism, though this policy is 
rightly regarded by many as one of the most important steps in the economic 
development of Europe. Faced with the choice of adopting the free trade 
policy of Great Britain or “imitating half-barbarious nations like Russia,” 
Germany chose the second path. Why could Germany not have acted on 
her own, and why should she have imitated Russia which after all was not 
important for the world economy? The influence of nationalism and especially 
of ultra-nationalism in domestic as well as in international economic policy 
invites a detailed analysis. Von Mises touches only upon some of its aspects. 
(It is somewhat surprising to read that the Poles and the Czechs substituted 
an aggressive nationalism for the democratic principle of nationalism, and 
that very soon German nationalists adopted the same attitude. It seems to me 
that the author sometimes tries to embrace too many topics without taking 
the time to check on all pertinent data. ) 

The third part of the book is devoted to “German Nazism” and the prob- 
lems related to it, Pangermanism is described as a special case of nationalism. 
It had support in all parts of the German nation. The imperial government 
entertained factual political coöperation with all groups hostile to capitalism, 
free trade, and an unhampered market economy. Von Mises criticizes the 
German Social Democrats very severely and tries to dissipate the widely 
held opinion of the pacific and liberal nature of this movement. However, he 


. goes so far as to write: “The Labor Unions became in effect a public agency 


‘entitled to use violence to enforce their ends as were later the pogrom gangs 


in Czarist Russia and the Storm Troopers in Nazi Germany.” The reader 
might easily get the impression that von Mises distributes his blame between 
capital and labor unevenly throughout the book. He says, for instance, that 
high or not adequate wages have usually been the reason for demands of cus- 
toms duties, without bearing in mind the tariff demands of manufacturers, 
farmers, and so on. According to Professor von Mises the ideas of nazism 
were developed by the Pangermans and the Socialists of the Chair in the last 
thirty years of the nineteenth century. Antisemitism is discussed at some length 
and the author concludes with the certainly interesting assertion that the 
present war would never have originated but for antisemitism. 

Original though not very profound is the chapter on the Weimar Republic 
and its collapse. According to von Mises, the Germans would have decided 
in favor of democracy in 1918. The socialists, however, wanted not democracy, 
but rather dictatorship of the proletariat, and therefore the idea of democracy 
soon became suspect. The Germans had then only the choice between the two 
dictatorships of the communists and the nationalists. The only real alternative 
to nationalism was the adoption of unrestricted free trade. The whole 
German nation, however, favored a policy of government interference which 
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could result only in Zwangswirtschaft (to the author synonymous with planned 
economy). 

While von Mises considers the peace treaties outstanding examples of 
‘political failure, he does not think that the Versailles Treaty was bad as far 
as Germany was concerned. The failure was that the Allies permitted Ger- 
many to defy some of its important clauses. In the opinion of the author there 
was no such thing as a transfer problem of the German reparations “for col- 
lecting at home the amount of Reichsmark required for the payment auto- 
matically provides the quantity of foreign exchange needed for the transfer.” 
Many books were written dealing with the problem of transfer and examining 
in detail the conditions under which this automatic mechanism could work. 
The matter is certainly not so simple as it is pictured by von Mises. 

"The Great Depression was international but only in Germany did it result 
in the victory of a party recommending war as a panacea. “The entrepreneurs 
preferred to be reduced by Nazism to the status of shop managers than to 
- be liquidated by communism in the Russian way.” Surprising as it may sound, 
in the opinion of the author there was no other course open to them. But did 
the German people, including the entrepreneurs, really try another way? 

Von Mises raises the question so often posed by various writers, namely, 
why the nazi régime has not in time met with a vigorous opposition in other 
parts of the world. His explanation is rather simple. “The fundamental tenets 
of the Nazi ideology do not differ from the generally accepted social and 
economic ideologies.” With regard to “the dogmas of the present day un- 
orthodox orthodoxy there is no difference between present day British Liberals 
and the British Labor Party on the one hand and the Nazis on the other. 
Fabian and Keynesian unorthodoxy resulted in a confused acceptance of the 
tenets of Nazism.” This is another example of von Mises’s oversimplifications. 
Whereas it is undoubtedly appropriate to warn against the danger of believing 
and following various of the nazi economic miracles, to explain the failure 
of intellectual resistance to nezism by the general inclination toward étatism 
-is to take but one feature out of an extremely complex problem. 

The last part of the book deals with the future of Western civilization. 
Obviously Professor von Mises disagrees with international planning, because, 
in his opinion, planning and capitalism are utterly incompatible. He repudiates 
not only the idea of a world government, which has not been seriously pro- 
posed, but also any kind of planned international economic coöperation. This 
applies equally to monetary planning, to an international trade authority, or 
to the organization of international capital transactions, One chapter is de- 
voted to peace schemes. He discusses armament control and expresses himself 
as in favor of the complete eradication of nazism and as opposed to a 
dismemberment of Germany and to a transfer of population. He advocates a 
union of the Western democracies, based on free trade, and the creation of 
an Eastern democratic union including all nations between Germany, Switzer- 
land, Italy, and Russia. This union as proposed by the author would have a 
central executive power, and thus would not be a simple federation. It would 
in some aspects of its executive organization resemble the old Austro- 
Hungarian Empire. 
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In his conclusions the author reveals once more his Cato-like, uncompromis- - 
ing belief in a complete laissez-faire capitalism. Durable peace is possible only 
under perfect capitalism. In such a world of unhampered market economy, 
the scope of government activities would be limited to the protection of the 
lives, health, and property of the individuals against violent or fraudulent 
aggression. In a world of perfect capitalism, entirely free trade and free 
migration, no international conflicts could arise. There would be no economic 
causes of war. This perfect liberalism is, however, impracticable because, 
accorcing to the author, most people are still too unenlightened to grasp its 
meaning. If this is really so, then government interference with business will 
continue, étatism will not be destroyed, and protectionism will create new 
international conflicts. 

People who do not believe in the eminent importance of economic causes of 
war might say with equal right: In order to avoid war we have to establish 
deep religious faith everywhere and return to primitive Christianity. How- 
ever, such utopian ideas will not help solve the great difficulties facing the 
post-war world! 

This reviewer regrets that Professor von Mises has stated his case, in some 
instances so brilliantly expressed, in this rather negative and maximalistic 
form. As von Mises himself says, he does not expect that his perfect capitalism 
will be introduced; however, he does not see any alternative except complete 
socialism or chaos. Perhaps he purposely overstates his case in order to 
emphasize the danger of exaggerated étatism and ultra-nationalism, and the 
menace of planned economy for freedom and democracy. But I wonder whether 
this purpose could not have been achieved more effectively by entering into 
a detailed and constructive discussion of some of the vital economic problems. 

Though this reviewer cannot agree with Professor von Mises on a number 
of important subjects, he certainly recommends the reading of his book. It is 
highly stimulating and, in these times of indiscriminate advocacy of govern- 
ment intervention and of popular belief in the wisdom and power of bu- 
reaucracy, this book might have a sobering effect, inducing the reader to 
consider more critically the rôle of the government in economic life. 

ANTONIN BASCH 


Columbia University 


Comparative Economic Systems. By RALPH H. Biopcett, (New York: Mac- 
millan. 1944, Pp. xi, 845. $4.00.) 

The widespread interest in planning for the post-war years and in under- 
taking political and economic measures which will assure a lasting and 
prosperous peace makes particularly welcome the appearance of an authorita- 
tive, clear, and well-integrated textbook on comparative economic systems. 
The war has necessarily made students aware of the vital character of politi- 
cal and economic systems. It has even made the study of this field a “practical” 
matter to many whose interest in economics once went no further than 
applied business courses in which profit seemed immediate and sure. And 
those of us who were teaching before Pearl Harbor may hope that interest 
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in such vital matters as those presented in Comparative Economic Systems 
will not decline. There is now more room than ever for the well-trained 
mind which can distinguish truth from prejudice in molding the course of 
events In the critical years ahead. 

Although now is the time to be prepared with text materials to meet the 

need for fact in a much contused field, and even though there has been 
room in the college market for £ good book on comparative economic systems, 
it takes considerable courage to publish a book in this field at this time, 
Changes brought about by the Second World War are bound to make revision 
of such a book desirable between galley and page proof. Shortly after pub- 
lication of the book under review, for example, a program for granting 
autonomy to the Soviet republics was announced which presumably will alter 
economic as well as political arrangements; capitalist Britain had received 
a “four-year plan” from Prirce Minister Churchill; “occupied” Italy was 
purging itself of fascism and groping toward new economic postulates; and 
capitalist America was placing much emphasis and reliance on post-war plan- 
ning. Indeed, it can be said that planning shows signs of becoming a respectable 
word in capitalist countries as well as in fascist and socialist nations. Such 
war-induced changes in the so-called capitalist countries, modifications in 
the Russian ssytem, and the collapse of the Fascist and National Socialist 
parties in Italy and Germany, as well as other war-caused dynamics, can 
raise havoc with the completeness and accuracy of any textbook in this 
field. 
Yet, no textbook writer can expect to wait for the world to calm down 
and no one would wish to see college students deprived of the best textbook 
materials available during this period of rapid and cataclysmic changes. Dr. 
Blodgett has written a book which gives the student a good picture of com- 
parative economic systems as they existed when the present war moved into. 
high gear. He has employed in this difficult field a clear, easy, and teachable 
style and an excellent handling of economic principles and concepts, already 
_ well demonstrated in his principles and problems books, for the benefit of those 
students who have difficulty in understanding the essentials of “planned” 
and “unplanned” societies. | 

Besides clarity of style and presentation, the strong feature of this book 
is its use of the “topical” approach. It represents the first attempt to 
_ synthesize the principal characteristics of the various economic systems by 
reference to the important phases of economic life. Thus, the author dis- 
cusses the applicability of economic principles and the economic institutions 
found in each system, follows this discussion with the bases upon which 
economic decisions are made, and then moves into the organization of in- 
dustrial and agricultural production for the various systems. Following a 
treatment of the mechanism <f exchange and the operation of credit and 
investment institutions, the author introduced—much in accordance with the 
outline of standard economics principles textbooks—his analysis of the 
distribution of income, the status of labor, international trade and public 
finance. The main portion of tae book is then concluded with chapters con- 
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taining a summary evaluation of capitalism, socialism, Soviet Russia, and 
fascism. 

Separated from the rest of the book as Part II are five chapters on Marxian 
socialism, with 140 pages devoted to such matters as the Marxian philosophy 
and interpretation of history, theories of value and wages, the class struggle, 
and predictions as to the breakdown of capitalism. By separating the discus- 
sion of Marxian socialism, Dr. Blodgett has made it possible for teachers to 
use or to eliminate this section of this book. Even though the analysis of 
Marxian socialism is exceptionally well done on a level quite suitable to 
the college student who would flounder in following Marx’s ponderous style 
in the original, some teachers will find Part II to be too long as a summary 
and too short as a thorough analysis. 

Interspersed throughout the book are excellent discussions of the theoretical 
aspects of capitalism and socialism with lucid analyses of the advantages and 
drawbacks of these systems. Indeed these analyses and the other places 
where the author deals with economic principles and their application are 
the best parts of the book. The author also follows each chapter with provoca- 
tive and well chosen topics for discussion and analysis. Teachers of economic 
principles will appreciate the author’s use of principles since students can 
hardly be taken over such ground too often, nor can they be overexposed to 
concrete application of fundamental economic theory. 

While the author has made a contribution in introducing a topical approach 
to comparative economic systems and in considering capitalism along with 
the foreign “isms” so customarily overemphasized in such texts, this reviewer 
would like to see the topical synthesis carried much further. The author 
still tends to treat the various systems separately within each important 
phase of economic life. There are innumerable opportunities in discussing 
the Soviet system or fascism to draw comparisons with American or British 
political and economic policy. The author does this occasionally, but so 
infrequently as to lead an uninformed reader to overlook the many cases ` 
in which American or British regulations, plans, and business practices 
are strikingly similar to those in “planned”’ economies. 

Thus fascist regulations of business activity, such as “unfair competition,” 
have supposedly been made to protect the public welfare against individual 
selfishness. The National Socialist Party undertook certain controls with 
the avowed purpose of opening the way for private industry and trade. 
These and other controls of production, prices, distribution, and labor 
relations in Russia, Italy, and Germany smack of the flavor of business and 
labor controls developed in this country and in Great Britain, The so-called 
capitalist countries may pride themselves in believing that controls developed 
in the emergencies of the Great Depression and the Second World War are 
temporary and can be removed at will. But the fact that these controls have 
been tolerated to an increasing extent over the last three decades and the 
fact that they are even invited by various business and labor groups should 
make their comparison with controls in foreign systems valuable. The in- 
formed student should never be lulled into the belief that differences exist 
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when they do not. And he should be prepared to realize the nature, extent, 
and implications of these contrais. Not that the controls introduced in capitalist 
America and Britain may be wholly or partially undesirable, but the indi- 
vidual today cannot know where our economic system is going, and cannot 
draw his own conclusion as to whether he wants it to go that way, without 
such information and comparison. 

The lack of a thorough synthesis in this book may be due to some extent 
to the author’s tendency to compare actual experience in Russia, Italy, and 
Germany, with ideal capitalism. Had the author drawn more upon comparisons 
with actual controls in Great Britain and the United States, this tendency 
might have been eliminated. If the findings of such investigations as that of 
the Temporary National Econcamic Committee had been used as a back-drop 
against which to compare the fascist and socialist economies, a more accurate 
picture of the comparative aspects of economic systems could have been 
drawn. Economic systems in practice do not present as many clear-cut 
economic differences as is usually suppased and as is ordinarily implied by 
the heavy reliance of textbook writers upon the comparison of theoretical 
capitalism with theoretical socialism or fascism. 

On the whole, the analysis of German National Socialism and Italian 
Fascism appears to be adequaie, clear, and accurate. But in the description 
and evaluation of certain aspects of Russian economy, the book seems to 
this reviewer to have certain weaknesses which detract from the otherwise 
excellent presentation. Too much reliance has been placed on secondary 
sources and rather too much material has been drawn from the one-sided 
accounts of such vigorous cri-ics as Utley and Florinsky, particularly in the 
analysis of Russian production. Despite the author’s recognition at certain 
points that the pre-socialist economy of Russia was so backward as to 
place Soviet Russia far behind outstanding capitalist nations thirty years 
ago, the author still leaves the reader with erroneous impressions by com- 
paring worker productivity in Russia with that of capitalist countries. Con- 
sideration of the economically primitive state af Russia in 1914 with the 
accomplishments three decades later leaves a different impression than a 
comparison of steel producticr per worker at the end of the first Five-Year 
Plan with such production in the United States or Germany. Moreover, the 
record of Russian production displayed by the availability of equipment in 
the present war, coupled with the enthusiastic reports of Wendell Willkie, 
Donald Nelson, and Eric Johnston, do not support the impression gained 
from Dr. Blodgett’s book. Of course, much of this impression may be unin- 
tentional. Data on Russian production are scarce and recent data almost 
unavailable. Moreover, war uniarnesses technology and stimulates productive 
effort. 

Another matter which has caused this reviewer some concern, particularly 
in the discussion of Soviet Russia, has been the practice of the author of 
paraphrasing criticisms of vigorous antagonists without making clear that 
these criticisms do not necessarily represent his own conclusions. It would 
have been helpful to the student to have these criticisms well identified and 
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for the author to assist the student in weighing these criticisms by making 
some evaluation of them as the various subjects are discussed. 

As would be expected within such a complicated field as comparative 
economic systems, few persons could agree on the proper approach and 
content of such a book. It seems to this reviewer that the departure of 
actual social systems from theoretical capitalism or socialism is so great 
and economic aspects so fused with political and cultural factors that any 
book on comparative economic systems encounters difficulties in outlining 
clear-cut patterns which no longer exist. With the tendency for capitalist 
nations to adopt certain principles and practices heretofore identified with 
socialism and fascism, and with such countries as Russia recognizing and 
adopting some of the characteristics of capitalism, a new variety of economic 
system is emerging. Certainly events of recent years and post-war probabili- 
ties indicate that sharply defined economic patterns may become increasingly 
difficult to find. Perhaps we need textbooks and courses which will draw 
together and evaluate social, economic; and political characteristics of the 
leading nations of the world. But within the framework of present courses 
and texts on comparative economic systems, Dr. Blodgett has written an 
excellent book which should be widely accepted in the classroom and should 
furnish the basis for a new approach to the subject, an approach emphasizing 
the synthesis of economic phases of modern society. 

Harotp D. Koontz 

Washington, D.C. 


Civitas Humana—Grundlagen der Gesellschafts- und Wirtschaftsreform. By 
WILHELM RO6pxeE. (Erlenbach-Ziirich: Rentsch, 1944, Pp. 408.) 


The author is known to English speaking readers through a number of 
studies, including his books on Crises and Cycles, German Commercial Policy 
and International Economic Disintegration. The present work by Dr. Röpke 
follows up his earlier study, entitled Die Gesellschaftskrise der Gegenwart, 
published in 1941. It opens with a discussion of possible ways of organizing 
the economy. Collectivism is rejected and the only alternative is considered 
to be a free enterprise economy. That does not mean capitalism in its tradi- 
tional form: what Ropke visualizes is a truly competitive, free enterprise 
economy in which monopolies would not be tolerated. Such a system can- 
not, however, be expected to develop from /aissez faire; a well-conceived and 
active policy is required to bring it about and to preserve it. Such a policy 
would first of all have to provide the necessary framework, safeguarding 
against violation of the “rules of the game.” Another type of measure (“liberal 
intervention”) should serve the purpose of facilitating necessary adjustments. 
Other measures should aim at effecting changes in the economic as well as 
in the social structure (“economic humanism”). Changes in the economic 
sphere should be mainly in the direction of decentralization, those in the 
social sphere in the direction of “de-proletarianization.” 

The social reforms, providing the necessary background, are dealt with in 
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the three following sections, entitled “Ideological Basis,” “State” and ‘“‘So- 
ciety.” This review will confine itself to a discussion of the economic aspects, 
dealt with in the introduction and taken up again in the concluding section 
of the book, Elaboration of the international problems, treated only very 
briefly, is promised in a later study. 

Collectivism (planning, socialism) is considered to be the “deadly peril 
of the Western World.” It is not compatible with democracy, except in war- 
time. It is indeed, the author emphasizes, closely connected with war, as 
modern warfare requires a highly planned economy and states with planned 
economies are likely to be in favor of war-—-to make planning indispensable. 
The system lacks a guiding principle to determine what and how much to 
produce, as various economists have proved to Dr. Répke’s satisfaction; no 
reference, however, is made tc those other economists who have shown that 
free consumers’ markets may be preserved as a guiding principle in a collective 
as well as in a free enterprise economy. 

Even those who do not share the author’s extreme views on collectivism 
might at first sight accept his alternative, free enterprise economy without 
monopolies, backed and supplemented by adequate measures of economic 
policy—-provided that it can be realized and kept working. But it is pre- 
cisely at this point that the author fails to reassure us. The crucial problem 
of how to eliminate monopolistic influences is hardly dealt with, an omission 
for which Dr. Röpke apologizes in his preface. He makes some contribution 
in that direction, however, by his suggestion to decentralize industry, re- 
placing giant enterprise by small- and medium-sized plants, scattered in 
small towns, offering pleasant living conditions. That, incidentally, is perhaps 
the main positive suggestion zhat the euthor has to offer. 

On the whole, much more is said about what should not be done than about 
what should be done. Agrarian protectionism of the last decades is sharply 
attacked. Much space is devoted to anti-cepression and full-employment 
policies of the Keynesian type. One might perhaps have surmised that Ropke’s 
“liberal interventionism” might allow for such measures; but that is not the 
case. Depressions, the necessary correctives of a disturbed equilibrium, are 
inherent, we are told, in every economic system, be it collectivist or free. 
Adjustments cannot be avoided. In a free enterprise economy they occur 
spontaneously and achieve their purpose accurately without sacrifice of free- 
dom and flexibility. These adjustments are, however, often slow and involve 
painful and unnecessary losses and individual hardship. “Regimented” adjust- 
ment has the merit of quick and effective action to overcome symptoms (un- 
employment), but the enormous drawback that it inevitably entails com- 
pulsion, ruthlessness and clumsiness and makes it impossible to reach again 
a true equilibrium. All this is of course highly controversial; still more so is 
the assertion, which we find later in the book, that full employment is not 
compatible with a free enterprise economy (“dass die von Keynes behauptete 
Vereinbarkeit von Vollbeschaftigung und Marktwirtschaft nicht besteht”). 

One might have assumed that “econamic humanism” would include meas- 
ures of increasing social security. But this, again, is not the case. Measures 
of the type outlined in the Beveridge Plan are rejected. What the author has 
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in mind when he speaks of economic humanism is not redistribution of 
income but some redistribution of wealth, with every family possessing its 
own house and some small piece of land. This may be an attractive picture; 
but the question remains whether those exposed to unemployment and 
suffering from the lack of social security would actually prefer Dr. Ropke’s 
alternative to active employment and social security policies—even if these 
involve some sacrifice of “freedom.” 
GERTRUD Lovasy 
Princeton, N.J. 


Beyond Victory. By JERRY Vooruis, (New York: Farrar and Rinehart. 1944. 
Pp. xiv, 240. $2.50.) 


In its general form, the plan of Congressman Voorhis for winning the 
peace is an elaboration of the Atlantic Charter. Its first five chapters ra- - 
tionalize the Freedoms. Its next three chapters, the longest and most sub- 
stantial in the book, deal chiefly with means for attaining Freedom from 
Want. Then, after attacking “racial” arrogance and insisting on the real 
unity of our apparently numerous “worlds,” it concludes by pleading for the 
vision and leadership which will induce us to pay the price of the Freedoms. 

The program for Freedom from Want, if we omit the repetition of conven- 
tional devices and New Deal expedients, contains several interesting pro- 
posals. Internationally, debtors are apparently to be relieved from paying 
in any other form than that of goods-and-services exports. That is, creditors 
are not to acquire ownership of the debtor’s capital, or means of production. 
The intention of this proposal, including its application to private foreign in- 
vestment, is left somewhat obscure by failure to distinguish clearly between 
have-not states on one side and their people and private business units on 
the other. Domestically, although the oversaving-underconsumption theory 
of depression is implicitly accepted, public works are played down and the 
emphasis is given to monetary and fiscal measures. In particular, the addi- 
tional money which is necessary to prevent the growth of production from 
causing “deflation” and depression (the author does not distinguish between 
an increase of production and a decrease of money as a cause of falling 
prices) “should be credited upon the books of the nation, not debited as is 
done at present.” To illustrate, the government might be credited with bank 
balances, not subject to interest payments, to the extent of the new money 
required, At any rate, it “should create and spend into circulation” enough 
to stabilize the (product) price level. Since the money could be spent to buy 
up government obligations, the proposal resembles the Fisher plan for con- 
necting debt retirement with currency expansion under a system of ‘100 
per cent money.” 

As a contribution to the will to peace, this work is decidedly attractive. The 
style is spirited, and even the occasional excursions into the field of faith . 
are too pertinent to be treated lightly. As a diagnosis of international war, 
however, it oversubscribes to economic determinism. On the whole its treat- 
ment of “nations” neglects the distinction, so emphatically drawn by Sir 
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Norman Angell, between politizal states and their people, and the statehood 
of its nation-states is overdone in comparison with nationality and the at- 
titudes which characterize it. Thus the conclusions are much in the Leninist 
tradition of “imperialism,” as contrasted with the conclusions of, say, Eugene 
Staley. Again, there is too much stress on freedom from material want and 
not enough on freedom from wanting power over other nations. The “eco- 
nomic” cures for international! war might Lave been brought into better 
perspective if the author had noted that men compete for social standing; 
that the plane of competition falls as the size of the social group increases, 
and is lower for inter-group than for intra-grcup competition; that the plane 
is particularly low where national groups compete, and that it hits the 
bottom where the most “patriotic” nations are competitors. 

| Bruce W. KNIGHT 

Darimouth College 


Business Cycles and Fluctuations 


The Dynamics of Business: An Analysis of Trends, Cycles, and Time Rela- 
tionships in American Economic Activity since 1700 and Their Bearing 
upon Governmental and Business Policy. By NORMAN G. SILBERLING. 
(New York: McGraw-Hill. 1943. Pp. xii, 759. $5.00.) 


For almost thirty years before his untimely death in 1942 Norman J. 
Silberling was a keen and diligent investigator of economic change. Well 
trained in the systematic theory taught at Harvard just before and during 
the First World War, he turned early in his career away from systematic 
theory and devoted his life to the quantitative study of business dynamics. 
He became Professor of Business Research at Stanford University and Presi- 
dent or the Silberling Research Corporation, Ltd., a private and self-sustaining 
business research agency. His book, Tke Dynamics of Business, published 
shortly after his death, in an impressive monument to a career that was 
successful both academically and in the market place. It deserves the careful 
attention of all students of economics, including that growing number of 
business men and labor leaders who have become aware of the fact that they 
are a part of a great and changing system whose changes they help to make 
and, at the same time, are made or broken by. 

Running to 759 large, well-packed pages, including thirteen appendices 
explaining in considerable detail the statistical sources and methods used, 
the book is not easy reading. Into it are interwoven a great mass of sta- 
tistical detail, many pages of American economic and financial history, and 
an impressive body of vigorous and bold analysis resulting at times in some 
very positive and occasionally dogmatic conclusions. It is hard to think of 
any economic “specialist” who will not here find something worthy of atten- 
tion within the field of his special interest. Population growth; price level 
changes; the course of national income and farm income; the cyclical aspects 
of agriculture, of building and real estate, and of transportation development; 
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commercial banking and capital finance; international monetary policy 
following the First World War; interest rates, the securities markets and 
stock speculation; corporate financial policy and the problem of taxation of 
corporations; merchandising cycles; employment, wages and stabilization 
of wage incomes; business forecasting; price policy and cyclical instability; 
and the future of production and capital, all these are treated in considerable 
detail. 

The central thread of thought running through this widely ramifying body 
of material is probably best identified on page 239, where Mr. Silberling in 
beginning a vigorous and trenchant attack on American misuse of commercial 
banking in its relation to capital financing says: 


We have seen that the patterns of the price level and of the money income of agriculture 
have been determined mainly by the effects and after-effects of war finance. The inevitable 
deflation of wartime monetary and credit circulation and reestablishment of the metallic 
monetary standards have contributed to prolonged periods of falling prices . . . the inter- 
mediate wave-like undulations in general production also appear to have their origin in 
political and economic disturbances accompanying and following major wars. As for the 
minor cyclical oscillations of business activity, we have reason to regard them as to a 
large extent the joint result of violent and long-extended gyrations associated with 
building construction and the initial construction phases of transportation plant and 
equipment. These waves of innovation and expansion in durable plant both have their 
roots in the changing growth rate and movement of population. They have involved the 
utilization of capital and credit resources in ways that have not been consistent with 
continuous and orderly expansion. 


Mr. Silberling presents considerable statistical evidence neatly graphed 
to support his major contentions. The reader will have to draw his own con- 
clusions as to the validity of such “proof.” In general the reviewer believes 
that Mr. Silberling is much more sophisticated in his use of the statistical 
method in discovering “causation” and “the truth” than most quantitative 
economists have been. At many points he displays an awareness of the super- ` 
ficial and unscientific character of much that statisticians have tried to 
palm off as truth, especially in the field of money and the general price 
level. But the reviewer is not convinced that Mr. Silberling’s careful demon- — 
strations of co-variation will always sustain the burden of his argument. 
Certainly many of the time series relied upon are based on rather shaky 
data the further back into the nineteenth century they are carried. Conse- 
quently, even apart from the whole question of the significance of statistical 
co-variation, a degree of skepticism persists in the reviewer’s mind as to how 
fully the evidence actually supports the burden it is alleged to sustain. 
One may well wonder whether an index of production and trade in eighteenth 
century America has any very real significance in relation to the actual life 
of the time, and certainly one can be doubtful that such an index amounts to 
much when it bases agricultural production on population growth, and 
Colonial trade on imports from Great Britain, merely because other data 
were unavailable. Certainly one is scarcely surprised or enlightened to find 
that this “index of production and trade” declined sharply during the Revo- 
lution, based as it was upon imports from Great Britain! 

Mr, Silberling’s sharp criticism of American banking and financial prac- 
tices over many years are penetrating and for the most part valid. He places 
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great emphasis upon the qualitative test of soundness, holding in low regard 
the quantitative school of thought, which assigns to the banking system as its 
principal responsibility the mere creation of enough liquid purchasing power ` 
to wash away all obstacles to active business and thus to float the economic ø 
ship on a level stable in terms of the popular stability criterion of the day, be 
it “the general price level,” “full employment” oz something else. He assigns 
great importance to the evil consequences of a commercial banking system 
which has attempted for years “to straddle two quite distinct fields—capital 
financing and commercial credit.” Furthermore, ne gives great weight to the 
importance of a pre-arranged and rigidly adhered to schedule of amortization 
for all loans, the function of loan capital being to “Initiate and circulate,” not 
to settle down and go “stale.” The application of this set of ideas to the 
career of American railroads is presented most effectively. 

It is interesting to observe that very little cf this analysis of banking, 
credit, and capital formation rests upon any statistical “proof.” In fact, 
Mr. Silberling quotes extensively and effectively from Adam Smith on this 
point! Probably the most interesting, suggestive, and provocative chapter 
in the book is Chapter 25 on the Future of Production and Capital. But it 
too rests upon no strictly quantitative basis. It represents rather the sharp 
and penetrating thought of a keen mind, though a human mind and hence 
one capable of error, some degree of prejudice, and occasionally of incon- 
sistency as when, having previously attacked the undistributed profits tax 
as a device for substituting the investment decisions of many stockholders 
for those of a few corporate directors, he asserts -he superiority of the “busi- 
ness system” over Washington on the grounds that the former is operated 
as the resultant of many minds less likely to make predominantly wrong 
decisions than one concentrated mind íp. 460) 5 

Since this book is really four or five books in cne, it is impossible to cover 
it fully in one review. Hence many important parts may here seem neg- 
lected. It is one of the great merits of the book that there is something in it 
for almost everybody. It deserves to be widely read and used in the educa- 
tion of economists. It is a full, rich book and he who can not find in it fruit- 
ful suggestions for his own further research is bl:nd indeed. 

PauL M, O'LEARY 

Cornell University 


Public Finance; Fiscal Policy; Taxation 


Production, Jobs and Taxes. By Harotp M. Groves. A Research Study for 

| the Committee for Economic Development. (New York: McGraw-Hill. 
1944. Pp. xv, 116. $1.25.) 

Professor Groves’s Production, Jobs and Taxes is one of several current 

proposals for post-war federal tax revision.* In several respects, Groves’s rec- 


*The Twin Cities Plan for Postwar Taxes (St. Paul, Twin Cities Research Bur., 1944). 
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ommendations are substantially similar to those in the other studies. The ob- 
jectives in each case are stated as adequate revenue to mieet post-war federal 
expenditures at a reasonably high level of employment (variously estimated 
to require from 16 to 20 billion dollars), an equitable distribution of the tax 
burden, and a minimum of discouragement of business enterprise which, in 
turn, is necessary for high employment. Each program proposes a substantial 
reduction in present taxes, including the abolition of the excess profits taxes; 
and they apparently would agree on, though they do not all mention, the 
abolition of tax exemption for future issues of all government securities, and 
some revision of estate taxes to close loop-holes. There seems also to be in- 
creasing attention to more liberality in loss carry-overs arid in the timing of 
deductions for depreciation. In spite of Professor H. L. Lutz’s recent suggestion 
that post-war expenditures might be kept down to 11-12 billion dollars, even 
the 16 to 20 billions must be accepted with some misgivings that it will prove 
too low. None of the plans, it may be noted, attempts to establish the 
relative importance of the various objectives. The next few years will probably 
involve difficult decisions reconciling balanced budgets, reduced taxes, and full 
employment. Little guidance on the practical problems is given in Groves’s 
book or in the other tax proposals. 

The principal areas of controversy are the corporation income tax and its 
relation to the individual income tax, and the treatment of capital gains and 
losses, to the first of which the comments in this review will be directed. 
Groves, along with many other writers, considers the present combination 
of corporation and individual income taxes to be a particularly undesirable 
form of double taxation. Corporate income is taxed as such, and then 
dividends, paid from what is left of corporate income, are subjected to the 
full scale of individual income taxes. During the past several years much © 
concern and several proposals have been made to alleviate the discrimination 
against equity capital. The problem has been brought to the forefront by 
the present high rates and the concern to stimulate private enterprise in the 
post-war period. 

Groves wisely notes the indeterminateness of the incidence of the corpora- 
tion income tax, observing that to the extent it falls on stockholders it consti- © 
tutes a double burden on the profit element in income when dividends are 
also subject to the full personal tax, and that to the extent that it falls on 
wages or on consumers through prices, it does so in an obscure and fortuitous 
manner (pp. 22-23). In his subsequent argument, however, he appears- 
to proceed largely on the assumption that the burden of the tax is prima- 
rily on profits. The heart of Groves’s proposal is found in his statement 
that: 


Decisions concerning production and expansion are influenced more by 
management’s interest in the company’s earning record than by hope of a high 





B. Rum! and H. Chr. Sonne, Fiscal and Monetary Policy (Washington, Nat. Planning 
Assoc., pamph. no. 35, 1944). 

L. H. Kimmel, Postwar Tax Policy and Business Expansion (Washington, Brookings 
Inst., pamph. no. 53, 1943). 
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return for investors. ... Business must have capital, and venturesome enter- 
prises will encounter a scarcity of funds if the -ewards to investors are too 
limited. But management can often get the mears as well as the incentive to 
expand from the earnings of the business unit. “he company’s success, with ° 
which management identifies personal success, is measured first by corporate 
net earnings, next by dividends, and least by dividends net of personal tax 
(pp. 24-25). 


Groves considers three different proposals which might alleviate this situation. 
The first, that the corporation tax be removed eltogether by treating stock- 
holders as partners, taxable on their attributable proportions of income, is 
rejected as being administratively too complex and as unacceptable to stock- 
holders whose taxes may exceed their actual casa incomes. The second, that 
the corporate tax be abolished and that dividends be taxed as ordinary in- 
come, and that retained earnings ultimately be taxed as capital gains at or- 
dinary rates, is also rejected as giving undue favoritism to retained earnings 
because of the delay in the realization of capital gains, and also because of 
revenue instability and possible revenue loss, Groves favors a third alternative, 
which is to regard the corporate tax as a withholding tax, applied at the basic 
personal income tax rate. The emounts reported by individuals as dividends for 
personal income tax would include the full amcunt received plus tax with- 
held. Individuals would then be given a credit, when and as dividends are 
received, for the tax paid by the corporation. 

It should be observed that Groves’s recommendation would give a system 
substantially similar to that prevailing before 1936, when dividends were 
first subject to normal tax, except that the rate paid by corporations as a 
withholding tax would be the same as the basic individual tax rate (16-20 
per cent in the Groves proposal), and except for the provision to include tax 
withheld as part of the dividend received. In spite of the offsetting credit, 
the net effect would be to increase the amount bf income subject to surtax. 
The proposal involves both a change in the name of the tax paid by cor- 
porations and a reduction in rates of tax from -he present level. It is ques- 
tionable whether the change ir. designation from corporate tax to withholding 
` tax would have any far-reaching psychological effects on management; in 
so far as management is concerned, the reducticn in rate would seem to be 
the significant thing. Groves’s proposal would be the least satisfactory of the 
three he considers, from the standpoint of his own objective to increase the 
income of the corporation. Accounting procedures might be so adapted as to 
show income prior to tax as the significant on2 “with which management 
identifies personal success”; but if income is in any sense thought to be iden- 
tified with an increase in assets arising from operations, then the tax, how- 
ever named, will reduce income, The proposed tax is related to income, not 
to dividends, and in this respect it would appear zo be the same as the present 
one in its effect on availability of funds to business management. This state- 
ment is on the assumption that the incidence of the tax would not be changed 
by the change in its name. A case might be mace for some modifications in 
incidence, but Groves does not raise the point and it is beyond the scope 
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of this review to start a discussion of this complex problem involving the many 
factors influencing prices, wages, and profits. 

Groves’s proposal, though it seems less satisfactory as a device to increase 
corporate income and thereby encourage management than do the two alter- 
natives which he rejects, can be adequately defended on the grounds either 
of eliminating an unintended and undesired burden on profits or of minimizing 
a capricious burden on wages or consumers. The reduction in rate which 
would be involved by tying the tax to the basic or normal individual tax rate 
is the important thing. The desired reduction in the aggregate burden on the 
profit element of income by the withholding device and the credit allowed 
to individuals equal to the tax paid by the corporation would be lessened by 
subjecting the entire dividends plus tax withheld to individual surtaxes. The 
methods used prior to 1936 would be preferable in this respect, with only 
dividends received subject to surtax. 

At least two other of Groves’s proposals require comment. He suggests 
_ an averaging of individual incomes over a period of years by permitting re- 

bates if aggregate taxes appreciably exceed the tax that would have been due 
if income had been evenly distributed. The objective, to reduce the penalty 
on fluctuating income, is laudable and the proposal is probably worth trying, 
though it would have some administrative difficulties. It is preferable to the 
alternative sometimes advanced to tax each year on the basis of average 
income for a preceding period, which might easily give a tax exceeding in- 
come in any one year, His proposal to attempt to provide an offset to the 
withholding tax paid by corporations by adjusting the basis of assets held 
by individuals in determining gain or loss, seems fantastically complex ad- 
ministratively, however, and not feasible for that reason alone. In view of 
the questionable nature of the incidence of the tax and of the relation between 
book and market value, the suggestion also appears to be carrying a basically 
logical proposition entirely too far. 

The fundamental proposition in Groves’s book, however, is the recom- 
mended shift from a corporation income tax, as such, to the proposed with- 
holding type of tax. In direct contrast to Groves’s concern with the net income 
of corporations as an incentive to enterprise is that of the Twin Cities Plan, 
in which ‘The thesis of this study is that relatively heavy corporate tax 
rates are not as harmful to the private enterprise system as are heavy indi- 
vidual income tax rates, for the reason that the latter shut off at the source 
all possibility of venturing capital by individuals.’ Accordingly, the con- 
tinuation of a 40 per cent corporation tax rate is advocated to make possible 
a reduction in individual income taxes. 

Neither Groves’s book nor the Twin Cities Plan carries evidence of a 
thorough study to determine whether individual investment or management 
decision is the mainspring of enterprise. In both there is rather the im- 
pression of an expression of opinion or an avowal of faith. “More empirical 
investigation is required before balanced decisions can be reached. We must 
determine with what aspect of enterprise we are principally concerned. If the 


* The Twin Cities Plan for Postwar Taxes, pp. 12-13. 


916 THE AMERICAN ECONOMIC EEVIEW [DECEMBER 


establishment of new concerns is the principal objective, one type of tax 
structure is required. If new financing by old companies is especially desired, 
then another tax system may be needed. The development of new lines by 
existing concerns may require a still different se: of tax provisions. In fact, 
at present, there is a certain subsidy to new ventures by concerns with es- 
tablished profit positions by the deductibility, through offsetting against 
other income, of initial expenses and losses. This may be important as it 
becomes implicit in management thinking with a continuation of high rates. 

Though all thoughtful opinions on economic matters must be welcomed, 
one cannot but wonder as to the effect on the Coagress of the multiplicity of 
conflicting opinions, each purporting to represemt the views of those con- 
cerned with the growth of free enterprise. Grov2s advocates a withholding 
type of tax on corporate mcome and sees corporate net income as the key 
item; the Twin Cities Plan favors a high corporation tax as such with lower 
personal taxes, with individual income as the important factor; Ruml and 
Sonne advocate complete abolition of the corporate tax, except for a low 
franchise tax, with chief reliance on the individua. income tax; the Brookings 
statement by Kimmel seems to favor elimination of the corporate tax, but 
expects only gradual reduction, with no definite preference indicated, on the 
treatment of dividends. The ou-pouring of plans indicates that positive action 
is needed, but their contradicticns may be more karmful than beneficial. The 
balanced study, setting key factors in positions of relative importance and 
relating alternative proposals to each, has not yet appeared. 

' DAN THROOP SMITH 
Harvard Graduate School oj Business Administration 


State and Local Finance in the National Economy. By Arvin H. Hansen 
~ and Harvey S. Pertorr. (New York: Norton. 1944. Pp. vii, 310. $3.75.) 


This book outlines a program of action. After describing the need for it, 
the authors outline the plan. Briefly, it is to modernize the structure of local 
government along rational lines and then, throuzh federal grants of about 
3 billion dollars per year, to provide state and local governments with funds. 
These funds are to be used to develop natural resources, redevelop urban 
areas, and to maintain minimum national standards in the fields of education 
and the social services. 

Through the federal grants ard certain <ax revisions, state and local finances 
would be integrated with the cederal system anc all would be united in a 
“flexible budget” to be manipulated so as to counteract cyclical fluctuations. 
In the last two chapters the authors present their proposals for total public 
expenditures and revenues in the post-war perisd. Several models of ex- 
penditures are presented, varying according to the level of private investment. 
The “intermediate position” with a moderately high level of private invest- 
ment seems to be the one which the authors regard as normal or typical. It 
contemplates a national income of 135 billion dollars, total public spending 
of 36 billions, savings of 15 billions and private investment of 12 billions. 
The excess of 3 billions would be absorbed by public borrowing. In boom years 
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the total public budget could be balanced, and in “feverish boom” years a 
surplus of as much as 5 billions would be produced and used to retire debt. 

Numerous suggestions for improving state and local finances are offered. An 
Intergovernmental Loan Corporation, modeled after the R.F.C., would assist 
local governments with their borrowing. Taxes would be revised by reducing 
or eliminating consumption taxes and relying mainly upon corporate income 
levies and steeply progressive personal income and death taxes. In the federal 
personal income tax, rates would be reduced substantially in the lower 
brackets, little in the middle brackets, and none in the upper brackets. Several 
methods for improving revenue administration are suggested. 

The book is essentially a defense of the program outlined. Many of the 
proposals have been made by groups which have worked on the various prob- 
lems. Here the authors bring `them together, provide funds for financing 
them, and tie the whole into the federal fiscal system. To those familiar with 
Professor Hansen’s writings, there is little that is new in the way of financial 
or economic analysis; rather, this provides the vehicle for extending his the- 
orles into the field of state and local finance. Most of the goals toward which < 
the authors are striving are desirable and many of them will be achieved 
in the not distant future; there may be more question as to the methods 
and speed of attaining them. 

The essence of the authors’ concept of the cost of government services is 
found on pages 184-188. “The popular view is that government expenditures 
and activities are entirely sustained and supported out of income derived 
from ‘private business. This is quite wrong... .” (p. 184). The analysis 
which follows is a confusion of monetary and real analysis, of long-run and 
short-run analysis, and of the individual and social points of view. 

The authors attempt to prove their contention by a short-run, monetary 
analysis. They say that a public school is precisely comparable to a private 
industry, such as a cosmetics factory, in that both take money out of the in- 
come stream and both “turn an equivalent amount of purchasing power right 
back into the income stream. .. .” Everyone agrees that funds move from the 
private economy to the government and back again. The whole question is 
as to the nature of the transaction; whether it is a normal economic trans- 
action in which the private economy receives a quid pro quo for its money, 
or whether part or all of the payment is of a supporting or sustaining nature. 
Obviously. tax payments are of the latter type. The circular flow analysis is a 
technique which is inherently unable to give any significant answer to the 
question at issue. It can merely trace the flow of funds; it cannot indicate 
the causes or results of the flow, which factors are crucial here. 

The authors conclude: “It is not true that government is sustained and sup- 
ported out of private business any more than that private business is sup- 
ported and sustained out of government expenditures and activities.” By this 
analysis, a father who sends to his son in college $100 per month is not sup- 
porting the son any more than the son is supporting him, provided the money 
is spent promptly. This analysis and its conclusion must be rejected as invalid. 

The analysis is continued with this statement: “The cost of government 
services ,.. is no more a ‘burden’ than the cost of farm output...” (p. 187; 
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italics in original). The impor-ant question here is not the existence of the 
cost but rather its control and distribution. Costs and burdens are personal 
and individual. A cost becomes a burden when the person sustaining the cost 
does not receive a correspondirg benefit. The prospect of enjoying benefits is 
the mainspring of all econcmic activity. Usually governments assume a func- 
tion for the avowed purpose oi changing the relationship between costs and 
benefits. Hence, taxes are usually burdens to those paying them. 

The authors note “the important difference that money paid to buy farm 
products is spent voluntarily, while the taxes ceutributed to pay for com- 
munity services are determined . . . by democratic vote. From this fact alone, 
however, one cannot conclude that the one is necessarily inferior to the other” 
(italics supplied). The authors say this is important; history corroborates 
them. In fact, it is the cruz of this whole matter. Yet it is dismissed, without 
analysis, in one ambiguous sen<ence. 

This cost analysis is neither clear nor convincing. It will be valid if and 
when individuals pay taxes as freely and as willingly as they buy cosmetics 
and farm products. In the meantime, many will not wish to accept the authors’ 
unqualified statement that “There is not—there cannot be—any financing 
problem that is not manageable under a full-employment income” (p. 188). 

The book lacks realism in dealing with pclitical and administrative mat- 
ters. The authors would have a committee of experts prepare a complete revi- 
sion of local governments in eazh state, to be adopted by the voters as a con- 
stitutional amendment (p. 96). Whence are to come these experts and whence 
the leaders to win the fight azainst entrenched local officials? We are told 
that, with the federal government paying the bil, a program of urban re- 
development would “induce city authorities to support and press for reason- 
able prices in land acquisition” (p. 117), On the contrary, the reverse might 
well happen. In a “feverish boom year,” increased income tax rates and ex- 
traordinary excises would help to create a surplus (p. 238). What are the 
chances of accomplishing this and how long would it take to get the 
bill through Congress and into eifect? The authors do not fear an annual 
increase of 3 billion dollars in the public debt bezause they are certain that 
income will rise by more than that, probably by 3 per cent yearly. Starting 
with a national income of 135 billions, that would require an income of 2,584 
billions in 100 years; of 46,600 billions in 200 yeers. States should levy their 
income taxes as supplements to the federal tax (p. 267). What are the chances 
that the states will do this? Granting the desirability of these things, how 
would failure to achieve them affect the arguments for, or the workings of, 
the program? We are not told. 

The authors do not always give a rigorous and straightforward analysis of 
considerations which might not support their views. We are told that a rational 
fiscal policy should be equally prepared to deal with inflation or deflation, 
and that quite possibly “we skall for some time have to fight inflation more 
than deflation” (p. 48). Yet nowhere are we given any hint as to the nature, 
scope, or possible magnitude o2 the inflation prob-em and only passing refer- 
ences to methods for dealing with it. The same treatment is accorded the re- 
strictive effects of taxation on private investment. It is admitted that taxes 
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on business profits “may have to a greater or less degree a repressive effect 
on investment” (p. 264), but practically every argument in that direction 
is hedged or qualified by an argument on the other side. 

A classic example of “evasive action” is given on page 244, A paragraph 
begins: “Private-investment outlays are powerful movers in determining the 
flow of income.” That reads like the topic sentence of a strong paragraph 
on the factors governing private investment. Apparently as an afterthought, 
it is added: “But government expenditures ... may also play an important. 
part in income creation.” The emphasis changes: “Indeed, new government ex- 
penditures (as also with private investment) may have a magnified effect on 
income and employment.” Here, in the space of three sentences, private in- 
vestment has been reduced to the status of a parenthetical expression; the 
remainder of the paragraph deals with government expenditures. 

The book is liberally strewn with imperatives and “musts,” frequently sup- 
ported by rather vague “may” analyses. An extreme example is found on page 
159, where a succession of “mays” lead up to possible “stagnant pools of 
labor” which may exist for long periods of time. In spite of considerable un- 
certainty as to both the existence and the size of the pools, it is concluded 
that “Every measure must be taken to eliminate them” (italics supplied). 

This book directs attention to an important field—the financial relation- 
ships between the private economy and the public economy. It is the first 
major work in the field to emphasize state and local finances. This is a con- 
tribution. Whether it makes any net contribution to clarifying issues or solv- 
ing problems is open to question. 

B. U. RATCHFoORD 

Duke University 


Considerations Respecting a Federal Retail Sales Tax. PREPARED BY DIVISION 
or TAx RESEARCH, TREASURY DEPARTMENT, with the assistance of the 
Office of Tax Legislative Counsel, October 12, 1943. Reprint of pages 
1095-1272, Hearings before the Committee on Ways and Means, House 
of Representatives, 78th Congress, Ist Session, on Revenue Revision of 
1943. (Washington: Government Printing Office: 1943. Pp. 177. $2.00.) 


The appearance of this study of the sales tax is an event of considerable 
significance. Economists who, in their line of duty, read the testimony sub- 
mitted to the committees of the Congress in response to an invitation for 
an expression of views on pending financial legislation are frequently de- 
pressed by the character of the material. Seldom indeed are the committees 
supplied with competent disinterested analyses of the probable consequences 
and repercussions of proposed fiscal measures. But here, embedded in a 
matrix of thousands of pages of low-grade ore, one discovers a document 
which commands the complete respect of the most critical student. That our 
Treasury in wartime can produce a memorandum of this quality means that 
we have at last attained a level of technical competence which compares 
favorably with that of any foreign country with which the writer is familiar. 

In spite of its brevity and its sharp focus on the question of the wartime use- 
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fulness of a federal retail sales tax, the memorandum is surprisingly com- 
prehensive and informative. In less than two hundred, compactly-written 
pages, the available evidence regarding the possibilities and shortcomings 
of the sales tax is clearly and accurately set forth. The document renders 
obsolete practically everything that has previously been published on the 
sales tax in this country, including many books and documents of many times 
its bulk, 

As one whose name appeers on the title page of a volume that thus becomes 
obsolescent, the reviewer approached the reading of this volume with a mind 
fully aware of various troublesome problems of selection and analysis con- 
fronting anyone who attempts io discuss this particular type of taxation. As 
he studied the document he noziced with increasing admiration and pleasure 
the skill with which the authors explored their subject. He found all the 
issues he regarded as pertinent adequately discussed. He found an intelligent 
distillation of the masses of factual material that was adequate and satis- 
fying and free from wearisome detail. 

The reviewer also approached this document with a mind somewhat preju- 
diced against it, because he had first read Professor Harley L. Lutz’s attack 
upon it, called “The Treasury’s Case Against the Sales Tax” (The Tax 
Review, Vol. IV, No. 11 [Nov., 1943]). A study of the report will, in the 
writer’s opinion, lead the s:udent to the conclusion that it is not fairly open 
to the criticisms urged by Frofessor Lutz. This is definitely not a case-making 
document which exaggerates the weaknesses and minimizes the advantages 
of the sales taxes, On the contrary, it is a model of temperateness and ob- 
jectivity. Advocates on both sides of the sales tax controversy will find here 
much fresh material to improve the statement of their respective cases, 
material set forth fully, with proper documentation and without passionate 
rhetoric or prejudicial comment. Because of lack of quantitative evidence on 
many points opponents may differ as to the significance of various factors. 
But the reader will here find the available evidence properly exhibited and 
such value judgments as are ventured are clearly identified, for acceptance, 
modification or rejection as he may choose. 

The memorandum begins with a brief history of federal sales tax pro- 
posals (18 pages). It then (in 9 pages) states the factors which render the 
retail sales tax preferable to other forms of sales tax for the purpose in 
hand. Thence it proceeds to outline the structure of a federal retail sales tax 
which would be most suitable (37 pages). Next (in 26 pages) it explores 
possible modifications of such a tax through personal exemptions, graduated 
rates and provisions for post-war refunds (compulsory lending). The use- 
fulness of a retail sales tax as a part of the anti-inflation program is explored 
in the next chapter (18 pages). while the remainder of the report (54 pages) 
is devoted to a description of sales taxation in the American states, in Canada, 
in Great Britain and in Australia. 

The document reflects credit on all who had a part in its production, from 
the Director of Tax Research, Roy Blough, to the proof reader. Mechanically 
there is scarcely a blemish in the entire book. (However, see page 1156.) If, 
- in the interest of assigning credit where credit is due, the reviewer were to 
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presume to tear aside the veil of anonymity with which Treasury work is 
traditionally enshrouded, he would state that, according to information be- 
‘lieved to be reliable, the following names deserve particularly to be men- 
tioned: Marius Farioletti, responsible for the planning, consultation and edit- 
ing, as well as for field work, with Martin, on the Canadian study; Felix S. 
Wahrhaftig, brought in by the Office of Tax Legislative Counsel for advice 
based on his long experience with the California sales tax; James W. Martin, 
consultant and director of field work in seven states and Canada; Anita 
Wells; John Copeland; John F. Due; George E. Lent, and Haskell P. Wald. 
ROBERT MURRAY HAIG 
Columbia University 


State Taxation of Metallic Deposits. By WARREN ALDRICH RoBERTS. Econ. 
stud. no. 77. (Cambridge: Harvard Univ. Press. 1944. Pp. xvii, 400. 
$4.50.) 


This is a “case study” depicting the history of state taxation of metallic 
deposits in the principal mining areas of the United States. The author is 
associate professor of economics at Western Reserve University, now on 
leave and at present a special assistant in the Department of State. 

The discussion is divided into two parts: I. States with other than an ad 
valorem tax, namely, the regions of the early western prospectors, Nevada, 
Utah, Idaho, Montana (with particular detail, including the attack on the 
Amalgamated Copper Company and the incident over Lewis Lorwin’s book), 
Louisiana and Arkansas, South Dakota, and Colorado (detailed). II. States 
with ad valorem tax: Arizona (89 pages), New Mexico, Alabama, Michigan 
and Minnesota (53 pages). The minutest details of the gradual changes 
in faxation of the mines, the political fight at every stage, the reaction in press 
and public opinion, the difficulties of assessment, court litigations and the 
final outcome up to the year 1941 are reproduced for each state. No satis- 
factory solution was found anywhere and the taxation of mines became the 
football of many legislatures, or a matter of political chicanery and even of 
open accusations of bribery to prevent legislation unfavorable to the mining 
interests or charges of corrupt practices. 

The description is based on official and local press reports, legal decisions 
and personal interviews, covering an enormous amount of material for almost 
a century. In many cases the author transgresses the limits of his topic and 
depicts the political fight around the general problems of state taxation. This 
has enlivened the dull topic; the story of Arizona is particularly interesting 
with a colorful description of the Zander’s efforts to find the proper solu- 
tion (partly through the National Tax Association). 

Unfortunately, the author did not give any one solution which he considered 
the most desirable. His conclusions are rather vague. He is correct in in- 
sisting that “the differences between mineral deposits and other forms of 
property are so fundamental as to lessen the significance of the principle of 
uniformity in the tax base.” 

Had he gone deeper into the theoretical aspect he would have put ‘the 
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question: What justification is there at all for tazes on the mining industry 
in the framework of state and local finance? Since in actual fact this special 
taxation was due to a “soak-the-mines” attitude, the author should have 
presented a clear-cut answer giving due consideration to the benefit principle 
in taxation for state and local surposes. 

The ability-to-pay principle must find only restricted application in state 
and local taxation.1 At the same time, the author should have stressed—and 


_. drawn the necessary conclusions from this princip-e—that in any ad valorem 


4 


tax the guiding rule should be (to use the Latin expression) res tantum valet 


— quantum in fructibus respondet: “the thing is worth so much as it yields 


in income.” In taxing any kind of real estate we must avoid taxing future 
values, since we have to deal with a yearly tax. Ona the other hand, all assess- 
ment of value for tax purposes is always artificial, and the legislators or tax 
commissioners are influenced by various interest groups and the courts have 
to look after “uniformity.” Tke rigidity of many constitutions, while pro- 
tecting the taxpayers from un‘lateral “soaking,” complicates the whole prob- 
lem still further. It takes a very good theoretical background to arrive at 
definite recommendations in this field, but unfortunately Mr. Roberts’s 


` approach is rather superficial. He criticizes the frequently used ‘‘Hoskold 


formula” for mine tax appraisals, but again is at a loss to give a more definite 
solution and believes in the advisability of personal judgment of the 
assessor (p. 16). i 
For these reasons this excellent and remarkable historical ‘‘case study” 
loses its practical value for future reform of state taxation of metallic de- 
posits. In a future codrdination of federal, state and local taxation it will 
perhaps be recognized thai metallic deposits are “more fit objects for na- 
tional than for local taxation,” as Mr. Roberts quite properly concludes 
(p. 387). 
PAUL HAENSEL 
Mary Washington College 


International Trade, Finance and Economic Policy 


Trade Relations between Free-Market and Controlled Economies. By the 
Economic, Financial and Transit Departmen: of the League of Nations. 
(New York: Columbia Univ. Press. 1943. >p. 92. $1.00.) fa 


This volume, written by Professor Jacob Viner, is one of a series of studiés 
by the Economic, Financial ard Transit Department of the League of Na- 
tions devoted to the problems of post-war economic policy. Its purpose is 
to state and analyze the problems of commercial policy which arise for any 


‘particular country which does rot, and does not wish to, subject its foreign 


trade to direct regulation when other countries important in its foreign trade 


*See° my contentions to this effect in the study, The Place of Illinois in a Rational 
Scheme of Tax Reform (Evanston, 1942), pp. 6 f. and 24 f. 
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do subject the foreign trade transactions of their nationals to direct regulation. 
The criterion used in determining the existence or nonexistence of “direct 
reguiation” is whether or not government authorities limit in any direct 
way the foreign trade operations of particular traders. Whenever the po- 
tential importer is free to make his decision on the basis of prices at home 
and abroad, including transportation costs, exchange rates common to all 
and ordinary import duties, the trade is held to be free from direct regula- 
tion, and, hence, falls outside the scope of this study. The types of direct 
control discussed by Mr. Viner are exchange control, import quotas, and 
government-conducted import trade. Certain types of foreign trade regula- 
tion involving elements of direct control as defined in the text are specifically 
excluded from consideration, such as various forms of administrative protec- 
tion and international industrial or commodity agreements of a public and 
private character. 

The bulk of this study is given over to a closely reasoned analysis of the 
economic purposes, consequences, and claims made on behalf of exchange 
control, import quotas, and state-trading. This theoretical analysis is woven 
together with a review of the principal aspects of the actual experience with 
direct regulation in the decade preceding the outbreak of the war. Without 
entering upon any extended review of the details of Mr. Viner’s critique of 
the theory and policy of direct trade control, two of his more general points 
deserve to be emphasized. The first of these is that, in default of a concerted 
effort on the part of governments to establish the prerequisite conditions for 
the functioning of a free market system, there is a strong tendency for 
direct controls to spread from controlled economies to free economies. The 
second is that the efforts of any one major trading country by itself, such as 
those of the United States in the 1930’s, to safeguard its interests in a multi- 
lateral and nondiscriminatory trading system against the encroachments of 
direct controls, are likely to fail. 

Although this volume does not make specific reference to the multiplicity 
of controls which have been adopted during wartime, and to that extent 
understates rather than overstates the difficulties likely to be encountered in 
eliminating or reducing direct trade control mechanisms, the conclusions of 
the author have a high degree of pertinence to the problems of international 
economic policy now confronting the world. The fundamental reasons why 
Mr. Viner deplores the perpetuation or extension of direct trade control can 
be briefly sumimarized as follows: (1) international economic relations can 
not be organized on genuinely collaborative principles under exchange con- 
trol; (2) the principal of nondiscrimination tends to become a mere elusive 
abstraction incapable of practical application under direct trade control; 
(3) direct trade controls are a fruitful source of international friction and 
. thus complicate the problem of maintaining international political harmony 
and peace. 

Without being defeatist, Mr. Viner emphasizes the difficulties of achieving 
substantial progress in eliminating or reducing direct trade controls. He 
points out that, as far as exchange control was concerned, many countries 
in the 1930’s lacked a better alternative in the face of the collapse of interna- 
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tional credit machinery, the irrational behavior of creditor countries with 
respect to import trade, the disorganization of currencies, and international 
political insecurity. With the rise to power of Hitler and the failure of the 
London Economic Conference in 1933, it had become impracticable to pursue 
the only available alternative, namely, a comprehensive international agree- 
ment “which would treat as integral parts of one giant problem the need, in 
the political field, for world pacification, and in the economic field, for the 
re-establishment of sound international monetary and credit institutions, the 
all-around reduction of trade barriers, and the restoration of good employ- 
ment conditions.” Whether or not such a concerted international program, 
encompassing not only the immediate problems of prevailing international 
economic practices but reaching out to a control of the fundamental condi- 
tions of world political and economic security as well, will become a matter 
of practical international politics and accomplishment following the close 
of the present war, must at this time still remain an open question, 

In addition to the magnitude of the problem of providing a real alternative 
to the system of direct controls, Mr. Viner stresses at least two other factors 
tending to perpetuate this system. One of these is the propensity of govern- 
ments to national economic planning, especially those types of planning in- 
volving the control of the national price level and the internal structure 
of relative prices. The other factor is the motivating force of the theory of 
national profit arising out of the monopolistic control of export and import 
trade. The theoretical possibility that, providing other countries do not re- 
taliate, the “terms of trade” of particular countries could be improved by 
government intervention has been an idea of long standing in tariff history, 
and the application of direct trade controls would permit—in theory at 
least—a more systematic and effective pursuit of this objective. In actual 
operation the exercise of such controls may, of course, be disappointing; yet 
even so governments may be reluctant to abstain from using direct controls, 
as long as other governments feel free to do so. 

In the concluding section of his study, Mr. Viner offers some observations 
on the procedure to be followed in attempting to achieve the maximum pos- 
sible degree of abolition of direct trade controls and to establish for countries 
not practicing such controls the most satisfactory basis attainable for the 
conduct of their international economic relations. He believes that substantial 
progress toward these ends can be brought about by means of bilateral 
negotiations, provided leadership in such negotiations is not left to a single 
major trading country. The proper framework for a system of bilateral 
negotiations might be provided by a multilateral conference. Such a con- 
ference would determine a time schedule for the elimination of direct con- 
trols, define the trade practices which would not be permissible, formulate 
procedures for dealing with nonparticipating countries adhering to direct 
controls, and set up an international agency to which questions of violation of 
the convention and needed revisions of its terms could be referred. 

In order to secure the continuance of the international convention and the 
conscientious execution of its terms, Mr, Viner would make adherence to the 
convention a valuable privilege by depriving nonmembers of such advantages 
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as they might derive from their existing most-favored-nation treaties with 
member countries. He would also provide penalties against countries which, 
in the judgment of the international agency, violated the terms of the con- 
vention. He would bind signatory countries not to seek from nonsignatory 
countries any preferential advantages which would operate to the disadvantage 
of other signatory countries and which were of a kind which signatory 
countries would not be free to grant under the terms of the convention. 
Rather than permit countries to write into the convention a large number 
of detailed reservations to meet their specific problems, and thus to water 
down its effectiveness from the start, Mr. Viner tends to favor a convention 
which would be fairly rigorous in its general provisions, with power for the 
international supervisory agency to permit specific exemptions from those 
provisions in particular cases. The prospects of obtaining such a multilateral 
commercial policy convention will be dependent upon, and interdependent 
with, our success in reaching international agreement in other fields of 
international economic relations, and, in the last analysis, will likewise be 
dependent upon the ability of governments to provide, through collective 
security, a reasonable hope for a peaceful world. 
Max GIDEONSE 
Ruigers University 


The Sinews of Peace. By Herbert Fers. (New York: Harper. 1944, Pp. xi, 
271. $2.50.) 

World Commodities and World Currency. By BENJAMIN GRAHAM. (New 
York: McGraw-Hill. 1944. Pp. xii, 182. $2.50.) 


These two books are courageous, timely and scholarly contributions to the 
clarification of responsibilities that cannot be shirked. Mr. Feis outlines the 
scope of his book in the Preface: “The governments of national states are 
greatly enlarging their authority and their responsibility for the economic 
condition of their peoples. In the immediate post-war period they are apt to be 
absorbed in domestic difficulties, somewhat unsure of themselves and vulner- 
able. By what policies and measures can national governments so circum- 
stanced be brought together in mutually beneficial, stable and peace-serving 
economic relations?” (P. xi.) 

Mr. Graham aims at world stability through the device of buffer stocks, 
as a reconciliation of price stability and output expansion. In the past, he 
points out, we have battled instability with restriction of output; we may 
have preached expansion, but we have practiced cartelization. 

Where Mr. Graham shows the zeal of the reformer, Mr. Feis writes in the 
philosophical mood of the man who was economic adviser to the Department 
of State from 1931 to 1943. Mr. Feis believes that we have mastered the 
knowledge of production, that “penury of nature is no longer the obstacle to 
the wealth of nations. The task has become one of devising and directing 
economic institutions” (p. 8). But about our chances of making headway, 
he is wistful, if not pessimistic: “Economic thought is liable to operate like 
a clock that is always too slow or two fast. The organized body of abstract 
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reasoning which is handed dorn through the class rooms is often shaped 
by observation of facts soon destined to vanish; it rarely makes sufficient al- 
lowance for possible changes o2 means, power, institutions or intentions. On 
the other hand, when economic thought turns rebellious and is bent upon 
total destruction of society, al: previous observation is discarded as an irrele- 
vant record of the operations of evil institutions; the reasoning tends to pro- 
ceed on the basis of facts which exist only in the realm of prophecy or hope” 
(p. 25). 

Mr. Feis examines international economic relations in the four parts of 
his book which deal with monetary investment, trade and raw material ques- 
tions. He believes that moneterv measures as a regulator and dynamo of eco- 
nomic activities are being credited with a magic power they do not possess. 
The orthodox gold standard will never again be agreed upon. The political, 
social and economic prospects of most borrowers will be too dubious for 
private foreign investment. Mr. Feis endorses the Bretton Woods plan for the 
Monetary Fund, but he keeps his fingers crossed on the Investment Bank. 

It is in the final part, “On Foodstuffs and Raw Materials as International 
Questions,” that Mr. Feis presents a well balanced critique of buffer stock 
plans, thus incidentally somewhat questioning the very base of Mr. Graham’s 
edifice of world stability. 

It appears that American economic thought—in contrast to English— 
customarily limits itself to domestic issues; only after trial and error at home 
are the same methods suggested for the solution of international maladjust- 
ments. Mr. Feis points out that when the subject of buffer stocks was placed 
on the agenda of the London Monetary and Economic Conference in 1933, “it 
held so little significance or attraction for the American government that no 
member of the American delegation participated in the deliberations of the 
committee to which it was assigned. All possibility of international action 
was taken to represent only the monopolistic designs of producers” (pp. 229- 
30). Mr. Graham now advocates world-wide application of the thesis of his 
book, Storage and Stability, published in 1937 and confined to domestic is- 
sues. His present suggestion is well phrased in his Preface: “The gold-reserve 
system has meant stability, expansion and full employment for the gold mining 
industry—except in this war when the world needed more important things 
than gold. An analogous reserve system for basic commodities can mean reason- 
able stability, balanced expansion and high-level employment for all the pri- 
mary industries of the world” (p. viii). In Storage and Stability it was 
proposed “to accord to a composite group of basic commodities exactly the 
same monetary status as was formerly given to gold.” Mr. Graham recom- 
mends that the world buffer stock pool buy and sell at 95 per cent and 105 
per cent, respectively, of the standard value of the commodity currency unit 
he proposes and has defined comprehensively in his previous writings. 

While Mr. Feis concedes the great attraction of “ever normal granary” 
policies as offering a program for regulating prices without requiring regula- 
tion of production, stocks or exports, he restricts his approval of the buffer 
stock plan “to emergency situations when vast oversupply threatens to bring 
calamity, or abrupt and unjustified price declines check -general productive 
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. activity; in such circumstances, it might usefully be employed as a short 
term device until more fundamental adjustments can be arranged” (p. 237). 
Five arguments against the use of an ever-normal granary policy are enumer- 

« ated. First, to be effective the buffer stock operation would have to include 
all major commodities. The potential financial commitment would therefore 
be staggering. The treasuries of the countries participating in the world pool 
would face the task of allocating to each other their share of the commitment, 
which they would have to meet at a time of recession, when tax receipts de- 
cline. Second, if the production of certain commodities in a given country 
was severely restricted by the level of prices set by the pool, the country 
thus affected would be tempted to stay an outsider and take advantage 
of the umbrella afforded by the pool. Third, political pressure by the pro- 
ducers would be bound to arise whenever the pool starts to sell and when 
marginal producers face losses or see their expected profits disappear. “There 
would be,” in the opinion of Mr. Feis, “continuous pressure for maintenance 
of a price protractedly higher than that waich would clear the market. Price 
policies generous enough to enable all producers to survive would stimulate a 
growth in total supply. The buffer stock would be required to absorb ever- 
growing quantities until its resources were exhausted. The consequence in the 
end would be a graver maladjustment than if the buffer stock had never 
operated” (p. 235). Fourth, the operation of the international buffer stock 
would be complicated by the existing national valorization schemes. Should 
the price maintained by the international buffer stock be higher than minimum 
effective price guarantees in a given country, the producers in that country 
would sell to the world organization. It may even be surmised that in such 
cases a national pool would actually sell to the world pool. Contrariwise, should 
the world pool price be lower than that maintained by a national pool, the 
latter might choose to accumulate at the very time the world organization is 
selling. Fifth, the ever-normal granary concept fails to cope with the con- 
stant development of substitution and alternatives (textiles, rubber, nitrate, 
and vegetable oils are cited as examples). 

In spite of calling attention to these dangerous mines on the road to world 
stability by the buffer stock route, Mr. Feis joins Mr. Graham in the belief 
that the road leads in the right general direction. Both authors cast their 
vote for full government and public responsibility for the operation of the 
schemes, although Mr. Graham repeats Senator Joseph C. O’Mahoney’s warn- 
ing: “We know from experience what government cartels mean. They are 
worse, if possible, than private cartels” (p. 13). While Mr, Feis wishes that 
the American government would enter into no international plan without 
the consent of the domestic producers directly concerned, he does not ex- 
plain why. 

The reviewer, therefore, would have liked more emphasis on two aspects 
of the buffer stock plan arising from the peculiar nature of mineral economics. 
The search for minerals is always a gamble. No pool, vein or seam ever pre- 
cisely duplicates any other mineral deposit. The quality of the mineral and 
the cost of its extraction vary in each operation, and in each operation from 
period to period, This uncertainty as to the future supply (or rather the cost 
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of such supply) of any mineral is matched, in most cases, by the uncer- 
tainty of demand. Mr. Feis may have had in mind this combination of highly 
technical and speculative factors which is apt to pose ever new problems that 
government can hope to deal with only in closest teamwork with the producers. 
The conservation argument might also have been used as an added factor 
in favor of buffer stocks of minerals. Oil geologists and mining engineers long 
` ago recognized the need of stable mineral prices in achieving conservation. 
While in manufacturing and trading, a decline of prices can usually be met 
promptly, great waste of valuable and irreplaceable natural resources occurs 
if the prices of certain minerals fall below certain levels, The optimum utili- 
zation of natural reservoir energies in the case of oil pools and the full re- 
covery of lower grade ores are predicated upon minimum prices. Thus stability 
and conservation may be the reward for the same effort. But only international 
teamwork, fortiter in re, suavitur in modo, can bring the hoped-for success. 
Rogert M. WEIDENHAMMER 
Washington, D.C. 


The Tariff Problem in Great Britain, 1918-1923, By RIXFORD KINNEY SNY- 
DER. (Stanford University, Calif.: Stanford Univ. Press. 1944. Pp. 168. 
$2.75; paper, $2.00.) 

This is a painstaking, careful, and competent historical study of the tariff 
problem in Great Britain in the five years following World War I. The 
primary concern of the authcr is with a descriptive and historical account 
of the tariff controversy as it developed in Parliament and the country in the 
_ years immediately following the war. There is some economic analysis but, as 
a rule, it is minimized. Dr. Snyder’s economic judgments, however, are 
usually good; he is not misled by popular tariff fallacies, and he has a lively 
grasp of the idea that freedom of trade is required for more peaceful interna- 
tional relations. 

In 1914 Great Britain seemed fully committed to free trade. The Liberal 
triumph in the election of 1936 was decisive. “Tariff reform, with imperial 
preference” lived on in the ardent followers of Joseph Chamberlain, but 
made little headway in the two elections of 1910, where it was overshadowed 
by the constitutional issue of the power of the House of Lords. A Conserva- 
tive friend remarked to me in Scotland in the spring of 1914 (in the manner 
of Disraeli) that protection was not only dead but damned. However, war 
is the great breeder of protectionist sentiment, as students of our Civil War 
know full well, and the British did not escape. Dr. Snyder does a good job 
of telling the story of the rise and development of safeguarding, and the 
extension of imperial preference. In wartime nationalism, fanned by fear 
and hatred, calls for self-sufficiency, and business interests intensify this 
demand by calling for protection to war Dabies. This was particularly true 
of the chemical and dye industries, which received hot-house development 
during the war. High duties were advocated so that Britain would not again 
be caught short in a future war, and also to make sure that these rising 
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industries could withstand German compecition in the post-war period. 

But the British voter was skeptical of protection. His mind had long been . 
set in the direction of cheap food and raw materials, and even the argument 
for imperial preference did not budge him from this position. Protection, 
therefore, did not become the major political issue until 1923. The world- 
wide depression which began in 1920 caused widespread unemployment in 
Britain and Prime Minister Baldwin and his colleagues made tariff reform 
the political issue, with the argument that protection would solve the un- 
employment problem—which led to Keynes’s ‘amous retort that there was 
nothing that a tariff could do that an earthquake could not do better. The 
election resulted in the defeat of the Conservazives, and brought a Labour- 
Liberal government into power under the leadership of Ramsay MacDonald. 

The tariff issue was side-tracked for more than seven years, when another 
coalition government in the European financial panic of 1931 took Great 
Britain off the gold standard. This policy of nationalistic economic isola- 
tionism was followed logically by the adoption of a large measure of protec- 
tion, and thus the British, unwittingly but mightily, added to the economic 
chaos out of which was to come another world-wide conflict of arms. It is 
to be hoped that after this war a world-wide political organization will pre- 
vent the adoption of narrow nationalistic policies in the fields of finance and 
trade and contribute thus to an abiding peace. 

HERBERT F, FRASER 
Swarthmore College 


World Minerals and World Peace. By C. K. Leirn, J. W. Furness and 
Crirona Lewis. (Washington: Brookings Inst. 1943. Pp. xii, 253. $2.50.) 


The stated purpose of this book “is to present a factual study of trends 
in the minerals field—physical, economic, and political—and in light of these 
trends to analyze the possibilities of contrclling minerals to prevent prepara- . 
tion for war” (p. 3). To achieve these objectives the authors have written 
206 pages of textual material, divided into three parts, and 36 pages of appen- 
dices which are adjuncts to Part I. 

Part I (consisting of six chapters, 101 pages, and the appendices) deals 
with production and commercial trends. Chapters I, III, and IV are devoted 
to mineral resources, production, and control on a world-wide, national, and 
belligerent group basis, respectively. In Chapter II, thirty-four “new” min- 
erals are listed and described briefly. Chapters V and VI point out that, with 
respect to minerals, nations are interdependent and will remain so. 

Part I is the most satisfactory section of the book. The materials covered, 
largely statistical, are adequate and are presented in an orderly fashion. Many 
of the basic conclusions reached (e.g., that neticns are interdependent, p. 85) 
are so well known to the informed that lengthy discussions in their support 
seem unnecessary. For the lay reader, however, the statistical data and the 
summaries may serve a useful purpose. A number of specific conclusions 
reached are questionable, if not incorrect, and cannot be supported. This 
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is so because the authors, having reached long-term basic conclusions, have 
applied them to a specific set of wartime conditions. Cases in point may be 
found on pages 58-59. 

, The authors, for example, underestimate the importance of the loss of® 
the Eastern tin resources because these resources (1) were partly destroyed 
before abandonment, (2) were partly. offset by the construction of a new. 
smelter in Texas, and (3) cannot be utilized fully by Japan since it lacks 
steel and copper. with which to use tin. It is not important that Japan “can 
make effective use only of a fraction of the tin it has gained” (p. 59). It is 
important that Japan’s tin requirements were met by the “fraction.” Further, 
the loss of Eastern tin resources forced the United Nations to utilize scarce 
labor and capital resources to construct a new smelter, to consume extremely 
low-grade ores from old sources, and to develop new sources. It also forced 
this country to embark on costly tin conservation measures and salvage pro- 
grams which have consumed scarce labor, rubber, gasoline, and transport 
facilities, 

With respect to copper the authors state, “there are so-called shortages of 
copper in the United Nations, yet the quantity they mine and refine each 
year is many times that of the Axis powers” (p. 59). Shortage of a com- 
modity is a function of demand as well as supply. For a number of reasons 
the demand for copper in tke Axis nations has been much less, both abso- 
lutely and relatively, than it has been in the United Nations. Important uses 
of copper in the United Nations, especially in the United States, during the 
war have been in the production of ammunition (by far the most important 
single use) and power and communication facilities. For these uses the Axis 
powers, especially Germany, have used, in large measure, steel and aluminum. 
In another connection (p. 172) the authors admit that in Germany aluminura 
‘has been substituted for copper in a number of uses, including the pro- 
duction of power and communication facilities. 

Part II (consisting of Chapters VII-X inclusive, 75 pages) is devoted to 
monopolies and cartels, commercial policies, “closed door” and nationaliza- 
tion, and efforts to achieve self-sufficiency. The descriptive-factual material 
presented in this section, too, is well done and many of the conclusions reached 
(e.g., inability of nations to aitain self sufficiency, p. 181) are sound. 

A number of interpretations and conclusions, however, are not supported. 
The broad generalization that the primary purpose of cartels is to stabilize 
prices, production, markets, and employment (pp. 106 and 190) cannot be 
accepted without far more supporting evidence. If there is a primary purpose 
for cartels it is to stabilize and maximize earnings for their owners and 
managers. To accomplish this purpose the managers of cartels at times have 
“stabilized” and on other occasions have “unstabilized” production, markets, 
and employment. A great deal of the discussion in the monopoly and cartel 
chapter, and in the sources cited, tends to support this view. 

The section on diamonds is concluded with the remark that the price 
policy of the cartel “appears to be reasonably satisfactory to all concerned .. .” 
(p. 130). With respect to industrial diamonds this conclusion cannot be sup- 
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ported. The profits of the cartel on such diamonds sold in the United States 
have been extremely high, Although price increases during the war have not 
been substantial, there is strong evidence that similar results have been 

* attained by poor-grading and up-grading. American consumers have com- 
plained bitterly. 

Part III (consisting of two chapters, XI and XII, 20 pages) evaluates the 
concept of “equality of access to raw materials” and discusses mineral con- 
trol to enforce peace. 

Chapter XI is provocative and stimulating; the conclusions reached are 
based largely on materials presented in the preceding two parts. The authors 
have identified the Axis powers as “have-not” nations on basis of their mineral 
resources and output. If other criteria were used, e.g., quantities consumed 
in relation to area and population, the position of the Axis powers would 
appear better. More important, the “have-not” concept is a broad one; to 
identify a country as a “have-not” nation on the basis of its mineral re- 
sources and output alone is inadequate. Italy and Japan, for example, are 
poor in coal resources but relatively rich in developed and potential water 
power resources. 

In the section on access to minerals (pp. 188-189), the authors deny that 
poorly endowed nations have been deprived of free access, except in times 
of war, to the mineral resources of the richly endowed countries. The sup- 
porting evidence places too much emphasis on the willingness to sell; too 
little on the ability and means with which to pay. The payment problem 
created by high tariffs, immigration restrictions, curbs on lending, and mone- - 
tary and foreign exchange difficulties cannot be ignored or merely mentioned. 
In the section on access on an equal cost basis (pp. 189-190), the authors 
state that “have-not” nations cannot secure minerals on an equal cost basis 
because “transportation costs are an unescapable fact.” This oversimplifies 
a very complex problem. However, even if it were discussed in terms of 
transportation costs alone, many minerals do move from a “have” country 
to a “have-not” country cheaper than thev do from one point to another in 
a “have” country. The authors admit this on page 85. 

The final chapter is written by Dr. C. K. Leith (distinguished geologist) 
and presents his views on preventing wars by controlling minerals. Recog- 
nizing that the problem of preserving peace must be resolved on a broader 
base, he does not advance an independent plan for mineral control. He does 
indicate, however, several requirements for effective mineral control: (1) 
preponderant possession of the world’s mineral resources by those in charge 
of the plan, (2) machinery for the control of minerals must be in operation 
prior to the outbreak of war, and (3) the use of force. 

To put an effective mineral control plan into operation would create as 
the author recognizes, a host of problems such as those growing out of 
allocations to consumers, quotas for producers, and over-all policing. Attempts 
to preserve peace through controls and regulations at this level are likely 
to create continuous conflicts, especially if.the actual control and operation 
of the plan is placed in the hands of a few nations (p. 203). If our objectives 
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for the post-war world are to prevent wars and to permit nations to develop, 
both economically and politically, programs and controls should be instituted - 
at higher levels and be more democratic. 
DONALD SHAM?” 
Washington, D.C. 


Labor and Industrial Relations 


The Settlement of Industrial Disputes. By Kurt Braun. (Philadelphia: Blak- 
iston. 1944. Pp. xii, 306. $3.50.) 


Mr. Braun’s book is divided into three parts: I—Mediation and Concilia- 
tion; IIl—Arbitration; ITl—Labor Courts. Parts I and II are identical in 
organization. The first chapter treats the principles involved, the discussion 
being centered on a definition, procedures, agencies, persons and parties, and 
position with reference to other agencies. Federal systems are then described, 
after which come descriptions of state and municipal systems. Substantial 
space is devoted to German experience, by way of comparison and contrast. 
Parts I and II, together with an introductory chapter treating of the signifi- 
cance of the problem, basic features of modern industrial relations, interven- 
tion in disputes, and the objective of the study, account for fully three-fourths 
of the space. Part III, Labor Courts, consists of chapters on the essence of a 
labor judiciary, the German labor judiciary as an example, and preludes to 
an American labor judiciary. There is a final chapter of conclusions. . 

The study consists of the statement and examination of theories underlying | 
the settlement of industrial Gisputes and of a cursory description of the 
machinery through which those theories are applied, with special emphasis 
on procedures. Mr. Braun’s treatment of principles is very well done and 
brings together into an integrated whole the basic elements involved. Varying 
points of view are clearly and fairly stated and ably discussed. His legal 
training and long experience as an industrial mediator, arbitrator and univer- 
sity lecturer qualify him to write on the subject. This treatment of principles 
` is the most important contribution made by Mr. Braun, and the major justifi- 
cation for publishing the book. 

The description of systems is routine and, although well done, inevitably 
tends to become a simple enumeration of pertinent statutory provisions. That 
is especially true of state mediation and arbitration systems, where because 
of their relative unimportance the enumeration becomes somewhat tedious 
reading. A substantial amount of space is devoted to the United States Con- 
ciliation Service, the National Mediation Board, Railway Labor agencies, the 
National Labor Relations Bozrd, and the National War Labor Board, The 
historical development of systems is deliberately slighted. 

With Mr. Braun’s conclusions, which are exceedingly broad, there is pretty 
general agreement among students of labor. Industrial disputes will occur for 
decades to come and it is the duty of government and economic groups, 7.é., 
organized workers and employers, to utilize all methods that have been de- 
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veloped for the settlement of disputes. Those basic methods are strikingly 
similar in all industrialized countries, consisting of direct negotiations, media- 
tion, conciliation, arbitration, and adjudication, all of which ideally are sepa- 
rate components of one system. Owing to differences in conditions as between 
nations, there is not uniformity of emphasis as to types used, but the con- 
solidation of these types into one comprehensive and integrated system is 
inevitable in all economically advanced countries. 

In a democratic capitalistic economy, the private settlement of industrial 
disputes is to be encouraged to the utmost. Settlement of such disputes by 
government must be undertaken only as a last resort, when the parties con- 
cerned cannot achieve a settlement, or where the public interest is likely to 

suffer seriously by relying exclusively on private initiative. Governmental 
mediation and arbitration bodies, being administrative agencies, must act 
within the framework of the government’s social and economic policy. This 
conclusion sounds more ominous than it really is, for Mr. Braun has in mind 
broad social and economic policies. 

Our own recent experience indicates quite clearly that wars and other 
major disturbances influence and often abruptly advance the development of 
labor laws and regulations, leading generally to more governmental interven- 
tion. A comprehensive system for the settlement of disputes developed in 
peacetime can be used in abnormal times, with necessary changes in emphasis 
on particular~methods, i.¢., more compulsion. Such a comprehensive system’ 
developed in times of war will be as useful during the demobilization period 
as it has been during the war, and should be available for the more remote 

- period of transition. 

The study is well annotated with references to primary sources. However, 
there is an almost complete absence of references to secondary sources, In a 
study that is designed as a text for students of labor, and as a guide for 
legislators, this must be counted as a definite weakness. Furthermore, in the 
reviewer’s opinion the book does not present a balanced selection of materials. 
Considerable attention is devoted to German experience, the reason given 
being that the underlying problems have been thoroughly discussed there 
and because a comprehensive system was developed in Germany. But British 
experience, which is perhaps of greater interest to Americans and much more 
likely to influence them in their thinking and action, is scarcely even men- 

- tioned, And it is highly probable that in the post-war discussions of compulsory 
arbitration for this country, the Kansas experiment, which is barely alluded 
to in passing, will play an important rôle, probably out of all proportion to its 
real significance, 

Mr. Braun has made a valuable and most timely contribution on a subject 
that is of great and ever-growing concern to the American people. He does 
not evaluate systems or even major components of systems, and does rot 
prescribe what in his opinion should be done in this country. Nevertheless, 
legislators, administrators and students will find in his book a valuable 
summary of basic theories and keen procedural analyses of existing agencies, 
which they can profitably use in developing their own conclusions as to what 
should be done and how it should be done. It is to be hoped that his work 
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-will be carefully studied by those who are, or will be, responsible for guiding 
American efforts in the settlement of industrial disputes. - . ; 
DOMENICO GAGLIARDO 
Washington, D.C. 


Collective Bargaining Procedures, By Nery W. CHAMBERLAIN. (Washington: 
Am. Counc. on Public Affairs, 1944: Pp. 141. $1.50.) 


‘The general process of resolving differences of interest through collective 

bargaining until an agreement is reached has received relatively little atten- 

_ tion from economists and the general public. Most economists have been more 
interested in causes and effects of collective bargaining than in the process 

of negotiation itself. Dr. Chamberlain’s book is a valuable contribution to the 
‘better understanding of the techniques of negotiating collective agreements. 
The author describes the several steps in the process in considerable detail and 

. adds his criticism of the techniques used in each stage. Since he considers 
both mediation and arbitration as forms of collective bargaining, he brings 
industrial disputes and their seitlement into the discussion. 

. The book begins with the formulation of the parties’ demands and the 
organization of their negotiacing committees. Due attention is paid to the 
important problem of the bérgaining commitees’ powers, emphasizing that 
collective bargaining would be advanced by placing binding authority in’ the 
hands of the conferees. In ary event, the author recommends that clarifica- 
tion of the degree of authority held by both union and employer representa- 
tives should precede any bargaining conference. A discussion of the confer- 
ence organization follows, including details such as the appointment of a- 
chairman, a secretary and subcommittees. It is recommended that due con- 

. '~sideration be given to the choice of place and time for bargaining conferences, 
since these factors may affect their result. Holding the conferences on neutral 

ground and at the proper time will expedite agreement and be conducive to a 
satisfactory outcome. In discussing the methods of doing business in confer- 
ence, the author emphasizes the desirability of a conference agenda and of 

7 maintenance of order, even if this may eliminate to some extent the infor- 
~- mality of the proceedings. 

Certain ascertainable economic facts are behind the pressures which influ- 
ence all collective bargaining. Among them are the average wage paid to work- 
ers in a company or industry; changes in the cost of living; the per-unit labor 
cost of production; the additicnal cost and unit cost entailed by a specific 

"wage increase and the consequent effects on sales prices; the comparative wage 
structures of competing companies; and the profit position of the company. 
“Dr, Chamberlain examines to what extent, in the experience of negotiators, 
information about such economic data has played a réle in the conclusion 
of collective agreements. The most prevalent attitude among both union and 
company representatives is that factual data are not used as much as they 
should be. They have been injected into negotiations by one side or the 
other as arguments to bolster its position rather than as a mutual basis for 
agreement. Proposals have been drafted by both parties without regard 
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to any factual basis and, if factual data were resorted to later, this has fre- 
quently been done only to support the cemands already made. An increas- 
ing number of negotiators, for both unions and employers, are, however, be- 
ginning to believe that many issues would have a natural solution out of the 
facts if they were fully and fairly presented. To make this possible, the author 
points out, both groups must perfect their research organizations and, beyond 
that, properly codrdinate their efforts. Such coérdination would necessitate 
that company records be made available to the unions. Management migkt 
thus be faced with the dilemma of creating a situation which threatens to 
undermine one of its most cherished privileges, namely, determination of ac- 
- counting policy. Be that as it may, the author concludes, it seems beyond 
doubt that a factual basis for negotiations is an essential requirement for a 
mature system of collective bargaining. 

After an extensive discussion of the effect which the group relations of the 
bargaining parties may have on the outcome of their negotiations, two chap- 
ters of the book are devoted to the resolution of deadlocks through mediation, 
arbitration and industrial warfare, and to tne collective agreement. 

The final chapter presents the author’s conclusions. Perhaps it is significant 
that the author makes his suggestions under the heading “The Government’s 
Réle.” If government continues, he states, to allow labor and management to 
exercise their present powers and rights, iè is advisable if not imperative 
that responsibility should accompany power, and obligation go hand in hand 
with rights. In the absence of an adequate effort on the part of the bargain- 
ing parties to establish desirable procedural standards, the government re- 
mains the only effective agency which can normalize the bargaining process 
along lines which actual practice has revealed to be beneficial. Apparently 
it is the author’s opinion that the government should “impose” such tech- 
niques as procedural standards which are generally desirable. Some could be 
imposed right now, some others the government might seek to effect through 
voluntary acceptance rather than by specific imposition. Finally, a classifica- 
tion might be established of methods of negotiation—the general desirability 
of which is yet uncertain, but which on logical grounds appear advisable. As 
to the enforcement of procedural standards, Dr. Chamberlain indicates that 
the most effective method would be to impose heavy fines on either or both 
of the bargaining parties if production was disrupted by strike or lockout 
as a result of failure to reach agreement accompanied by disregard of set 
procedural standards. 

The book is well organized and clearly written. The exhaustive discussion 
of the process of negotiation, together with Dr. Chamberlain’s criticism of 
existing practices, will certainly make useful reading not only for those 
who have only a limited knowledge of the technical questions involved, but. 
also for those who have to solve the problems of collective bargaining in their 
daily work. The author’s concept that bctk mediation and arbitration are 
forms of collective bargaining is open to doubt, especially as far as arbitra- 
tion is concerned. Intervention by a third party is not collective bargaining 
and problems of intervention differ considerably from those involved in direct 
negotiations. If the discussions of industrial warfare, mediation, and arbitra- 
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tion are not regarded as essential parts of the book, the author should not be 
criticized for not having dealt with them as adequately as with the problems 
of collective bargaining. 

Dr. Chamberlain will, however, encounter severe opposition to his final” 
conclusions. Bargaining procedures probably carnot be standardized any 
more. than other business negotiations. Even if they could, it would not 
seem proper to prescribe to employers and employees the manner in which 
they should negotiate in a great variety of situations. It is true the author 
suggests only the imposition of minimum requirements. Yet, management 
and labor should not be subject to more statutcry duties than those pre- 
scribed by state labor relations acts and the policies of the labor relations 
boards, which attempt to realize the author’s fair demand “that responsi- 
bility should accompany power, and obligations go hand in hand with rights.” 
If negotiations are sometimes not performed with the desirable efficiency, 
it should not be overlooked that in many fields collective bargaining is still 
a relatively new device of industrial relations. Dr. Chamberlain’s book shows 
that the technical means exist to make it successful. Once we have overcome 
the “growing pains,” to use Leiserson’s phrase, we will have men on both 
sides who can handle the technical means. Although the author might not 
agree it is the personalities who make collective bargaining work, rather 
than procedural rules. Dr. Chamberlain makes some good suggestions for 
improving collective bargaining through information and education of nego- 
tiators. His book is a better contribution to that end than any of his 
recommended bargaining procedure laws could be. 

Kurt BRAUN 


The Brookings Institution 


Systematic Wage Administration in the Southern California Aircraft Industry. 
By Rosertr D. Gray. (New York: Industrial Relations Counselors, 1943. 
Pp. 90. $1.25.) 

In the aircraft industry in southern California tnequal wage rates for jobs 
requiring similar types and cegrees of skill, responsibility and performance 
had grown up under the influence of rising demar:ds for workers, changes in 
production methods accompanying the expansion of the industry, shifts of 
individual workers, individual bargaining, the broad discretion of local hiring 
officials, and the necessity of dealing with differert unions. The effort of the 
southern California aircraft industry to substitute a rational and defensible 
wage structure is the subject of this book. The program introduced in July, 
1941, and modified in November, 1941, and May, 1942, came at a time of 
expanding employment and increasing wage rates; this made its application 
easier, since necessary adjustments could be made without loss to individual 
workers. 

The study outlines the factors considered in the setting of distinct wage 
rates based on systematic job analysis and valuation. The evaluation plan is 
based upon basic job characteristics such as skill, training required, responsi- 
bility for material and equipment, mental and physical application, and work- 
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ing conditions. Maximum points are established for the job characteristics, 
and the degrees toward attaining maximum points are defined. By the use 
of this type of job evaluation a grouping of all jobs into ten classes was de- 
termined. 

The base rate is, of course, a market factor, but each job class above the 
lowest rated group was then priced by the application of justifiable differen- 
tials to convert evaluations into wage rates. The problems involved in deter- 
mining the number of wage classes, the range in rates and overlapping are 
touched upon. The conclusion which Hoxie arrived at a long time ago that 
these rationalizations of science are fundamentally judgments of the market 
is still valid. None the less, wage rates existing before the application of the 
systematic approach (as indicated in Chart I of the study) can only lead to 
the conclusion that, in equity as among workers and in order to curtail 
meaningless turnover, a larger measure of justice is introduced by a con- 
scientious effort to evaluate differentials both with respect to the substance cf 
the higher graded jobs and the better performance of particular workers. 
Systematic job evaluation does not eliminate market factors, but these were 
held in check by objective measures of the value of the job and the con- 
tribution of the individual employee. The merit rating implicit in the range 
for each job group was developed as a practical substitute for piece rates cr 
other individual incentive system. 

In addition to describing how wage differentials were determined by the 
southern California aircraft industry and outlining the value of this tech- 
nique, the report contains a number of valuable appendices giving the details 
of the three successive evaluation plans adopted, the decision of the National 
War Labor Board directing the application of the wage schedule, excerpts from 
union contracts and manuals pertinent to job classification and evaluation, 
and a special short appendix on merit rating. The study will be found of help 
to all concerned with wage administration. 

GusTAv PECK , 

Washington, D.C. 


Social Insurance; Relief; Pensions; Public Welfare 


Trends in European Social Legislation between the Two World Wars. By 
ALEXANDER LorcH. Pub. of the Inst. of Comparative Law, Vol. I. (New 
York: Inst. of Comparative Law. 1943. Pp. 148. $2.00.) 


The pioneering efforts of the Weimar Republic and the progress made m 
the field of social legislation under the Blum government in France show, as 
the author states in the preface to his book, “the most characteristic tendencies 
of social reforms during the period between the two World Wars.” Social re- 
form in this period sought to apply the principle of democracy to industrial 
relations, and to construct a new social system in the framework of the existing 
economic order. Both the Weimar Republic and later the Blum government 
in France attempted to combine the sysiem of private enterprise with the 
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requirements of collective action in the field of industrial relations. In both 
countries democratization of industrial relations followed the shift of political 
power in favor of labor, as experienced in Germany after the last war, and in 
France in 1936 after the formation of the Popular Front. 

Lorch limits his study to the main features of social reforms, ż.e., to legisla- 
tion on collective bargaining, on mediation and arbitration, and on workers’ 
representation in the shops. He analyzes the text of various statutes, describes 
the administrative practices and the influence of judicial decisions. 

Social reforms revolved around the Trade Agreement acts which the Ger- 
man issued in 1918 and the French in 1936. The German act provided that 
rules of a collective labor agreement have priority over less favorable terms 
of an individual labor contract, thus laying down minimum labor conditions 
in industries covered by collective bargaining. Regulation of collective labor 
agreements could be extended by administrative decree throughout an entire 
industry, and with it collectively agreed upon wage scales took on the charac- 
ter of national wage scales. The French act adopted these main features of the 
German act. It also provided machinery for government assistance in the 
conclusion of collective labor agreements, whereas in Germany the Mediation 
Decree stipulated this assistance. 

Under the Trade Agreement act in Germany the collective labor agreement 
became the predominant form of the labor contract. In France, where the 
act was in force for a relatively short period only, it led to a rapid growth of 
collective bargaining, The possibility of extension was widely used in Germany, 
whereas the French authorities applied it most cautiously. 

The legal efforts to secure industrial peace through collective bargaining 
were ‘supplemented by legislation on mediation and arbitration. In the Ger- 
man system they were administratively combined, whereas in the French they 
remained separated. Both countries introduced compulsory arbitration. 

The pivots in the German system were the state arbitrators. While a net- 
work of tripartite boards functioned as mediator and arbitrator in cases of 
minor significance, disputes of higher economic importance were brought 
before the state arbitrators. Moreover, they could declare binding awards of 
the boards that had not been voluntarily accepted by the parties. Awards 
rendered by state arbitrators could be declared binding by the Minister of 
Labor, He also issued guiding principles for the settlement of wage disputes. 

The French system, introduced in 1936, and completed by the Arbitration 
Statute of 1938, gave priority over government arbitration to mediation and 
arbitration provided by collective bargaining. For cases not covered by collec- 
tive agreements, tripartite conciliation commissions were established, one on 
a regional basis, another—determined for disputes of larger importance—on 
a national basis. Obligatory arbitration was built into the framework of 
collective bargaining. Wherever it governed industrial relations, arbitrators 
. had to be named in advance, and had to intervene automatically if a dispute 
could not be settled by conciliation. They could render binding awards. 
Machinery was also created for cases not covered by collective labor agree- 
ments. However, if the arbitrators could not agree on an award—which became 
the rule—the case was given for a one-man decision to a super-arbitrator 
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who occupied in the French system the same significant place the state 
arbitrator held in the German. 

In Germany as in France compulsory arbitration—together with machinery 
for mediation and voluntary abitration—led to a considerable decrease in 
the number of strikes. By-problems of different type, however, appeared. In 
Germany compulsory arbitration, conceived as a last resort only, became the 
rule, thus undermining the sense of responsibility of the parties, and making 
the government the scapegoat of capital and labor. In France enforcement of 
awards became the chief problem. The opposite results in the two countries ’ 
reflect, according to Lorch “basic differences in the national character.” Dem- 
ocratic tradition led in France to recognition of democratic procedure in 
industrial relations; 60 per cent of all disputes were settled by conciliation; 
compulsory arbitration was rarely applied. In Germany the traditional rigid 
conception of the priority of the state over the individual created a different ` 
attitude toward government interference. “The disciplined German obeys 
orders regardless of his personal feelings; whereas the Frenchman . . . opposes 
orders the fairness of which he questions, even though they are imposed by ` 
state authorities.” 

In thé last chapter of his book Lorch deals with the Work Councils in Ger- 
many and the Shop Committees in France. In the framework of social re- 
forms they had less significance than collective bargaining and arbitration. 
The French law of 1936 limited the duty of establishing workers’ delegates to 
enterprises covered by collective bargaining, and restricted their functions to 
those of grievance committees. The German law of 1920 endowed Work 
Councils with economic and social functions. The first were intended to create 
labor participation in management, but the effort failed. On the one hand, 
entrepreneurs found devices to circumvent the obligations imposed upon them 
by law, and on the other hand, members of Work Councils rarely possessed 
the expert knowledge needed to understand the complexities of modern enter- 
prise. In the social field, however, they were successful, especially in Ene 
workers from arbitrary dismissal. 

The great merit of Lorch’s book is that it deals with complicated and very 
specific problems of comparative law in a highly readable and fascinating 
manner. The preponderance of evidence forces upon the reader certain in- 
evitable conclusions. Present trends of social legislation in all democratic 
countries are very similar to those which existed once on the European conti- 
nent. The comparison between German and French experience proves that as 
far as one country may learn from the experience of another, application of 
similar techniques will not necessarily have similar results. In the selection of 
specific devices not only the objective aim, but also traditions and moods of the 
people concerned must be considered. In his introduction Lorch expresses the 
conviction that social reforms in Germany and in France were only interrupted 
and not definitely destroyed. This raises the painful question of whether the 
temper of these countries after they are freed from national socialism will allow 
a return to peaceful reforms or whether they will find themselves on the 
threshold of revolutionary developments. 
JULIE MEYER 
New School for Social Research 


N i Y 


940 _ THE AMERICAN ECONOMIC REVIEW [ DECEMBER 


Consumption; Income Distribution; Codperation 


Outlay and Income in the United States, 1921-38. By HAaroLD BARGER. Stud. 
in income and wealth, Vol. 4. (New York: Nat. Bur. of Econ. Research. 
1942, Pp. xxvii, 391. $2.50.) 


In appraising this work it is necessary to keep in mind the explicit limita- 
tions of scope and purpose set by the author. The book is a warehouse of basic 
data in the field of national income; it “is devoid of any broad generalizations 
concerning outlay and income, their behavior during the business cycle, or 
their determinants from one period to another.” The purpose is to provide a 
statistical foundation for a later study of business cycles. Several new series 
are presented, particularly those for consumer services, and a complete 
array of quarterly data for the chief items of income and outlay. Users will 
thus find the book valuable for many types of short- and longer-run relation- 
ship analysis among the major economic variables. 

Barger’s interest is in the net rather than the gross national product. It is 
more “stylish” these days to emphasize the gross product, where the concern 
is with the levels of output and employment as a whole; from the standpoint 
of business cycle analysis, too, it seems questionable whether the net product 
is as useful a framework for analysis as the gross national income. 

Barger defines the national product alternatively as the sum of consumers’ 
outlay (including all taxes), net private capital formation (including all 
taxes), and net public outlay; or as (net) income originating in private 
industry (including subsidies ard benefit payments, but net of all taxation), 
plus income distributed by government (gross of relief payments, but net of 
all taxation). Capital gains of all types are excluded from both sides of the 
account. The government contribution to the final product is made synony- 
mous with its “net contribution to purchasing power.” Admitting the element 
of arbitrariness in defining especially the government contribution to the 
social product, many readers will nevertheless take exception to Barger’s 
claim of complete “neutrality” in his choice of definition, in his statement 
(p. 12) that “The treatment of governmental transactions described here... 
was dictated by considerations of statistical convenience .. ., is purely con- 
ventional in character and implies no theory as to the nature of governmental 
activity.” (Cf. “governmental revenues either partake of the nature of monop- 
ly payments, or else are obtained in return for services to business,” p. 37.) 

The view that “the effects of public investment upon economic activity at 
large are better judged from a consideration of deficit financing, or the ‘net 
income-increasing expenditure’ of the government” (p. 36) seems too sweep- 
ing. Analysis of these effects cannot be couched simply in terms of the aggre- 
gate size of the net deficit or surplus; it must also take account of the aggregate 
level and the concrete composition of both expenditures and receipts, in their 
complex reactions upon the distribution of incomes, and ultimately on the 
distribution of resources among industries. Incidentally, why isn’t public 
investment, e.g., a school or a road, just as much a part of “currently. dis- 
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posable national product” as a privately-built shipyard or steel mill? (Cf. 
p. 36.) 

Of considerable interest, but doubtful analytical clarity, is Barger’s tri- 
partite subdivision of income originating in private industry. Short-term 
income, covering chiefly wages and salaries, also includes some entrepreneural 
net income; long-term income consists of interest and nonfarm rentals; 
residual income covers all corporate profits and entrepreneural net income 
except in the case of agriculture, service and miscellaneous industry groups. 
(Income originating in government is excluded from this breakdown, but 
an appendix table makes possible its inclusion.) It seems preferable to the 
reviewer to segregate corporate from noncorporate net incomes, both for 
reasons of'fruitful economic distinctions and of statistical significance. There 
are strong grounds for thinking that corporate income may fluctuate quite - 
differently from entrepreneural income. 

The author makes an interesting attempt, which is theoretically fruitful, to 
estimate the precision of his series on outlay and income respectively and of 
the national product (see Chap. III); but the numerical results presented 
seem somewhat pretentious in view of the serious lack of independence of 
income and outlay estimates. E.g., in many cases the outlays for services are 
derived entirely from income data (hotels, professional services, etc.); the 
chief foundation for both the income and expenditure estimates throughout is 
the Census of Manufactures and Census of Business. 

Interpretation of data, as indicated above, was not a purpose of the book. 
Where Barger makes comments on the economic significance of results, he is 
cautious. (Cf. p. 146: “. .. there is a suggestion that the upturn in profits 
preceded the upturn in the more important components of outlay” both in 
1921 and in 1932-33.) : 

Barger is to be complimented on his sense of logical structure and lucid 
style of writing. The book is a model of scrupulous methodological care; the 
appendixes on consumer services, corporate profits and inventories are note- 
worthy. If we must for the time being be content with its rather heavy diet 
of statistics, we can look forward to richer rewards when the promised wine 
of critical analysis and interpretation appears, 

MICHAEL SAPIR 

Washington, D.C. 


Unclassified Items _ 


The Church and the Liberal Society. By Emmet Jonn Hucues, (Princeton: 
Princeton Univ. Press. 1944. Pp. xv, 307. $3.00.) Sa 

Mr. Hughes’s thesis in The Church and the Liberal Society is that “the 
faith of democracy can be made lastingly strong alone by the faith of the 
[Roman Catholic] Church...” (p. 274}. Samples, from hundreds like them, 
of the steps by which he supports this thesis are his bald assertion of Thomas 
Aquinas that “he had demonstrated that reason, far from signalizing the 
denial of faith, could—in fact, must necessarily—fortify and fulfill faith” 
(p. 213), the faith under discussion being the Roman Catholic; and his 
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: ‘appréval ies. 706- 12) of Pius IX’s famous Syllabus of 1364 which con-' 
demned as basic errors the separation of the State from. the Church and the 
direction of public schools by the civil power. 

But anyone who, noticing such steps, should be tempted to neglect this 
book would be ill-advised. In the first place it restates with vigor the Important 
moral -criticism—classically stated by writers like R. H. Tawney—of -the 

` economic and political patterns of the last four centuries of Western civiliza- 
_ tion and the metaphysics and theologies which claimed to justify that 
_ Civilization and its salient economic features. And in the second place the 
book exemplifies extremely well a confusion of mind which is very easy to 
fall into, is widespread at the present moment and is likely to become more 
so, and is a serious threat to effective moral intelligence: the notion that the 
deplorable meannesses, confusion, and cynicism of recent Western social life 
and thought show that humanistic ethics are bankrupt whereas “religious 
ethics,” and they alone, can supply valid and saving moral absolutes. 

-~ In pointing out the inhuman cruelty, waste, and meanness of laissez-faire 
economic processes .and of production, not for maximum human use but for 
maximum profit, and the inconsistencies and the subversions of human values | 

- characteristic of the economic theories, of the nationalist political theories, 

.- and of the metaphysics and theologies which purported to justify such eco- 
nomic processes, Mr. Hughes differs from most careful historians and critics 

- mainly in three respects. He writes as. if the “intelligible synthesis” of social 
life ‘under the guidance and control of the Catholic Church was actually 
“achieved in a very much larger measure in medieval Europe than serious his- 

_ torians generally allow. He restricts the terms “liberalism” and “liberal so- 

> ciety?” to mean acquisitive economic individualism, mercantilism, and 
theories of man’s nature and political proclivities which support these. He 
thus excludes from what he calls “liberalism” all in the long history of what 
is usually called liberalism that has been profoundly- critical of the very 
things Mr, Hughes himself condemns—the liberalism which some recent 
writers (whom Hughes takes seriously) have called “ideal liberalism” or 

“ecumenical liberalism.” Mr. Hughes’s procedure here is a striking instance 
of the ancient rhetorical device of giving a dog a bad name, Finally, Mr. 
Hughes offers with much ardor the view that the Roman Catholic Church 
has consistently fought the genuinely dreadful things which he means by 

_“Liberal Society.” He supports this view by quoting statements of popes and 
prelates, not by a history of actual church politics. The reconciliation of such 
historical politics with such official statements is recognized as an extremely 
difficult problem even by the friendliest historians of the Roman Church— 

- ‘who still remain historians. l 

'.- In all these matters Mr. Hughes’s interpretation suffers seriously from 
the absence of even partial analysis of the notions of “value,” of “reason,” 

i “intelligibility,” of “religious ethics” which he constantly uses with what 
can to be'a great deal of ambiguity. Since many and various moral atti- 
tudes and ethical systems have been sanctioned by religions, his book badly 

_Hieeds some indication of how he has determined, or would determine, which 
among them is ¢he valid religious ethics and should finally control economic 
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processes and the government of states. (There is, of course, no doubt that 
Mr. Hughes personally regards Roman Catholic ethics as that ethics and the 
Pope, holder of “the highest office in Christendom” (p. 221), as infallible 

when he speaks gua Pope on quesions of faith and morals. This is an interest- 
ing fact about Mr. Hughes but hardly throws light on the theoretical issues 
which he purports to be discussing.) 

There is no hint that Mr. Hughes has even considered the question implicit 
in Plato’s Euthyphro: How can any man judge that what purports to be a 
divine command comes from a good and nox from a devilish source, except by 
his human judgment of the righteousness of what is commanded? If acts are 
thus judged to be righteous, they should be done whether or not commanded 
by deity. What additional authority, then, can a theotic source give to any 
defensible moral law? If a cosmology could be, or has been (as Mr, Hughes 
probably believes), demonstrated as true or as probable, and according to it 
an omnipotent Creator controls all existence, would it follow by amy logic that 
what the Creator commanded was good cr bad? At the most it would follow 
that it was expedient, if one would avoid one’s own destruction, to obey the 
commands—and Mr. Hughes is contemptuous of expediency. Not only does 
Mr. Hughes’s dogmatism give us no light upon these basic questions, but the 
“indictment of the Christian God” which he ascribes (pp. 65-66) to tke 
philosophies of “Liberal Society” shows a total (I use the adjective advisedly) 
failure on his part to understand what men like Hume and Spinoza (of whose 
work the indictment is, he says, a paraphrase) meant, and laboriously 
explained that they meant, by “law,” by “cause,” and by most of the rest 
of their central terms. 

Mr. Hughes’s indictment of Western civilization, especially in its economic 
structure, for its wastage of what decent men consider valuable, is largely 
convincing and it is extremely important, however much or little original, and 
however defensible or indefensible the remedy he proposes. That saints and 
prophets of many religions (as well as some of the philosophers of liberalism 
whom Mr. Hughes has travestied) have cherished and recommended such 
values is certainly true. And among these have been many members and 
officials of the Roman Catholic Church. But that those values derive their 
validity from any theology or religious faith—or in particular the Roman 
Catholic theology or faith—is quite another thesis. Mr. Hughes’s argument 
is an excellent example of the facile confusion which insinuates that the 
rejection of some alleged theological justification of values is, or entails, a 
rejection of those values. As a matter of fact, the “justification” of any 
theology with serious moral implications is almost certainly to be found. 
finally in the basic value attitudes of those who accept the theology. 

There is no more crippling or pathetic disease of modern thought than 
its dialectical oscillation between dogmatic absolutisms and capricious and 
irresponsible relativisms. Mr. Hughes’s book is an outstanding example of the 
view that the only way to correct relativistic cynicism, individualistic selfish- 
ness, waste of human values, and war is by establishing moral absolutes. 
Clear and careful minds find, and will find, little promise in either extreme 
position, Actually, the enhancement of health and knowledge and love and. 
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play and artistic expression, and the having and doing of a job that contributes 
to the advance of all these and to spreading them more widely among men, 
have been shown by serious scientific methods to be goods—not absolute goods, 
but good activities, the blocking of which leads to aggressive destruction and 
death just as certainly as does the blocking of a man’s intake of air. The ways 
of Western communities—particularly their economic and political ways— 
have seriously damaged such values and have gravely crippled human per- 
sonality, and at the very time when new techniques and resources have made 
admirable advances possible. Economic and governmental policies which 
serve and enhance such values must be devised and increasingly put into effect. 
This is the supreme task of intelligence. If such policies are recommended— 
or devised—by the members of a church or by the members of many churches, 
well and good, But the policies will be justified by their contribution to the 
achievement of human values, and not by the fact that they are sponsored 
by the officials or entailed by the theology of any church. 
WILLIAM R. DENNES 
University of California 
Berkeley 
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McKay, R. and others, Responsibilities of private enterprise after the war. (New Wil- 
mington, Pa.: Econ. and Bus. Found. 1944. Pp. 26. 35c.) 


Small business: hearings [Senate Spec. Committe2 to Study and Survey Problems of Small 
Business Enterprises], 78th Cong., 2nd sess., pursuant to S. Res. 66 (extending S. Res. 
298, 76th Cong.). Pts. 36, 37, 38. Businessmen’s views on reconversion needs, 1, 2, 3. 
May and June, 1944, Pt. 39. Commercial rent control. July, 1944. (Washington: Supt. 
Docs, 1944. Pp. 4391-4465; 4467-4531; 4533-4625; 4627-4718. 15c each.) 


The smaller company after the war. (New York: Research Inst. of Am. 1944. Pp, 57.) 
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Marketing; Domestic Trade 
SIMMONS, H. Successful selling for the new day. (New York: Harper. 1944. Pp. 303. $4.) 


Wiesen, L. J., and others. The rôle of marketing management policies in America’s eco- 
nomic future. (New Wilmington, Pa.: Econ. and Bus. Found. 1944. Pp. 32. 35c.) S 


Federal Trade Commission: report on distribution metkods and costs. Pt. 4. Petroleum 
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cultural implements; submitted to Congress, Mar, 2, 1944. (Washington: Supt. Docs. 
1944, Pp. 189. 25c.) 


Mining; Manufacturing; Construction 


EoLLes, B. Oil: an economic key to peace. For. pol. repts., Vol. 20, no. 8. (New York: 
For. Pol, Assoc. 1944. Pp. 9, 25c.) 


Brooks, B. T. Peace, plenty and petroleum. (Lancaster, Pa.: Jaques Cattell Press, 1944. 
Pp. 203. $2.50.) 


ScHwitzer, J. G. and HUNTER, A. L. Boot and shoe industry statistics. Indus. ser. 10, 
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Centralization], 78th Cong., 2nd sess., pursuant to S. Res. 190, to investigate the effect 
of the centralization of heavy industry in the United States. Pt. 2. March and May, 1944. 
[Cascade Alloy Corp.}] (Washington: Supt. Docs. 1944. Pp. 29-140. 20c.) 


Mineral industry of Alaska in 1941 and 1942. Geolog. survey bull. 943~A. (Washington: 
Supt. Docs. 1944, Pp. 23. 10c.)} 


Pulp and paper trade statistics of the other American republics, 1938-1941. Bur. For. and 
Dom. Commerce, econ. ssr. 35. (Washington: Supt. Docs, 1944. Pp, 88. 30c.) 


Transportation; Communication; Public Utilities 


Brock, H. European transportation under German rule. (New York: Inst. of World 
Affairs. 1944. Pp. 25.) 


FARRINGTON, S. K., Jr. Railroads at war. (New York: Coward-McCann. 1944. Pp. 338. $4.) 
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port and communications. (New York: Oxford Univ. Press. 1944. Pp. 102. $1.) 
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ended Dec, 31, 1943. Statement no. 44100. (Washington: Supt. Docs. [1944.] Pp. 150. $1.) 
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UmstotT, H. D. and YARNALL, S. L. Revised annual estimates of interest charges and 
interest rates on farm-mortgage debt, 1930-43. (Washington: Bur. of Agric. Econ., U. S, 
Dept. of Agric. 1944. Pp. 34, mimeo.) 
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(Washington: Bur, of Agric. Econ., U. S. Depz. of Agric. 1944. Pp. 191, mimeo.) 
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Food supply: hearings [Senate Agric. and Forestry Committee], 78tk Cong., Ist sess., on 
food supply of United States, farm petroleum supply. Pt. 6. Mar. and May, 1944. 
(Washington: Supt. Docs. 1944. Pp, 1901-1972. 15c.) 
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Economic Geography; Regional Planning; Urban Land; Housing 


BALLAINE, W. C. Anticipated postwar private employment and nonpublic expenditures 
in Lane County, Ore. (Eugene: Bur. of Bus. Research, Univ. of Oregon. 1944. Pp. 18. 
15c.) 


GREER, G., and others. The problem of urban redevelopment. 3rd ser., no. 4. (New York: 
Inst. on Postwar Reconstruction, New York Univ. 1944. Pp. 29. 30c.) 


Swan, H. Housing market in New York. (New York: Reinhold Pub, Corp. 1944. Pp. 
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WEIGERT, H. W. and Sreransson, V. Compass of the world—a symposium on political 
geography. (New York: Macmillan. 1944. Pp. xvi, 466. $3.50.) 


WIETE, L. J. and Lussensor, R. Urban-and rural living—planning post-war ways of lije 
for American youth, Prob. in Am. life no. 21. (Washington: Nat. Educ. Assoc. 1944. 
Pp. 56. 30c.) 


Housing: hesrings [House Banking and Currency Committee], 78th Cong., 2nd sess., 
on H. R. 4849. Pt. 4. Housing and urban redevelopment. June, 1944. (Washingtor: 
Supt. Docs. 1944, Pp. 1015-1070. 10c.) 
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The need for urban redevelopment legislation in California; a report. (Los Angeles: 
Regional Planning and Development Section, Town Hall. 1944, Pp. 34.) 


Post-war economic policy and planning: hearings [Senate Spec. Committee on Post-War 
Economic Policy and Planning], 78th Cong., 2nd sess., pursuant to S. Res. 102. Pt. 5. 
Reclamation, irrigation and power projects. June, 1944, (Washington: Supt. Dors. 1944. d 
Pp. 1071-1190. 20c.) 


Labor and Industrial Relations 


BAKER, H. Employee counseling: a survey of a new development in personnel relations, 
~ Research rept. ser., no. 69. (Prirceton: Indus. Rel. Sec., Princeton Univ. 1944. Pp. 
64. $1.) 


BALDANzI, G: Organized labor and the state, 3rd ser., no. 5, (New York: Inst. on Postwar 
Reconstruction, New York Univ. 1944. Pp. 14. 30c.) 


BERNSTEIN, S. P., compiler. Bibliogrephy on labor and social welfare in Latin America. 
(Washington: Pan Am. Union. 1944. Pp. 78, mimeo. 25c.) 


CAMERON, J. C. The ethics of labour relations. (Boston: Bruce Humphries. 1944. Pp. 14. 
35c.) 


Corey, S. M., and others. Should labor unions aim for political power? Transcript no. 
331. (Chicago: Univ. of Chicago Round Table. 1944. Pp. 27. 10c.) 


Ercxson, E. Women’s employment in the making of steel, 1943. Women’s Bur., bull. no. 
192, 5. (Washington: Supt. Docs. 1944. Pp. 39. 10c.) 


Green, C. E. The headwear workers—a century of trade unionism. (New York: United 
Hatters, Cap and Millinery Workers Internat. Union. 1944. Pp. 269. $2.) 


HANDLER, M. and SCHLESINGER, S. A. Cases and materials on labor law. (St. Paul: 9 
West Pub. Co. 1944. Pp. 818. Leazher cloth, $6.) 


Harsison, F. H. Seniority problems during demobilization and reconversion. (Princeton: 
Indus. Rel. Sec., Princeton Univ. 1944. Pp. 31. 75c.) 


JeweTr, R., and others, Employee representation on management committees. (New 
_ Wilmington, Pa.: Econ, and Bus, Found, 1944. Pp. 31. 35c.) 


Lort, J. Tke printing trades. Foreword by H. Davo. Labor in 20th century Am. (New 
York: Farrar and Rinehart. 1944. Pp. 314. $3.) 


MartHeny, M., and others. The rôle of personnel management policies in America’s eco- 
nomic future. (New Wilmington, Pa.; Econ. and Bus. Found, 1944. Pp. 32. 35c.) 


Morris, T. H. Scientific management; the hope for owners of modern industry. (Johnson 
City, Tenn.: Author, PD. Box 29. 1944. Pp, 119. $2.) 


WECHSLER, J. A. Labor baron: a portrait of John L. Lewis. (New York: Morrow. 1944. 
Pp. 286. $3.) 


A-B-C of absenteeism and labor turnover. Div. of Lab. Stand., spec. bull. 17. (Washing- 
ton: Supt. Docs. 1944, Pp. 7. 5c.) 


British policies and methods in employing women in wartime. Women’s Bur., bull. 200. 
(Washington: Supt. Docs. 1944. Pp. 44. 10c.) 


Canadian Government Delegates: report to the 26th session of the International Labour 
Conference, Philadelphia, April 29-May 13, 1944. Printed as a suppl. to the Labour 
Gazette, June, 1944. (Ottawa: Cloutier. 1944. Pp. 73.) 


Discrimination in employment: hearings [House Labor Committee], 78tk Cong., 2nd sess., 
on H. R. 3986, 4004 and 4005, to prohibit discrimination in employment because of 
race, creed, color, national origin or ancestry. Vol. 1. June, 1944. (Washington: Supt. 
Docs. 1944. Pp. 269. 30c.) 
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Manpower: the story of Britain's mobilization for war. (New York: British Information 
Serv. 1944. Pp. 60. 25c.) 


ational Labor Relations Board: court decisions relating to National Labor Relations 
act. Vol. 1. Cases decided before Dec. 31, 1939. (Washington: Supt. Docs. 1944. Pp. 
1502. $2.25.) ; 


: decisions and orders. Vol. 53. Oct. 23, 1943~Dec. 21, 1943. Vol. 54. Dec. 22, 1943- 
Feb. 23, 1944. (Washington: Supt. Docs. 1944. Pp. 1498; 1596, $2 each.) 


` New York State Joint Legislative Committee: report on industrial and labor conditions. 
Leg. doc. (1944) no. 50. (Albany: Williams Press, 1944. Pp. 184.) 


Social policy-in dependent territories. Stud. and septs. Ser. B. (econ. conditions), No. 38. 
(Montreal: Internat. Lab. Office. 1944. Pp. 185. $1.) 


Strikes in 1943, Bur. Lab. Stat., bull. 782. (Washington: Supt. Docs. 1944. Pp. 40. 10c.) 


A survey of personnel services. (Minneapolis: Society for the Advancement: of Manage- 
ment, Univ. of Minnesota, 1944. Pp. 78, mimeo.) 


ad 





w, 


Social Insurance; Relief; Persions; Public Welfare 


- Anprews, Cor. J. N. Outlook for the serviceman: a discussion of the education, reémploy- 
ment, and rehabilitation of veterans. 3rd ser., no. 7. (New York: Inst. on Postwar 
“ Reconstruction, New York Univ. 1944. Pp. 38. 30c.) 


MEYER, A. E. Journey through chaos. (New York: Harcourt Brace. 1944. Pp. 405. $3.) 


Wurms, G. The price of social security, Internat. Lib. of Soc. and Soc. Reconstruction. 
(New York: Oxford Univ. Press. 1944. Pp. vii, 199. $3.75.) £ i 


Benefits to veterans and their dependents: analysis of rights of all veterans and their 
dependents to pension or compensation, 78th Cong., 2nd sess., S. doc. 146. (Washing- 
ton: Supt. Docs, 1944. Pp. 27. 10c.) 


Community recreation buildings as war memoriais: planning, financing, construction and 
operation of community recreation buildings. (New York: Nat. Recreation Assoc. 1944. 
Pp. 55. $1.) = 


Minimum standards of social policy in dependent territories ( supplementary provisions). 
Internat. Lab. Conf., 27th sess., 1945. Questionnaire 1. (Montreal: Internatl. Lab. 
Office. 1944. Pp, 46.) 


Miners Phthisis Acts Commission [South Africa], The: report (majority and minority) 
for 1941-1943, (Pretoria: Govt. Printer. 1943. Pp. 57. 4s. 6d.) . 


When the veteran returns: a reémployment digest. (Hartford: Manufacturers Assoc, of 
Connecticut. 1944, Pp. 54.) 


Consumption; Income Distribution; Codperation 


Gorvon, L. J. Economics for consumers. 2nd ed. (Boston: Am. Book Co. 1944. Pp. xiv, 
666. $3.75.) j é 


Maver, J. Postwar national income—its probable magnitude. Pamph. no. 55. (Washing- 
ton: Brookings Inst. 1944. Pp. 34. 50c.) 


Oxry, R. and Liyrorp, E. J. Wartime food for four income levels: prices for San Fran- ` 
cisco, March, 1944. (Berkeley: Univ. of California Press. 1944. Pp. 45, mimeo. 35c.) 


WILLIAMS, F. and KEOHANE, M. P. The American. standard of living: earning and spend- 
ing our money. Prob. in Am, life no. 19. (Weshington: Nat. Educ. Assoc. 1944. Pp.- 
60. 30c.) X 
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Co-ops plan for the post-war world: a report on international planning done at the 
Washington Conference, Jan. 1$-20, 1944. (New York: Cooperative League. 1944. Pp. 
63. 50c.) 


Wartime budgets for three income ievels: prices for San Francisco, March, 1943. (Berkeley: 
Univ. of California Press. 1943. Pp. 106, mimeo. 85c.) 


Population; Migration; Vital Statistics 


Tsompson, W. S, War and postwer population shifts in the United States. 3rd ser., no. 
12. (New York: Inst. an Postwar Reconstruction, New York Univ. 1944. Pp. 15. 30c.) 


STEWART, M. S. The Negro in America. Pamph, no. 95. (New York: Public Affairs Com- 
mittee. 1944. Pp. 32. 10.) 


_ Europes uprooted people—the relocations of displaced population. Pamph. no. 36. (Wash- 
ington: Nat. Planning Assoc. 1944. Pp. iv, 50. 25c.) 


Vital statistics of the United States, 1942, Pt. 1. Natality and mortality data for the 
United States tabulatec by place of occurrence with supplemental tables for Hawait, 
Puerto Rico, and the Virgin Islands. (Washington: Bur. of the Census. 1944. Pp, 176. 
$1.25.) 

Unclassified Items 


Carr, W. G., editor. International jrontiers in education. Annals, Vol. 235. (Philadelphia: 
Am. Acad, Pol. and Soc. Sci. 1944. Pp. xii, 180. $2.) 


HICHELBERGER, C. M. Time has come for action. (New York: Commission to Study the 
Organization of Peace. 1944. Pp. 32. 10c.) 


Freminc, C. M. The social psychology of education—an introduction and guide to its 
study. Internat. Lib. of Soc. and Soc. Reconstruction. (New York: Oxford Univ. Press. 
1944. Pp, vii, 110. $2.) - 


JOHNSON, W. The battle against isolation, (Chicago: Univ. of Chicago Press. 1944, Pp. 
xii, 270. $3.) 

KaurMann, F. Methodology of tite social sciences. (New York: Oxford Univ. Press. 1944. 
Pp. viii, 272, $3.50.) 

Keitsen, H. Peace through law. (Chapel Hill: Univ. of North Carolina Press, 1944, Pp. 
167. $2.) 

Norton, L. War elections, 1862-1864. (New York: Internat. Publishers. 1944. Pp. 48. 
15c.) 

Riper, F. The scholar and the future of the research library—a problem and its solution. 
(New York: Hadham Press, 1944. Pp. xiii, 236. $4.) 


WHirtton, J. B., editor. The second chance—America and the peace. (Princeton: Prince- 
ton Univ. Press. 1944. Pp. vi, 235. $2.50.) 


Wriston, H., M. Strategy of peace. (Boston: World Peace Found. 1944, Pp. 166. $1; paper, 
50c.) 


Suggested research topics in the fields of business and economics, 1944. Econ. ser. no. 38. 
(Washington: Bur. of For. and Dom. Commerce, Dept. of Commerce. 1944. Pp. 31, 
mimeo.) 
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LERNER, A. P. Interest theory—supply and demand for locns or supply and demand for 
cash. Rev. Econ. Stat., May, 1944, Pp. 4. 
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SESHCIRI Rao, A. War and recent trends in India’s foreign trade (I). Indian Jour. Econ., 
July, 1944. Pp. 8, 


SINGER, H. W. The German war economy. XII. Econ. Jour., June-Sept., 1944. Pp. 9. 
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Warticm, H. C. The cutlook jor Latin America. Harvard Bus, Rey., Autumn, 1944. 
Pp. 14. 
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NOTES 


FIFTY-SEVENTH ANNUAL MEETING OF THE 
AMERICAN ECONOMIC ASSOCIATION 


As announced in the September numer of the American Economic Review, the Ameri- 
can Economic Association will meet in Washington, D.C., February 1-4, 1945, jointly 
with the American Political Science Association and the American Society for Public 
Administration. Transportation conditions will narrowly limit the attendance from out- 
Side the national capital. Nevertheless, the membership temporarily and permanently resi- 
dent there gives assurance of a representative gathering. The annual business meeting, sched- 
uled to be held at 5 r.m. on Friday, February 2, will have several features of special interest. 

Headquarters of the three associations will be at the Hotel Statler, where a limited 
number of rooms have been reserved for the period of the meetings, Most sessions will 
be held at the hotel; others will be held at the Department of Commerce Building and 
elsewhere. The Joint Committee on Local Arrangements consists of John Donaldson of 
George Washington University, Milton Gilbert of the Bureau of Foreign and Domestic 
Commerce, and representatives of the other two associations. 

Tke joint program will deal mainly with Selected Problems of the Postwar World, 
with some reference to the war-peace transition and with special attention to issues of 
policy. It has been arranged by J. S. Davi (AEA), J. W. Fesler (APSA), and G. L. . 
Belsley (ASPA), with the invaluable aid of a number of organizers of section meetings 
and the helpful advice of many members of the codperating associations. As usual, it has 
proved regrettably impossible to utilize all the valuable suggestions for sessions and papers. 

.“Social Scientists in the Post-war World” will be the general subject of addresses at 
the joint opening session on Thursday, February 1, at 8 r.m. The Executive Committee 
and some others will meet earlier on that day. Luncheon meetings will be held on Friday 
and Saturday at 12:30 p.m. The three presidential addresses will be delivered at a joint 
session on Saturday, February 3, at 8 P.M. 

Friday evening, and mornings and afternoons from Friday through Sunday, will be 
given over to section meetings, A semi-final schedule of the sections is given below, with 
names of chairmen. Fuller details are given for most of the sections in which the par- 
ticipation of the AEA will be dominant or substantial, When this issue went to press, 
Some gaps remained to be filled, especially in the lists of discussants. The final program 
will be available at the time of registration. 


Friday morning, February 2 
SOCIAL SCIENTISTS AND THE PUBLIC SERVICE 

Chairman: Kenneth O. Warner, Foreign Economic Administration 

Participants: Frederick M. Davenport, Council for Personnel Administration 
John J. Carson, Social Security Beard 
Lloyd M. Short, University of Mirnesota 
Morris A. Copeland, War Producticn Board : 
Isador Lubin, Executive Office of the President 


LATIN AMERICA IN THE POST-WAR PERIOD 


Chairman: Russell H. Fitzgibbon, Office of the Coördinator of Inter-American Affairs 

“Yatin America’s Part and Problems in International Organization,” Arthur P. 
Whitaker, University of Pennsylvania 

“The Brazilian Program of Administrative Reform.” Henry Reining, Jr., National In- 
stitute of Public Affairs 

“Why Should the United States Encourage Economi: Development in the Other Ameri- 
can Republics?” Frank A. Waring, Office of the Coördinator of Inter-American 
Affairs 
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Discussion: Frank Tannenbaum, Columbia University 
George Wythe, Bureau of Foreign and Domestic Commerce 
Dana G. Munro, School of Public and International Affairs, Princeton 
University , 
Louis Brownlow, Public Administration Clearing House 
` Sherman Shepherd, Bureau of the Budget 


JAPANESE GOVERNMENT IN THE POST-WAR PERIOD 


Chairman: Lt. Com. William H. McGovern, United States Navy, Office of Strategic 
Services 


CONSUMPTION ECONOMICS 

Chairman: Edwin G. Nourse, Brookings Institution 

“The Place of Consumption Concepts in Economic Theory,” Kenneth E, Boulding, 
Iowa State College 

“Lessons from Wartime Consumption Experience,’ James P. Cavin, Bureau of Agri- 
cultural Economics 

“Consumption as a Factor in Post-war Employment,” James J, O'Leary, Wesleyan 
University 

Discussion: S. M. Livingston, Department of Commerce, and others 


Friday afternoon, February 2 


EXPANDING CIVILIAN PRODUCTION AND EMPLOYMENT IN THE TRANSITION FROM WAR TO 
PEACE 
In charge of: T. O. Yntema, Committee for Economic Development : 
Participants: Arthur R. Upgren, Federal Reserve Bank of Minneapolis 
Paul G. Hoffman, Studebaker Corporation and Committee for Economic 
Development : 
Speaker to be announced 
Discussion: To be arranged 


NATURAL RESOURCES AND INTERNATIONAL POLICY 
Chairman: A. Loveday, League of Nations, Princeton 
“Prophecies of Scarcity and Exhaustion,” Harold F. Williamson, Yale University 
“International Policy on Renewable Natural Resources,” E. I. Kotok, U.S. Forest Service 
“Forest Products in a World Economy,” Egon Glesinger, Comité International du Bois 
Discussion: John Ise, University of Kansas 
Eugene Staley, Foreign Service Educational Foundation, and others 


GERMAN GOVERNMENT IN THE POST~WAR PERIOD 
Chairman: Roger H. Wells, Swarthmore College 
Participants: James K., Pollock, University of Michigan 
John Brown Mason, Department of State 
Maxine Y. Sweezy, American Association of University Women 
Fritz Morstein Marx, Bureau of the Budget 


INTERDEPARTMENTAL COURSES IN THE SOCIAL SCIENCES 

Chairman: A. B. Wolfe, Ohio State University 

“The Social Science Course at the University of Chicago,” Maynard C. Krueger, Univer- 
sity of Chicago 

“The Contemporary Civilization Course at Columbia,” Louis M. Hacker, Columbia 
University 

Discussion: Benjamin F. Wright, Harvard University 

Morris A. Copeland, War Production Board 


THE REORGANIZATION OF CONGRESS 
In charge of: George B. Galloway, Commission on the Organization of Congress and 
Twentieth Century Fund 
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Friday evening, February 2 


PRICE CONTROL AND RATIONING IN THE WAR-PEACE TRANSITION 
Chairman: Donald H. Wallace, Office of Price Administration 
“Problems, Objectives, and General Principles,’ J. M. Clark, Columbia University 
“Policy Implications of Political and Administrative Aspects,” Merle Fainsod, Harvardg 
University 
“Economic Policy,” Clair Wilcox, Swarthmore College 
Discussion: Elmer Staats, Bureau of the Budget 
Harvey Mansfield, Office of Price Administration 


ORGANIZED LABOR AND THE PUBLIC INTEREST 
Chairman: Hon. Wayne L. Morse, U. S. Senate 
“The Responsibility of Organized Labor for Employment,” Sumner H. Slichter, Harvard 
University ` 
“The Public Interest in the Terms of Collective Bargains,” Robert M. C. Littler, San 
Francisco 
Discussion: Fritz Machlup, University of Buffalo 
W. M. Leiserson, Johns Hopkins University 
James J. Robbins, American University 


~ AVIATION IN TEE POST-WAR WORLD 


Chairman: Claude E. Puffer, University of Buffalo 

“The Economic Outlook for Air Transportation,” Lewis C. Sorrell, Air Transport Associa- 
tion of America 

“The Elements of Workable Competition in Air Transportation,” Kent T. Healy, Yale 
University 

“Problems of International Orgerization of Aviation,” Speaker to be announced 

_ Discussion: Paul T. David, Burzau of the Budget 
Escott Reid, Canadian Embassy 


INTERNATIONAL ORGANIZATION FOR THE MAINTENANCE OF PEACE 
Chairman: Grayson L. Kirk, Columbia University 


THE 1944 ELECTION 
Chairman: Harold D. Lasswell, Library of Congress 


Saturday morning, February 3 


INTERNATIONAL MONETARY AND CREDIT ARRANGEMENTS 
Chairman: Robert B. Warren, Institute for Advanced Study 
“Capital Requirements and the Proposed International Financial Agencies,” Imrie de 
Vegh, New York City 
“The Commercial Policy Implications of the Fund and Bank,” Louis Rasminsky, Ca- 
nadian Foreign Exchange Control Board 
“The Future International Position of the United States as Affected by Bank and Fund,” 
Walter Gardner, Board of Governors of the Federal Reserve System 
Discussion: Henry C. Simons, University of Chicago 
Alice Bourneuf, Board of Governors of the Federal Reserve System 
Ragnar Nurkse, League of Nations, Princeton 


AGRICULTURAL PRICE SUPPORTS AND THEIR CONSEQUENCES 
In charge of committee headed by: Elmer J. Working, University of Illinois 
THE HUMAN PROBLEM IN THE WAR-PEACE TRANSITION 
Chairman: Geoffrey May, Bureau of the Budget 
POLITICAL RECONSTRUCTION IN FRANCE 
In charge of: Walter Sharp, College of the City of New Vork 
POLITICAL SCIENCE RESEARCH IN THE POST-WAR PERIOD 
In charge of: William Anderson, University of Minnesota 
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Saturday afternoon, February 3 


CITIZENS’ ATTITUDES TOWARD POLITICIANS AND BUREAUCRATS 


+ 


Chairman: William Murra, Civic Education Service 


FISCAL PROBLEMS OF TRANSITION AND PEACE 


Chairman: Lawrence H. Seltzer, Wayne University 
“Post-war Federal Expenditures and Their Implications for Tax Policy,’ W. L. Crum, 
Harvard University 
“Wartime Financial Accumulations in Post-war Policy,” Albert G. Hart, Committee for 
Economic Development 
“Outline of a Proper Post-war Fiscal Policy,” Speaker to be announced 
Discussion; Arthur R, Upgren, Federal Reserve Bank of Minneapolis 
Richard V. Gilbert, Office of Price Administration 
Gerhard Colm, Bureau of the Budget 
Roy Blough, Treasury Department 


PROBLEMS OF REGIONALISM IN THE UNITED STATES 


Chairman: Robert D. Calkins, Columbia University 

“Regionalism: A Tool for Economic Administration,” John V. Van Sickle, Vanderbilt Uni- 
versity 

‘Regionalism—Political Implement,” Leon Wolcott, Foreign Economic Administration 

“Trends in Conflict with Regionalism,” Walter M. Kollmorgen, Bureau of Agricultural 
Economics 

Discussion: To be arranged 


THE POLITICAL ECONOMY OF INTERNATIONAL CARTELS 


Chairman: Myron W. Watkins, New York University 
“Possibilities in the Organization of International Raw-Material Cartels,” W. Y. Eliott, 
War Production Board 
“The Economics of International Commodity Haute Politique, Theodore J. Kreps, 
Stanford University 
Title to be announced, Robert A. Brady, University of California 
Discussion: Ervin Hexner, University of North Carolina 
Edward S. Mason, Office of Strategic Services 
Howard J. McMurray, Milwaukee, Wisconsin 
Walter S. Tower, American Iron and Steel Institute 
Robert M. Weidenhammer, Bureau of Foreign and Domestic Commerce 


FOOD AND AGRICULTURE: OUTLOOK AND POLICY 


Chairman: John D. Black, Harvard University 
“In the War-Peace Transition,” F. F. Elliott, Bureau of Agricultural Economics 
“In the Longer Run,” J. B. Canning, Stanford University 
Discussion: Harold B. Rowe, Foreign Economic Administration 
P. Lamartine Yates, British Embassy, and others 


Sunday morning, February 4 


` THE SOVIET UNION IN THE POST-WAR WORLD 


Chairman: Mortimer Graves, American Council of Learned Societies 
“Soviet Commercial Policy,” Ernest C. Ropes, Bureau of Foreign and Domestic Com- 
merce 
“Soviet Foreign Policy in Europe,” Oscar Lange, University of Chicago 
“Soviet Internal Policy,” John N. Hazard, Foreign Economic Administration 
Discussion: W. Chapin Huntington, American Council of Learned Societies 
Vera Micheles Dean, Foreign Policy Association 
Charles Prince, Federal Communications Commission 
Lt. Col. W. McC. Martin, President’s Soviet Protocol Committee 
Brownson Price, Office of War Information 
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THE SUPREME COURT DURING AND AFTER THE WAR 
Chairman: Robert K. Carr, Daztmouth College 


FUNCTIONAL REPRESENTATION IN POLICY FORMATION AND ADMINISTRATION 
Chairman: Arthur W. Macmahon, Department of State 


URBAN REDEVELOPMENT ‘ 
Chairman: Herbert Emmerich, Fublic Administration Clearing House 


- 


Sunday afternoon, February 4 


THE FUNCTION OF GOVERNMENT IN THE AMERICAN POST-WAR ECONOMY 
In charge of committee headed by: James W. Bell, Northwestern University 


THE ROLE OF THE STATES IN THE FOST-WAR PERIOD 
Chairman: Patterson, H. French, Office of Price Administration 


POST-WAR CONTROL OF INTERNATIONAL COMMUNICATIONS 
Chairman: Robert D.- Leigh, Commission on the Freedom of the Press 


ORGANIZATION AND COORDINATION CF INTERNATIONAL SOCIAL AND ECONOMIC AGENCIES 
Chairman: Benjamin Gerig, Department of State 


The following persons have recently become members of the AMERICAN EcoNomIc 
ASSOCIATION : 


Alexander, S. S., 1913 N. Rhodes St., Arlington, Va. 

Alter, G. M., 1530 16th St. N.W., Washington 6, D.C. 

Bachelor, R. W., American Bankers Association, 22 E. 40th St., New York 16, N.Y. 

Barrett, J. L., 344 E. 48th St., New York 17, N.Y. 

Beisel, A. R., Jr., 5051 New Hampshire Ave. N.W., Washington 11, D.C. 

Bernstein, Mrs. S. P., 950 25th St. N.W., Washington 7, D.C. 

Berolzheimer, H., 2729 Garrison St., Evanston, Ill 

Brannon, G. M., 3612 Ingomar PI, Washington 15, D.C. 

Brodinsky, J. E., 1100 First National Bank Bldg., Pittsburgh, Pa. 

Brown, E. T., Wolcott, N.Y. 

Brown, Mrs. H. H., 2601 16th St. N.W., Washington 9, D.C. 

Cazell, G. F., 481 Marlborough Rd, Brooklyn, N.Y. 

Dickens, A. E., 20 N. Wacker Dr., Room 1470, ‘Chicago 6, HL 

Debrovolsky, S, P., National Bureau of Economic Research, 254th St. and Tadeseaddente 
Ave., New York” 63, N.Y. 

de Larrea, J. L., Paeo de la Reforma No. 157 Dep. 302, Mexico, D.F. 

Ely, Mrs. R. T., Brockway Rd., R. 2, Old Lyme, Conn. 

Everett, W. E., 385 Park Ave., Collingswood, N.J. 

Forjohn, H. B., 202 Colonial Bldg., Allentown, Pa. 

Gardner, Miss F. A., 2915 Connecticut Ave. N.W., Washington, D.C. 

Gardner, Mrs. F. I., 2185 Bolton St, New York 60, N.Y. 

Glasser, Pvt. I., 42176953, Co. D, 13 Tng. Bn., I.R,T.C., Ft. McClellan, Ala. 

Goldberg, Miss R., 101 W. 80th St., New York, N.Y. 

Gunn, Miss G. T., 1731 20th St. N.W. Washington 9, D.C. 

Hirsch, S. S., 3213 Jocelyn St., N.W , Washington 15, D.C. 

Hodges, E. P., 2222 Que St. N.W., Apt. 53, Washington, D.C. 

Huntley, Pvt. A. G., 39340648, U.S.S. Mercy (AH-8), c/o Fleet Postmaster, San Francisco, 
Calif, 

Jenkins, D. R., 3931 48th St., Long Island City 4, N.Y. 

Jenneman, W. M., c/o Deep Rock O1 Corp., Box 1051, Tulsa 2, Okla. 

Karchere, Lt. A. J., 59 73rd St., Brooklyn, N.Y. 

Koss, T. L., 211 Elm St., Edgewood. Pittsburgh 18, Pa. 

Landman, Dr. J. H., 225 Beach 121st St., Rockaway Park, New York, N.Y. 

Lawrence, G. J., Rochester Chamber of Commerce, Rochester, N.Y. 

Lissner, W., c/o New York Times, Times Sq., New York 18, N.Y. 

Livingston, S. M., Fouracre Farm, Burnt Mills Hills, Silver Spring, Md. 

Loewenstein, Mrs. H. K., 1407 35th 3t. N.W., Washington, D.C 

McKenzie, L. W., ait 2171 E. 19th St., Brooklyn 29, N.Y. 

McKenzie, Mrs. L `W., Jr., 2171 E. 19th St., Brooklyn 29, N.Y. 

Mickey, Lt. J. F., LST Group 49, c/o Fleet Post Office, New York, N.Y. 
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Montealegre, E., 2929 Connecticut Ave. N.W., Washington, D.C. 
w S. G., University of Toronto, Department of Political Economy, Toronto, 
anada. 
Novotny, Miss F. K., 2311 Andrews Ave., New York 53, N.Y. 
Parkin, Lt. N. C., Allies Inn, Washington, D.C. 
x oss a Graduate Faculty of Political and Social Science, 66 W. 12th St., New York 

11, N.Y. 

Polemis, Z. M., 5649 Dorchester Ave., Chicago 37, IIL 

Reubens, Mrs, E. P., 4507 S. Capitol St., Washington, D.C. 

Richardson, C. M., 216 Union St., Bennington, Vt. 

peti ae M. J., Hq. Communications, Navy No. 117, c/o Fleet Post Office, New 

ork, N.Y. i 

Smith, T. H., Board of Governors, Federal Reserve System, Washington, D.C. 

Stehman, Lt. J. H., 2012 N. Monroe St., Arlington, Va. , 

Tomasevich, J., 4301 28th PI, Mt. Rainier, Md. 

Traylor, Sgt. O. F., O-1704226, Hq., USAFIME, AC/S, G-5, Acctg. Br., A.P.O. 787, 
c/o Postmaster, New York, N.Y. 

Weaver, F., Office of Price Administration, Room 1114, Federal Office Bldg., No. 1, Wash- 
ington 25, D.C. 

Williams, R. S., 3516 Valley Dr., Alexandria, Va. 

Youtsler, J. S, "Skidmore College, Saratoga Springs, N.Y. 


Norris A. Brisco of New York University died May 9, 1944. 


Appointmenis and Resignations 


John R. Abersold, associate professor of the Wharton School of Finance and Commerce, 
University of Pennsylvania, has served since December, 1943, as chief of the War De- 
partment wage administration agency. 


Ralph S. Alexander has resigned as deputy director of the Wholesale and Retail Trade 
Division, Office of Civilian Requirements, and returned to his teaching duties at the 
Columbia University School of Business. 


Harold B. Baker has resigned his position as assistant professor of economics at Butler 
University to become assistant professor of management in the School of Business at 
Indiana University. 


Joseph A. Batchelor of the department of economics, Indiana University, has been 
promoted from the rank of instructor to that of assistant professor. 


George E. Biggs, member of the Social Security Board, is conducting a course in social 
security in the Graduate School of Social Science, the Catholic University of America, 
during the year 1944-45, 


Roy G. Blakey, who has resumed his position as professor of economics at the Uni- 
versity of Minnesota, has been appointed to serve on a special advisory committee on 
multiple taxation of airlines for the Civil Aeronautics Board. During his year’s leave of 
absence he was tax and research consultant of the Council of State Governments and 
the Federation of Tax Administrators, both with headquarters in Chicago. 


Francis M. Boddy, associate professor of economics at the University of Minnesota and 
now on leave while serving as a Lieutenant in the United States Naval Reserve, has been 
transferred to the A.A.A. Pre-Commissioning School at Seattle. 


William P. Brann has been appointed assistant professor in the Bureau of Research of 
the University of Arkansas. 


Royal J. Briggs, assistant professor at South Dakota State College, after a year and a 
half of duty at sea as Lieutenant in the United States Naval Reserve, has been perma- 
nently assigned as cargo training officer at the Port Director’s Office, New York City. 

Martha Steffy Browne has resigned her position as assistant professor of economics at 
the University of Cincinnati to join the Office of Strategic Services, in Washington. 

John A. Bryson has been appointed a part-time instructor in the department of eco- 
nomics at the School of Commerce, Accounts and Finance of New York University. 

Louis F. Buckley, formerly head of the department of economics at Notre Dame 
University, is teaching a course in advanced economic theory in the Graduate School of ` 
Social Science, the Catholic University of America, during the year 1944-45. 
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Eveline M. Burns, consultant on social security for the National Planning Association, 
delivered a series of six lectures at Bryn Mawr College during October and November. 

Raymond T. Bye, professor of economics, Wharton School of Finance and Commerce, 
University of Pennsylvania, is on leave of absence for a year to make a study, financed 
by the Rockefeller Foundation, on “The Price System as a Guide to Social Economy.” 4 

S. A, Caldwell, professor of economics, has been appointed dean of the Junior Division 
at Louisiana State University. ; 

Reynold E. Carlson, while stationed at Recife, Brazil, with the Army Air Forces, re-”* 
cently gave a series of lectures in Portuguese on American economic problems at the 
Faculty of Law, a branch of the Federal University, at Recife. 

Frank T. Carlton has retired as professor of economics and head of the department 
of social studies at the Case School of Applied Science and become professor emeritus in 
residence, 


Harry M. Cassidy has resigned as dean of the School of Social Welfare at the Univer- 
sity of California to become professor- of social welfare and director of the School of 
Social Work at the University of Toronto. Until he takes up his duties at Toronto early 
next year he will continue as director of the training program of the United Nations 
Relief and Rehabilitation Administration at its arene Center, located at the University 
of Maryland. 

C. Lawrence Christenson, professor of economics at Indiana University, is on leave 
of absence for the current semester while working at the Department of State and organiz- 
ing a system of price control in Costa Rica. 

John Bell Condliffe recently spent two weeks at Occidental College as a visiting lecturer 
in economics and gave a number of public addresses. ` 

Ralph E. Conwell of the University of Wyoming is on sabbatical leave for the current 
academic year. 

Samuel H. DeVault of the University of Maryland has been chosen to head the Uni- 
versity’s recently expanded department of agricultural economics and marketing. 

Virgil Dishongh, formerly at Stanford University, has been appointed instructor in 
economics at the University of Buffalo. 


William E. Dunkman is now chief of the Division of Research and Statistics, State of 
New York Banking Department, New York City. l 


Cecil L. Dunn has been advanced from instructor to assistant professor and is acting 
chairman of the department of economics and sociology at Occidental College. 


W. R. Dymond has been appointed a lecturer in the department of political economy, 
University of Toronto, for the session 1944-45. 


E. J. Eberling is conducting a seminar at Vanderbilt University in personnel problems 
for managerial staffs, personnel officers and others interested in the problems of recruit- 
ment, placement and training of Work ciS, as well as problems related to group negotiations 
and statutory regulations. 

Alfred Clayton Ellis, formerly of Mississippi State College, has been appointed associate 
professor of rural social economics at Hendrix College. 

Clarence Fackler has been made a part-time instructor in the department of economics, 
School of Commerce, Accounts and Finance of New York University. 

William A. Faught has been appointed instructor in the department of agricultural 
economics of the University of Arkansas. 

Kenneth Field has resigned his pcsition as professor and head of the department of 
economics at the Carnegie Institute cf Technology to continue as economist and chief of 
research in industrial relations at the Carnegie-Ilinois Steel Corporation, Pittsburgh. 

Martin R. Gainsbrugh has been appointed part-time instructor in the department of 
economics, School of Commerce, Accounts and Finance at New York University. 

Ernest W. Gibson has accepted a position for the year 1944-45 as assistant professor 
of marketing and general business at Texas Technological College. 
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Gertrude Grodski has been appointed part-time assistant in the department of economics 
at the University of Illinois. i 


Bernard F. Haley of the department of economics, Stanford University, in August 
accepted appointment to the position of director of the Office of Economic Affairs of the 
U. 5. Department of State, Washington. 


ẹ James K. Hall, professor of public finance and public utilities, has resumed his teaching 
at the University of Washington after more than two years’ absence on leave serving in 
various capacities including regional price executive in the Office of Price Administration 
and civilian consultant to the Navy Department, Washington. 


George H. Hand has resigned his position as professor of economics at Ohio Wesleyan 
University to accept the position of professor of economics and chairman of the depart- 
ment of economics at the University of Vermont. 


Mildred Jean Hansen, formerly of Radcliffe College, has been appointed University 
teaching fellow in economics at the University of Washington. 


Morrison Handsaker is on leave from Occidental College for the duration of war and 
is employed in the labor relations section of Lockheed Aircraft Company. 


Otto Harris has accepted an appointment as part-time instructor in the department of 
economics, School of Commerce, Accounts and Finance of New York University. 


William W. Hewett has resigned his position with the Office of Price Administration, 
Washington, to resume his position as head of the department of economics, University 
of Cincinnati. 


James R. Hibbs is head of the Division of Business, Y.M.C.A. Junior College, New 
Haven, Connecticut. 


Howard J. Hilton, Jr., has been appointed divisional assistant in the Division of Com- 
mercial Policy, Department of State. 


John R. Hodges of the University of Texas has been appointed instructor in business 
administration in the College of Business Administration of the University of Arkansas. 


Stella A. Kaplan has been appointed graduate assistant in economics at the University 
of Pittsburgh for the academic year 1944-45. 


Reverend Joseph B. Kenkel, formerly president of St. Joseph College, where he taught 
- economics for many years, has become a member of the economics faculty of the Graduate 
School of Social Science, the Catholic University of America. 


Karl Kettering of Central College, Iowa, has joined the economics staff at Indiana 
University for the current year. 


Reverend Brian A. Kirn, Quincy College, has been appointed instructor in economics 
in the Graduate School of Social Science, the Catholic University of America. 


Chuke Ling, formerly instructor in Chiao-Tung University, Chungking, has been ap- 
pointed research associate in the College of Economics and Business at the University 
of Washington. 


H. A. Logan of the department of political economy, University of Toronto, has been 
awarded a Guggenheim Fellowship and granted leave of absence for the session 1944-45. 

Philipp Lohmann has accepted a position as part-time instructor in the department 
of economics of the School of Commerce, Accounts and Finance, New York University. 

William N. Loucks, chairman of the economics department of the Wharton School of 
Finance and Commerce, University of Pennsylvania, continues on a part-time leave of 
absence because of his duties as vice chairman of the Regional War Labor Board, 
Philadelphia. . 

J. R. Mahoney, professor of economics and director of the Bureau of Business and 
Economic Research at the University of Utah, attended the summer meeting of the National 
Education Association held in Pittsburgh and has recently returned from Washington, 
where he was chairman of the Committee on Tax Education and School Finance. 

D. G. Marshall, formerly of the University of Wisconsin, has been appointed a lecturer 
in the department of political economy, University of Toronto, for the session 1944-45. 


Robert F. Martin, formerly of the Department of Commerce, is teaching international 
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trade and finance in the Graduate School of Social Science of the Catholic University of 
America during 1944-45. 


Rudolph K. Michels, promoted last January from associate professor to professor of 
economics at Hunter College, in September was elected chairman of the department of 
economics. 


Charles J. Miller has been granted a year’s leave of absence from the College of Ecoe 
nomics and Business at the University of Washington to serve as executive secretary. 
of the Washington State World Commerce Commission. 


L. T. Morgan of the departmert of political economy, University of Toronto, has beef 
granted leave of absence for the session 1944-45 in order to join the staff of the Wartime 
Information Board at Ottawa. 


David L. Mosconi of the School of Commerce, Accounts and Finance, New York 
University, has received the Tax Foundation-New York University Fellowship. 


Herbert E. Newman in September resigned from his position with the Office of Price 
Administration and has returned to his former position as assistant professor of economics 
at the University of Delaware. 


William H. Newman, assistant professor of industry, Wharton School of Finance and 
Commerce, University of Pennsylvania, has recently assumed the duties of executive 
officer of Petroleum Administration for War. 


John E. Orchard, special assistant to the Undersecretary of State, has resumed part- 
time teaching at the Columbia University School of Business. 


James Partner, associate in the College of Economics and Business of the University of 
Washington, has resigned. 


David W. Parvin has been promoted to the rank of associate professor in the Depart- 
ment of Agricultural Economics, Mississippi Agricultural Experiment Station, Mississippi 
State College. 


A. J. Penz has been appointed instructor in accounting at Louisiana State University.’ 


Clyde W. Phelps, head of the department of economics in the University of Chattanooga, 
has been appointed managing editor of the Journal of Marketing, published by the 
American Marketing Association. 


W. C. Plummer, professor of economics, Wharton School of Finance and Commerce, 
University of Pennsylvania, is on leave of absence and is serving as economist with the 
War Manpower Commission, Philadelphia. 


J. Carl Poindexter, associate prafessor of economics at Louisiana State University, has 
been appointed to assume the duties of S. A. Caldwell, recently made dean of the 
University’s Junior Division. 
© C. L. Prather, now a Lieutenant Colonel, has served overseas for a year in the G-5 
Section Hq. ETOUSA-FASHG and is at present with the 12th Army Group as Chief 
Civil Affairs Finance Officer. 


Laurence de Rycke has been appointed instructor in economics at Occidental College, 
and is teaching courses in accounting, money and banking and foreign trade and finance. 


Emerson P. Schmidt, associate professor at the University of Minnesota and now on 
leave of absence, has been appointed director of the economic research department of 
the Chamber of Commerce of the United States. 


Arthur Schweitzer of the University of Wyoming has been appointed acting head of 
the department of economics and sociology. 


Joseph C. Seibert has been promoted to the rank of associate professor of business 
administration at Emory University. 


I, L. Sharfman has returned to the University of Michigan to resume the chairmanship 
of the department of economics after spending a year and a half in Washington and 
other parts of the country as a representative of the government, adjusting labor disputes, 
particularly those involving railroads. 


Joseph Shister, instructor in eccnomics at Cornell University, has recently been dis- 
charged from the Army and is at present engaged on a research project to investigate the 
government and structure of trade unions, sponsored by Johns Hopkins University. 


a”? 
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Floyd R. Simpson has been reappointed for the year 1944-45 as acting assistant pro- 
fessor in the College of Economics and Business at the University of Washington. 


Elliott D. Smith is on leave from Vale University while. he is visiting Falk professor of 
social relations at Carnegie Institute of Technology. 


Hampton K. Snell, on leave of absence from the University of Southern California, has 
been appointed assistant director of research in charge of the public utilities group at 
the Army Industrial College, Office of the Secretary of War. 


Henry W. Spiegel of the Office of Strategic Services and formerly head of the depart- 
ment of economics at Duquesne University, is conducting a course in post-war economic 
problems in the Graduate School of Social Science, the Catholic University of America 
during the year 1944-45. 


William Henry Stead comes to Vanderbilt University on February 1, as chairman of 
the department of business administration and director of the Institute of Research and 
Training in the Social Sciences from the School of Business and Public Administration, 
Washington University, where he is now dean. 


George J. Stigler, professor of. economics at the University of Minnesota, who has 
been on leave during the past year and a half while conducting special war research in 
New York City, will resume his teaching with the winter quarter. 


Lynn A. Stiles is employed by the Department of Revenue of Illinois as railroad assessor 
and is also lecturing on economics at the Central Y.M.C.A. College in Chicago. - 


John D. Sumner, professor of economics at the University of Buffalo, who until recently 
has been with the Office of Price Administration, first as a price executive and later-as — 
special economic advisor to the deputy administrator for price, is now advisor on economic 
affairs at the American Embassy in Chungking. , 


W. Lou Tandy, formerly professor of economics at Western Mayland College, has 
accepted a position as professor of economics and sociology at Lake Erie College. 


George W. Taylor, professor of industry, Wharton School of Finance and Commerce, 
University of Pennsylvania, is on leave while serving as vice chairman of the National 
War Labor Board, Washington. . 


Howard M. Teaf, Jr., associate professor of economics at Haverford College, has been 
appointed public board member of the Third Regional War Labor Board, Philadelphia. 


Sylvia L. Thrupp has been granted leave of absence from the University of British 
Columbia and has been appointed a lecturer in the department of political economy, 
University of Toronto, for the session 1944-45. 


Orba F. Traylor of the University of Kentucky has joined the armed forces and was 
commissioned a Lieutenant at Cairo and assigned to the International Division, Accounting 
Branch. He is still aiding the United Nations Relief and Rehabilitation Administration 
as a procedures analyst in off-duty hours on the British shift and teaching review prob- 
lems for Certified Public Accountants and elementary accounting courses at the Armed Forces 
Institute, Middle East Branch of the American University. 


John V. Van Sickle of Vanderbilt University has been appointed to membership on the 
Advisory Board of the American Enterprise Association, New York City. 

Arthur G. Vieth, Jr, is now assistant professor of social science and philosophy at 
Missouri Valley College. 


Cedric M. Wardall, formerly of the University of Washington, has joined the staff 
of the School of Business Administration at the University of Minnesota as an instructor 
in economics, 


J. Donald Watson, who taught at the School of Business Administration, University 
of Michigan, during the summer of 1944, has been appointed associate professor of eco- 
nomics and business administration in the College of William and Mary at Norfolk. 


Margaret S. Wilson, formerly assistant in sociology at Cornell University, is now in- 
structor in sociology at the University of Maine. 


Ralph Young, professor of economics, Wharton School of Finance and Commerce, Uni- 
versity of Pennsylvania, has been on leave of absence during the past year and continues 
to serve as a member of the staff of the Financial Research Program of the National 
Bureau of Economic Research. 


VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative 
officers of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review wil. publish in this section brief 
descriptions of vacancies announced and of applications made. It is optional with 
sant submitting such announcements to publish name and address or to use a key 
number. 

Communications should be addressed to: The Secretary, American Economic As- 


sociation, Northwestern University, Evanston, Illinois, 


Vacancies 


No announcements, 


Teachers Available. 


Elementary economics, accounting, theory, money and banking, general and applied 
economics: Man, 32, M.S., 1935, Illinois. Three yeazs of experience in bank ac- 
counting department; has temporary appointment teaching accounting in a univer- 
sity, Wishes permanent teaching position. Available in June, 1944. E189 


Theory, finance, public control of business, public utilities, labor, consumption: 
Man, 57, married, A.B., Wisconsin, M.A., Kansas, plas law training. Five years of 
economics and political science teaching and research in universities; 6 years of 
public administration and research; 2 years of newspaper editorial work; business 
and civic-commercial organization experience; publications. Desires university or 
college teaching or research position. Available immeciately. E190 


Labor economics, principles and theory, public finanze, money and banking: Man, 
34, married, Ph.D. Five years of college teaching experience; now teaching in a 
small, state-supported college, but desires professiomal advancement. Available in 
February or June, 1945. E191 


Economics, personnel administration, statistical research: Man, 33, draft deferred, 
B.A., 1934, M.A., 1936. Two years of teaching economics in large metropolitan 
university; 1 year teaching in night high school; € years of personnel work, in- 
cluding interviewing and placement, job analysis, job evaluation, wage and salary 
administration. Both private industry and governmeat employment; experienced in 
research and statistical work. Desires teaching or research position or personnel 
work. Available immediately. E192 


International economics, theory, money and bankizg, business cycles, elementary 
economics: Man, 31, married, Ph.D., 1941, Columbia. Two years of teaching ex- 
perience; in government service since 1941. Now writing textbook in international 
economics. Wishes permanent teaching position. Available immediately. E193 


Labor problems, transportation, economic history, taxation, consumer economtcs, 
marketing: Man, 30, draft deferred, A.B., 1939, A.M., 1940, completing Ph.D. 
dissertation, University of Michigan. Business experience as junior executive; 114 
years of experience as acting professor at large Micwestern college and at Southern 
university; mow completing second year as head of economics program at Eastern 
college. War Price and Ration Board member. Desizes university or college teaching 
position offering professional advancement. Available in June, 1945, E194 


Elementary economics, South American economy, postwar problems, cartels and 
corporations: Doctor of Law and Economics, Authcr of various books and opinions; 
member and honorary member of scientific societies; lecturing experience in the 
United States and abroad. Desires teaching or research position in or near New 
York or Washington; also part-time or advisory work. E195 


Ploase Mention THE AMERICAN Economic Review When Writing to Advertisers 


